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Preface
 

This book challenges traditional economic thinking which has ex
plained economic growth in terms of resources, technologies, and 
human preferences. Noting that economists have not been able to 
account fully for economic growth, the editors, Vincent Ostrom, 
David Feenv, and llartmut Picht argue that a fourth component-
institutions-is the critical missing link. As the thirteen authors 
demonstrate, the influence of institutions is considerable: establishing 
the basic rules governing all public and private actions from individ
ual property rights to the ways in which communities deal with public 
goods, and affecting distribution of income, efficiency of resource al
location, and the development of human resources. 

A strong and thought-provoking case is made for considering 
the role of institutions in economic development. The co-editors of the 
book have collected a series of important papers addressing both a 
theoretical and practical dimension of institutional choice. We hope 
that this volume will stimulate increasing numbers of scholars to 
delve into these issues. 

Nicols Ardito-Barletta 
General Director 
International Center for 
Economic Growth 

Panama City, Panama 
September 1988 
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The State of the Art 

Introduction 

Over the past twenty years, we have acquired a growing appreciation 
of how prices and markets shape economic development. Prices 
guide the allocation of resources in a society: the goods and services 
produced, how they,are produced, and how they are distributed. If 
the price system works effectively, the allocation of resources will 
approximate the aggregate preferences of the community. Similarly, 
an effective price system will signal growing inefficiency in the 
economy and reward innovation and reallocation of resources to 
reduce those inefficiencies. 

Only fairly recently, however, have we begun to understand in any 
systematic way how these economic forces interact with the institu
tional and political arrangements at work in any society. This book 

The views expressed are those of the author and do not represent the vicws of the Agency for 
International Development. 
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is concerned with how those institutional and political arrangements 
aff:t economic development. 

Institutional structure is important because of its role in expand
ing human choice, which is a fundamental goal of economic devel
opment. TO be sure, there are other sources that serve to expand
human choice. Economic growth per sc aconstitutes significant
expansion ofhuman choice through the expansion of the resource 
base and the accumulation of' capital. Improvements in human 
capital (education, tcchnology, and health), which "empower"
individuals, also expand choice. But institutional structure is a third 
colllponent. 

Institutions affect human choice by influencing the availability of 
information and resources, by shaping incentives, and by establish
ing the basic rules of social transactio ns. Institutional innovation 
contributes to development b providing mo'e efficient ways of 
organizing economic activity, ways that often lead to fundamental 
restructuring of'all Cc( )OllV. 

Students of'developmcnt have long been concerned with institu
tional arrangements and how the\, influence the rights of individuals 
and c1mmunities to exercise choice. A significant fbcus of' this 
literature has been the detrimental impact of development o,, the 
choices of the small rural c"mmunitiCs that wx'ere the bedrock of the 
"traditional" order. Much of the early sociological and anthropo
logical literature focused on how the emergence of worldwide 
markets and the national state tended to destroy the efticacy of the 
local community. The local communities seemcd powerless in the 
face of these enormous national and international forces. Further
more, it was argued, the normative foundations of' those national 
institutions, and their power, were at odds with those of the 
traditional society. As those institutions grew in strength, they
undermined the values of reciprocity and ascriptive status on which 
these communitis were organized, it wa; argued. Thus, the local 
communities began to lose even their ability to manage their own 
local affairs. It seemed to matter little whether the community
prospered or became poorer in the modernizing process; the results 
were the same. 
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This perception gave rise to two different schools of thought in 
the development literature. One placed emphasis on restoring to the 
local community a degree of'control over its own thte. This has been 
variousl' described as "community development," "decentraliza
tion," or "local participation." The second approach was to advance 
the new nation-state as the appropriate vehicle fbr restoring social 
control over the economy and the direction ofchang,. Drawing on 
local adaptations of European socialism, this approach emphasized 
state capitalism, extensive regulation of tle economy, and compre
helnisive planning. Neither of these solutions has been entirely 
successfil, hwv\'cr. Both tile national- and local-level institutions 
are characterized by inefficiency and exploitation. 

In short, tile existing institutional context has neither the broad
based participation of the population of the Third World in the 
processes of choice, nor an institutional environment in which 
resources are allocated in socially cflicicnt ways that tcilitate dc'el
opmeit. The purpose of this book, then is to examine the require
ments for increasing participation and ctlicienc\ in social choices, 
after a thorough reexamination of tile institutional foIndations of 
developing countries. 

Another role of institutional analysis in economic dc\elopment 
lies in addressing the problem of"getting the prices right," which is 
important tbr a number of reasons. Even in the most effective of 
market systems, there ispotential fbr "market thilurc." Market failure 
may result from the cha-acter of the goods in question (i.e., public 
goods), externalities, inadequate infirmation or asymmetries of 
infbrmation, or high transaction costs. 

Gcetting the prices right is also important because, as the\, grow in 
size and power, governments can cause distortions in the price 
structure through the impact of thcir authority and budgets. This is 
not to say that the cfl'cts of public policy are inevitably negative, but 
that, insofar as those policies arc determincd b' nonmarkct forces, 
they have great potential tor becoming incrcasingly distorting in the 
absence of careful monitoring and control of policy measures. 

While all economic institutions-capital markets, contract sys
tems, property rights, ctc.-tr' to order economic transactions by 
imposing rulcs, they can contribute to deviations from pure market 
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efficiency. Almost any institution engenders the germ of price 
distortion because of the inertia inherent in any established order. 
For example, institutionalized property rights may need significant 
alteration before new technologies can have a broad impact on 
productivity. Biotechnology and information systems are recent 
instances. 

The role of institutional analysis in getting the prices right is 
especially important because fundamental price distortions are intro
duced by the constitutional order that forms the basic structure of the 
political economy. This occurs as the constitutional order deter
mines the "representativeness" and "accountability" of those who 
exercise public authority, and also establishes the basic law governing 
the resolution of conflict among diverse groups, institutions, and 
individuals. Perhaps most importantly for the tudy ofdevelopment, 
the constitutional order shapes the rate and direction of institutional 
change within the polity. 

This book explores the impact of institutions and political ar
rangements on dcvcopment. It illustrates how some institutional ar
rangements exacerbate market distortions and inefficiencies while 
others fhcilitate structural change and development. The insights 
offered by these essays sen'e to elucidate strategies that will improve 
the efficiency of institutional choices. 

The past decade has produced substantial evidence of how insti
tutional weaknesses ini developing economics have slowed develop
ment. Even if allowances arc made for the detrimental impact on 
developing countries of global and external events (for example, 
declining primary commodity prices, increasing protectionism, fluc
tuations in oil prices, and tile vagaries ofweather), it is clear that many
of these countries are enduring the consequences of inappropriate 
institutional and policy choices that were made in the past. 

It has also become clear how political power and political insti
tutions shape the econom. Tile economic choices made in most of 
these countries reflect, in most cases, neither the free play of market 
fbrces nor popular political choice, but rather the conscious designs 
of political elites. In the case of Korea, Taiwan, and Singapore, 
authoritarian regimes have contributed to rapid growth and a sub
stantial reduction of poverty. E!sewhere, elites have encouraged 
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inefficiencies in both the public and private sectors, which permit 
only the sparse benefits of exceedingly modest growth to eventually 
"trickle down" to the masses. However, there are almost no exam
pies ofthe combination ofliberal democracy and free-market economy 
that characterized British nd American development. 

In considering these issues, it has not been uncommon for devel
opment practitioners to make a distinction between, on the one 
hand, policy rcfbrms and structural adjustment programs and, on the 
other hand, institutional development. Whereas policy reform and 
structural adjustment programs are perceived as sh: rt-term issues, it 
is argued that institutional development makes a more basic and 
long-term contribution to development. "Getting the prices right," 
in other words, is often perceived as a short-term problem that can 
be treated independently of'institutional development. Institutional 
development cfti)rts are commonly viewed as involving training, 
incremental improvements in management systems, and construc
tion of facilities, but pay little attention to "getting the prices right." 

These are conceptual errors that need to be corrected. First, in
stitutional development and design are part ofthe process of"gctting 
the prices right," because the interaction of supply and demand is 
mediat-d through institutions. Second, bad policies will, over time, 
fundamentally corrupt and distort institutional performance. Third, 
policy reform and structural adjustment effects, by starting the 
process of "getting prices right," arc essential to the process of 
institutional change in economic development. These interactions 
can be i!lustrated in three different areas: policy choices, the character 
of goods provided by the public sector, and the constitutional order. 

Policy and Institutions 

In any economy bad policy encourages inefficiency. Bad policy may 
be a simple matter ofsetting prices inappropriately. At a second level, 
however, basic choices among policy types, pursued long enough, 
may cause those distortions to be embedded in institutional arrange
ments that become self-perpetuating. I do not refcr here to the com
mon list of policy distortions that can be found in any International 
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Monetary Fund stabilization program-overvalued exchange rates, 
controlled interest rates, etc. Rather, I refer to Theodore Lowi's 
typology in which he distinguishes among distributive, redistribu
tive, regulatory, and constitutive policies (Lowi, 1972). To summa
rize it, the four types (distributive, regulatory, redistributive and 
constitutive) arc distinguished by: (1 ) the extent to which coercion 
is imminent and (2) the degree of directness of their impact on the 
individual (in contrast with the environment of individual choice).
Thus, the choice of policy type determines the conditions of individ
ual choice in the f.cc of the exercise of public authority. In conse
quence, institutional arrangements become specialized to the style of 
individual interaction with government authority that is associated 
with particular policy types. 

"Distributive" policies have been a particularly common source 
of price distortion in developing countries. Distributive policies
make benefits available generally to the population. They apply
directly to individuals, but are not coercive. The relationship be
tween the benefits received by individuals and the costs incurred by
the government in providing these benefits are typically indirect and 
vague. Social services, subsidies, and public goods (e.g., infrastruc
ture) are examples of such distributive policies. They are politically
popular because there are no apparent losers, only winners. These 
policies are the mainstay of patronage politics, and their popularity
with constituents provides a continual pressure to expand the 
benefits-an expansion limited only by budget constraints. 

Large cumbersome bureaucracies have grown up to manage these 
distributive programs. The key incentive in such bureaucracies is 
ostensibly the expansion of so-vices. Quality control, cost-effective
ness, and opportunity costs receive little attention. Performance is 
often weak, and attempts to improve management frequently founder 
on the combined opposition of both the bureaucracy and their 
clientele, both of which benefit from the existing arrangements.

Thus, two development problems are engendered by distributive 
policies. First, costs grow excessively until budget deficits and debts 
force an adjustment. Second, because ofthe lack ofeffective controls, 
the considerable resources committed to the distributive programs 
are typically used inefficiently and, therefore, the overall development 
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eflort is weakened. For example, general food subsidies, while 
popular, are not a ver, efficient way either to keep food prices low or 
to benefit the poorest. Furthcr, they divert resources fiom other 
developmental efforts, such as agricultural development, that would 
otier long-tCrm solutions. 

This is not to argue that there is no role for distributive policies 
in development. What is suggested, however, is that these political 
regimes appear to have fc'v effective means lor "pricing" these 
distributive policies. The immediate "price" fbr the policies appears 
when f'ood riots break out in the wake ofa rcductIon in subsidies. 'lhe 
real costs, however, become clear onlyh when a structural adjustment 
program forces a reconsideration of the role o" govcrnment in the 
economy and a systematic shift in government priorities. It is 
noteworthy that these events arc usually sparked by external torces. 
It is also noteworthy that anLvsts usually measure the "cost" to the 
poor in terms of'the higher f'eod prices associated with the rfcfrms, 
rather than of the slw growth in jobs associated with tile prevailing 
price distortions. 

l)istributivC policies, and associated price distortions, arc perva
sire throughout developing economies. Subsidies on a wide range of 
goods (including electricity, credit, irrigation water, transportation 
infrastructurc, fertilizer, and capital goods) f'requcntlv provide bene
fits to groups of recipients at little cost to themselves. The damage 
done by these subsidies goes beyond the opportunity cost of the 
resources tied up in them. The price distortions can fundamentally 
corrupt key development institutions. 

Although the benefits of distributive policies are freel' available 
to the target population, the resources are scarce to society and thus 
may become exceptionally vahlable to the recipients. It is not 
surprising, therefbre, that individuals attempt to appropriate thcsc 
benefits to themsclves. Typically this is done by controlling the 
intermediary institutions that distribute the benefits. 

The results are various. First, the powerful find it relatively more 
profitable to seek the "rents" engendered by the differcnccs bctwccn 
the real value of the good and the subsidized price than to seek 
increasing efficiency, find new markets, discover new products, etc. 
In proportion to the magnitude of these rent-seeking activities, the 
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economy loses the contribution of these entrepreneurial services to
development. Second, the economy is distorted as businessmCn, or
fhrmers, divert resources into those areas where the largest rents are 
to be had. Third, for the bulk of the target group, there is commonly 
an increase in transaction costs as bribery and fictional politics
become endemic. This produces an increasing level of cynicism
concerning developmental institutions and destroys the trust and 
sense of reciprocity essential to institutional development.

As we search for improved eflicicncics in development, we must 
understand better how the policy framework influences the perform 
ance of key economic institutions. Anmong the greatest futilities in
development eflorts arc the unsuccessful attempts to bring about 
improvements in institutional ,fliciency through training and im
proved managcment techniques that run counter to the incentives 
engendered by the policy framcwvork. 

The Character ofGoods and Institutions 

In addition to the price distortions in the private sector introduced
by bad policy, distortions are introduced by pricing problems within 
the public sector. The problcm of pricing "public goods" has been
well established in the literature and need not be rcpeated here.' 
Inefficiencies in producing goods or scrviccs in the public sector
 
occur not bccausc they have the character of"public goods," but ftr
 
a numbcr of'othcr reasons: perccivcd "market tilures," 
a desire to
plan and manage the economy, the search for public revenues, or a 
conviction that certain goods or serviccs are vested with a consider
able public interest. The same is true of many public services. 

Whatevcr the reason for prcfcrring public production of goods,
the prolitrration ofinefficient public-scctor enterprises has served to
weaken development eflorts. It is not Uncommon that such enter
prises are ovcr-capitalizcd, ignore comparative advantage, and oper
ate w'ithout concern for either production costs or markets. These 
conditions stcm firom attempting to manage a firm independently of
markct forces. Typically, they run large operating deficits that must 
then be met from general revenues. 
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The detrimental cffects of inefficient public-sector enterprises on 
development commonly go beyond the budget drain. These enter
prises arc frequently protccted from both domestic and international 
competition and are the major benciciaries ofovervalued exchange 
rates that reduce the cost of' their imported capital requirements. 
They drain capital from more productive sectors and arc protected by 
regulatory policies that spread distortions throughout the economy. 
When the system of public production is sufficientl' large and 
encompasses key industries, the distortions may become substantial. 

The remedy tfr such distortions lies initially ill the recognition 
that it isvery diflicult to maintain an adequate system of prices fo0r the 
factors of'production, or to assess demand tor the product, when that 
production is managed independently of market forces. Where the 
product is clcarly a "private good," such as matches, the simple 
solution is divestitIre. The solution is more colplCx when the 
products arc "mixed goods" (V. ()strom and . ()strom, 1977). 

A fiew examples illustrate the character of "mixed goods." For 
example, some ofthe benefits of'an educated work force accrue to the 
commnity at large, while ot hers accrue to the individual directlyV. 
Alternatively, it is possible to weaken the non-cxclusionary character 
of many public goods bv the simple devise of denyring individuals 
membership in the bcneficiary communit\. For instance, U.S. cattle
men once attempted to exclude sheepherders from common range 
lands, and nations today extend their territorial waters to protect 
fishing and mining rights in "international waters," It isalso imlpor
tant to make a distinction among the various stages in the supply and 
consumption of a good in considering its "public" character. For 

, ec,on)mics-of-scale in public utilities, we have 
treated them as natural monopolies. In electric power, however, we 
find that the economies lie in the distribution grid, not necessarily in 
either production or consumption. Thus competitive poVer genera
tion, sold to the "common" grid, may' permit the introduction of 
some market eflicicncics into a "natural monopoly." 

This category of goods is very ditlicult to price correctly. The 
market will tend to underproduIcc these goods, and the public sector 
will tend to ovcrproducc them, as was dcemonstratcd in the case .-W 
distributivc policies. Whether the government solves this problem by 
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Ownership or regulation-both typical sOltiOs-ijnefIciencjes arc sure to occur. H-owevcr, many of these mixed goods arc particularly
critical for development-irrigation s\ystcms, education, and marketfacilities, for example. It is becase f the critical nattrc of' thesegoods that the question c)f'institutional choice and desigi-including
experimentation and innovation aimed at getting the priccs right andallocating resources more ctlicicntly-beconies an integral part of 
the dc\elopmcnt process.

We have already 0lliided to some of the possibilities. Pu blic ni
ership and pu blic regulation have historically been insti titiona alternatives. For example, public regulations that require property own ers to have their garbage removed rcgu larly permit homeow\'ners todo it thenmsclves, or to contract with competing suppliers of theservice. Subsidies are a fhmiliar technique of creating so)cial benefitsthat exceed either individual benefits or the co)mmercial valuC of agood or service; p)pulation c( ntrol through the su bsidization of
condoiis in a pr1)natalist cu~ltire \W()ld be one example. Scale has
been considered an important variable in getting prices right. Forexample, it has oftcn been argued that decentralization and smallerscale will provide better opportunities tor getting the prices right ifgoods and services lust be provided in the public sector.

As our understanding of the probiems ofpu blic goods and mixedgoods becomes clearer and the evidence of'institutional experiments
is incrcasinglyv docLmnllted, avariety of institutional options may beft)und for dealing with the pr(oblCms of the public sector and fbrproviding substantially improved efliciencies and pricing. In thisrespect, one cannot help but be struck by the variety ofinstitutional
solutionis to these common social problems withii thc traditional
cultures compared to the paucity and uniformity of the options
currently available in the modern sectors of these same societies. 

Institutional Innovation: Markets and Constitutions 
The simplest growth models portray economic development as afi
nction of the acctumulation of capital. As increments of capital areadded, the productive capacity ofan economy also increases, growing 
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in size and complexity. More recent discussions of grow~th have 
attempted to includc technological change in the model. With a 
,i\ eil technolgv, additional increments of production arc added at 

an increasiing c(st as tile lactors of producti m become scarce, 
rcsuihing in sli wcr growth. Without tchnMilOgical innovation, it is 
arigued , staglnat iiin Wil appear iin One sector after another until 
grow\t h solps. 

Vithl an adCeI inCinVeSt mciii in tech nological dcvclopmCt, on 
the other hand, iiew\\ ways of producing products can be lOu nd that 
CconizC (on the scar'CC tIlCrol'S of'productio. 1.ab rsa\in. dCvicCs 
ecinclmizc on labi i; skvscrapcrs ()r high-.vielding varieties of grain 
cctlO) izc ,niie1ii scarce land; new methods of produciiig steel, With 
loe\Cr energv costs, may redUce tie cost of'capital goods. ICfact( r 
markets arc w(rkin, pivperlv, relati'e fIctor prices will signal I tI 

the nCCd fti" tcChni lhigical change and indicate tle appr,)priate 
dirCction (Ri tlli, 1978: .-h. 12). [olwcer, in the absence of 
tecllgical change, the ritcntijal rents available toI til()se who 
Ci iltl()l tilescalIrcct i's olpr( iducli bcci l c quie large. PriitcC
tion Of' those rCltS 11nay' CoiisIititc a substaltiall i:tl\c tor resisting 
change. The p itciltial rewards tier techl hOgical iiivation may be 
cVCii larger, u the risks arc typical lV great and Instit i al arraigC

nlnt s ( the "'npisd g. i " character ihe ini )watma signiti1.) 
caintl' reduce tle rewvards atpr( prMalc by lhc i liii ivat 1l'5. 

Technological in ia is I1iit entirely a market phenmenon. 
As the c:mioiiv and pri iLduction tecliques grow in complexity and 
so~phistication, teclinll gy depends increasingly on the stock of ba
sic scieiice 0'om which it dra\s. Basic science, aiid indeed nIoch of'tlie 
technology it engenders, iMa'C tile chiaractcristics )t a public good: 
lead times arC long , invCst nlint in hunian capital substantial, comin
mercial pri litability vcry risky, and the bCnctits ofI s hard11cs to 
appropriate. The pri ccss Oftcchnical iinovation, thlire re, depends 
on a complex set A' iisiittimiial arrangements. Not only those 
institutions tha prodIce tile iiiiii atiIis aire inlV'cd ( 101 example, 
the agricuhIual research sVstcnl ), btI also those that definc Ownership 
aiid new ils of ci mitract, or alli catc tihe risk of nc.gatiyc externalities 
(such as cnvirinmental pollution, tinemployiment and safi.t\' risks.) 
Ill fact, techinI Ilogical iII iVation depends to aconsidiC, able exteit on 
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institutional investments and innovation, which are not exclusively, 
or even primarily, market events. 

Even without incorporating technological change into a develop
ient model, we can see that an increase in the size and complexity 
of the economy alone will necessitate significant institutional change. 
Rising transaction costs, associated with a complex economy, may 
require changes inl laws governing contract, incorporation, antitrust, 
etc. (Williamson, 1985). Capital markets develop specialized institu
tions for mobilizing capital and even such abasic institution as money 
may undergo considerable transformation. Again, while changes in 
the structure of the cconomy may well signal the need for such 
changes and motivate them, they do not depend primarily on market 
processes. 

At significant points in the growth and development of an 
economy, further progress will require major changes in its structure. 
At the most basic level these changes arc associated vith increasing 
scale, w\'ith major changes in factor ratios (as from I Lbor-deepening 
to capital-deepening production), in sectoral slhin 7as from agricul
ture, to industry and, eventually, to service as the leading sectors), 
and in shifts in the role of trade in the economy. But structural change 
need not lead to growth or development. To achieve growth and de
velopment, and to m.ovc structural change in productive ways, major
shifts in the way in which economic institutions allocate resources, 
incentives, and in formation arc required. Without these changes, 
economic activit\' will turn in increasingly inefficient and unproduc
tive directions. The benefits will returnl to rent-scekers rather than to 
entrnprenCurs. It was this phenomenon that Clitflbrd Geertz de
scribed in A nriculturalInvolution (1968), and Karl Polanyi in 77e 
(reat Iransjr;nation(1957). Both books chronicled the pernicious 
etlects of'societal failure to pro\ide institutional innovations in the 
face of significant structLral change in the economy induced by 
population growth. 

Thus, the structural transfbrmation ofeconomics to higher levels 
of efficiency and productiVity, accommodating to changing environ
ments, is not an automatic consequence of market fbrces. Rather, it 
is very much a conscquencc of the legal and policy framework that 
governs institutional change and experimentation. New forms of 
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association must receive legal sanction in due course if the), are to 
flourish and to provide a general model of interaction. Institutional 
rules must eventually be enforceable by public authority and, there
iorc, must be compatible wvith the higher legal order. In short, 
institutional change is very much a "political economy" event that 
depends on the interaction of political and economic forces. 

Vernon Ruttan has observed that the "supply" of institutional 
change depends on two factors: the know'edge base, and the cost of 
innovation (in relation to benefits). With rcgard to knowledge, most 
devclopment practitioners are aware of the frustrations involved in 
development activities in the absence ofa clear understanding either 
of the state of"the economy or of the processes at work. The more 
social science knowledge we have, Ruttan argues, the better we wvill 
design and implement institutional change. Practitioners are also 
well aware of the v'alue of an opportunity to experiment, and of the 
danger of premature closure in institutional innovation. The cost of 
institutional innovation may also be great. In certain political envi
ronments the cost can literally be death. But even without such severe 
sanctions, the costs of innovation may be prohibitive because of the 
costs involved in legislative changes, court cases, and overcoming the 
political power ofvvested interests. 

It is important to consider the factors identified by Ruttan that 
influence the supply of institutional innovation. One ofthese fhctors, 
the constitutional order (Ruttan, 1978), is explored in depth in this 
book. 

The constitutional order influences institutional innovation in 
four ways. First, it may be conducivc to free inquiry and social experi
mentation, or it may be fundamentally reprcssivc. To the extent that 
it is the latter, the knowledge base on which institutional change rests 
will be reduced and change \\'ill be distorted or retarded. Second, the 
constitutional order directly influences the cost ofentry into the poli
tical system and the case with which the legal foundations of new 
institutions can be established. Third, as we have seen in previous 
sections, the constitutional order affiects the pattern of use of public 
authority and, therefore, the types of distortions introduced by pub
lic policy into the economy. To the extent that those distortions are 
great, the market signals that, in Ruttan's terms, induce institutional 
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change will be misdirected. Finally, a stable and vital constitutional 
order introduces into the political economy a sense ofcivil order
an agreement ol basic values and processes for conflict resolution
that considerably rcducc3 dhe cost or risk of innovation. 

The essays presentc I i, this volme nake apowerful case fbr the 
profound impact of' tile constitutional order on the course of 
economic development. Nevertheless, of the three institutionally
based sources of price distortions within an economy that we have 
discussed, thc constitutional level is probably the least subject to 
change in the interests of development. The constitutional order is 
also the area of institutional analysis where the prescriptions for 
improved pcrformance are least clear. It is not evident, for example,
that liberal constitutional orders will outperlorm authoritarian ones. 
One would be hard pressed to argue that the recent economic success 
of the states belonging to ASEAN (Association of Southeast Asian 
Nations) isassociated with liberal political systens (see chapter 3 of 
this book). On the other hand, it is not implausible to argue that 
regimes characterized by arbitrary tyranny and political instability
have performed tr below their economic potential. It is important, 
therefbrc, to pursue the line of inquir , initiated in this book to 
address two questions. First, how does tile constitutional order shape
the evolution and cfliciency ofa market economy? Second, how does 
the constitution influence the pacc and direction of technological 
and institutional change? Without powverftl theoretical analysis and 
clear evidence, Third World nations will be even less likely to heed 
advice fh'oring constitutional reform than the advice they receive 
regarding economic reform. The advantage that the current inquiry
has over previous attempts to deal with these questions is the 
recognition that the impact of the constitutional order on the 
economy is mediated through a set ofmarket institutions of consid
erable diversity. It appears likely that amultilevel approach, in which 
constitutional norms interact with institutional rules which in turn 
interact with individual choices. is an approach with considerable 
potential. 
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Overview of Chapters 

In part two, "The Challenge of Institutional Analysis: Sone Issues 
and Approaches," the authors locus on the identification and 
COlenCetciccs of' conditions that encourage the free association of 
individuals in pursuit of their common interests. An important 
distinction is made between markCt institutions, in which individuals 
and groups mcet to enter into the exchange of goods and serviccs, 
and political institutions, in which individuals associate to pursue 
Common bnclits. 

The authors share a normative position, common in classical 
Greek philosophy, that the individual isonly truly "ficc" or ftiilv "de
\'lopcd" 'hen liC is "selfgoverned." The authors do not address the 
social-psychological literature, which raises questions about the 
existence of a generic hiuman thirst tr fir'eccoin. 2 Rather, like the 
Greek philosophers, they take the position that human beings have 
a capacity for freedom that can either be nurtured (leading to self
fIilfillent ) or constrained (leading to slavcrv' The f'ocus of atten
tion, theretore, becomes social conditions and their impact on this 
desired selft filillncnt. This nornative position leads them to seek 
circumstances in the developing world that trul' promote self
governance Instead, however, t!hey find hicrarchw with fi\w checks, 
regimes that severely limit or discourage tree association and expcri
ments in sclf-governancc, and powerful tendencies at work that 
concentrate power and authority. 

One essay in the group, by Sombat Chantornvong (chapter 3), 
draws on Alexis iCTocquCville's argument that the prevalence offi'ee 
association, which he found in North America, rested on the cqtiality 
of conditions and the abundant resource base there. Ho\\'er\'er, as 
with earlier attempts to corclate democracy and development, the 
empirical case hcre is difflicult to validate.3 Thu s, the ASEAN states, 
which have witnessed rapid growth and a significant reduction in 
poverty associated with that growth, have not been noteworthy fbr 
the growth of democrac. Chantorn\vong is forccd to conclude, with 
Tocqucville, that the catise lies as much with the "spirit of the 
people" as with empirical conditions. 
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The general line of argument in tile collection lies in a different 
direction, however. It is not wealth, equality, or other empirical
conditions, per se, that create the conditions of self-govern-nce.
Political development is not derivative from economic conditions, as 
has been argued fairly systematically in the social science literature for 
the past tventy years, but derives from the nature of the constitu
tional rules that govern collective action. The bedrock of self
governance, it is argued, is the capacity to experiment with various 
forms of association in order to solve common prob!ems and pursue 
common goals. Individuals must be free to associate and to set the 
terms of that association. They must have the rights to appropriate
the benefits of that association. They must be able, in extremis, to 
enforce the rules of that associarion. The constitution and the state 
can assist them in this by lending the authority of the state to 
encourage innovation and association. Or, at the other extreme, the 
state can monopolize authlority, initiative, and resources. 

But a population learns self-governance by practicing it, motivated by common problems and on terms found mutually agreeable. 
Under this approach local groups are the source of innovation, of 
lower-level rules, and of an existential appreciation of democracy.
The sources of a "spirit ofdemocracy" are essentially local and at the 
community level. Two observations are important here. First, this 
approach does not argue that "small is beautiful." As societies grows
in scale and complexity, the scale of problems grows, transaction 
costs increase, and externalities multiply. In consequence, secondary 
or tertiary levels of association must evolve to deal with the society's
needs. Second, this approach does not suggest that anarchy is the 
solution. Public, even national, authority is essential to establish and 
maintain the constitutional rules and deal with the largest-scale
problems. But by implication, and consistent with the "mass society"
literature of the 1950s and 19 60s, if the community base is lost, the 
mass scale becomes inherently unstable (see Kornhauser, 1959).

This is essentially an American "pluralist" model of political
development. It does not deny the importance of the development
of the central nation-state; clearly, the emerging nations confront 
problems of national proportions. But it does suggest that if the 
institutions of the nation-state are developed at the expense of 
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diverse and relativclv autonomous local institutional change, the 
culture of democracy cannot be expected to emerge. One does not 
have to believe that all societies are "read\" for large-scale democracy
certainly the Greek philosophers did not believe that. Nor does one 
have to believe that the "modcrn" forms ofassociation are inheren-Iy 
diftiren t from "traditional" forms, as did Ferdinand Tonnies (118871 
1957) with Ihis distinction between ( ,'inschaIft (community) and 
Gcscllschaf (society), and the other classic w'iters on the sociology 
of development in luropc. In tact, the authors ofthis book seem to 
agree that one is\ell adviSed to build on forms of association known 
and untderstood by the local culture. 

The authors have revived a set of questions that were eagerly 
pursued twenty years ago by Martin lipset, Gabriel Almond, Rein
hard Bendix, Ralf lahrendort', and others, concerning the relation
ship of' political participation, group association, and democratic 
values to the dcvelopment of modern socicty. But anumber of'issues 
still remain to bC settled. B. R. Ambcdkar w\'as surely not the first to 
point out, in the arguments over untouclabilitv in India, that the 
local community was not afont of liberal and humanitarian ideals, let 
alone of equity. Theodore Io.w\i has argued forceflly, that the evils 
of abrogating pulic authoritv to "private" groups can be as great as 
the evils of, excessive concentration of public power (Lowi, 1979). 
Finally, although there is ample micro-level evidence, some pr'e
scnted in thi;S volume, that local commnunities have a remarkable 
capacity to s(lve "devclOpmcnt" problems, the evidence is less 
convincing at the macro lcvJ. 

David FCenv's contribution, "The )emand fbr and Supply of 
Institutional Arrangements" (chapter 6) develops a f'amework for 
making a bridge between the several contributions in this volume 
that COCtis on "constitutional" issues and the more general develop
ment literature. Hc builds this framework by bringing clarity and 
order to two critical componnts of the political econony of 
institutional change. The first component builds on the growing 
literature on "rent seeking," showing how power can alter economic 
rewards and incentives. Thanks to this component, it becomes 
possible to search fbr institutional rules that shape these incentives in 
ways that also increase ovcrall economic efficiency and growth. The 
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second component suggests the importance ofproviding a Constitu
tional order that encourages institutional innovation and differentia
tion and is, therefore, consistent with rapid economic development. 

In chapter 2, Vincent Ostrom argues that the logical requirement 
for some form of public authority does not automatically lead one to 
concILide that a "lxcviathan," or suprcmc sovereign, is essential to 
civil society. R-athcr, it is important to recognize that the develop
ment of the nation-state and its administrativc apparatus in the 
developing world, to which international donors have contributed, 
is fraught with opportunities tor rent-seeking, exploitation, and 
tyranny. Four kcy sets of institutions (rules) can serve to restrain 
those tendencies: freedom of association; the right to property and 
free economic exchange; due process of law; and the capacity of 
communitiCs to invcst in "pubiic goods" in a way that establishes 
some relationship between supply and demand. It is the key function 
of governance, he argues, to make the rules that govern these four 
processes. The rules should specify process, not content. They 
should be open and visible, not cryptic. Above all, political develop
ment must be viewed as a process that expaids power-that is, 
expands sociery's capacity to idcenti., and mobilize resources to solve 
problcms-rather than concentrating it. 

Nothing in this argument will alter the tendency of men to seek 
and exploit power. But insolar as the cstablishment of constitutional 
regimes is frcqucntly an act of collective will that embodies the 
aspirations and assutmptions ofthc fbtndcrs, it can correct a fhtal and 
critical misconception engendered by the nation-building literature. 
All civil socicty, rests on stability, predictability, and order. However 
it is essential to recognizc that these requisitcs can be achieved as 
effectively--pcrhaps more eflectcively-by the stable and orderly 
evolution of the rules as by the concentration of power. 

Chapter 3, by Sombat Chantornvong, has already been men
tioncd. He chronicles the single-minded strengthening of the state 
bureaucracy in dcveloping countrics, drawing heavily on Tocqueville 
to argue that democracy rc,,ts on three foundations: equality of con
ditions, laws, and the "spirit of the people." But the most critical 
contribution, according to the author's study of Tocquevillc, comes 
from the experience of self-governance itself. The power of the 
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author's argument rests in his demonstration that it is indeed 
possible to make a constitutional compact in which prosperity (based 
on sound macro policies) and social services (provided by the 
government) arc exchanged for the concentration of power in the 
hands of'the elite. Furthermore, it is possible to succeed. Ifdcmoc
racy is to be defended, it mnust be dcfendcd in its own right-not as 
a cause of general economic devchopmcni. Similarly, although one 
may find socioeconomic conditions that encouragc fi'ce association, 
as have authors from hocqueville to l)ahrcndorf, the most important
cause is a constitutional and legal order that permits and encourages 

it. 
In chapter 4, Elinor Ostrom picks a particular developmental 

problem, management of the "commons," to cxplOrc the issue of the 
role of changing associational forms in economic development. 
Contrary to much of the game-thcory literature and to Garrett 
Hardin's well-known arguments on the subject, Ostrom argues that 
the stark choice between privatization and dictatorship is not a 
necessary outcome of the dilemma of the commons. Rather, a review 
of the case studies re'eals that people learn from their mistakes over 
time, ccn showing great ingcnuit\ , in crafting new institutional 
forms for resol\ving dilemmas. SeColdly, the solutions arc diverse, 
inv lving different combinations of technological advance, manage
ment procedures, adjudicative institutions, property. rights, etc. In 
other words, even in the "worst case" of' common property with 
enormous externalities, local ingenuity prevails over central dictates 
across a w\'ide diversity of cult;ires. 

Even more to the point, Ostrom argues that development 
projects and dcvclopment administration, like game theory, deal 
with the static case of how to play most eftctively, within the rules. 
What is required, she concludes, is a "constitutional" level ofanalysis 
that permits us to modiR, the rules in order to foster better learning, 
institutional innovation, and problem solving at the local level. 

In chapter 5, Ronald Oakcr: o,! dcvclops the case for the small, 
primary social Unit as the source of experience in self-goverance. It 
is in these settings that individuals learn about the interaction ofself
interest and reciprocity that is the basis of political dcvelopment. 
Because citizens first confront the problems associated with social 
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change in the small, primai, social unit, it ishere that we find agreat 
capacity for innovation and entreprcncturship in dealing with those 
problems. While Oakerson does not develop this point in order to 
make a case for the utility of frce association to economic develop
ment (as does the literature on decentralization, participation, and 
devclopment ), such an argIument is clcarl\ engendered here (see 
Uphofi, ct al., 1979; l'snan anod Uph(tt, 1984 ).The constitutional 
order rests on rtI les of assOciaion and on the rulCs that go'Crn 
changes inthem. The management of devclopnicnr generally oper
ates within the existing- institutional rules, and this is the fhmiliar 
arena fo)r mo(st dcvel(hptict pr(Jjects. But tile m )st dynamic aspect 
of devchpment is when the rules are cxph Itcd to formulate new 
instituti( )al olhrms, 0r when tIhe rules thCmselves evolvC. 

In charter 6, 1)avid Feen\ devclops tle fiamc\wrk for institu
tional changc that was brictlY'discussed aboVC. Building on the work 
of D)tiglass No rth, \'crnoi Ruttan, and others, Fccn\'argues that 
entreprcneu rs, motivatcd by changing fictor prices, dCvehp new 
institutimnal arrangeCents that provide increased organizational 
efficiencv and reallocatc costs and benefits. Howcvcr, institutional 
change is shaped bv tile society's po\cr structure, Wvhich may inhibit 
innovati(l ill)rdrcl" to protect elite interests. Fcc-Im's recognition 
that political power influcccs the direction ofcc(nomic change is 
hardly new. However, his attempt to bring power and ecoiomic 
development together within a single framcwork through the vehicle 
of institutional analysis represents a major adV,ncC in development 
theory. 

Fccny points ott that institutional change has the potential to 
alter both the distribution of income and the cfliciencv of resource 
use within the economy. There isample evidence in the development 
literature ofinstitutional changes that accomplish the firmer but not 
the latter and, in consequence, have little dcvelopmental impact. Yet
income and its ellects are a inotivating force tor innovation. The 
practical problem in development is to provide an environment in 
which incentives to innovate are channeled illsocially usCful ways 
that improve economic efficicncy. 

Fuenv argues that the demand for institutional change is gener
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ated by the growing inefficiencies in tile economy (indicated by price 
shifts), changing technology, the character of the market (including 
size), and the "constitutional" order (which shapes the wa' in which 
individuals and groups can assert and defrid their respective inter
csts). The -supply" of institutional change, in turn, also rests on the 
"constitutional" order insofar as it tolerates or constrains innovation 
in the rules governing association and changes in the distribution of 
costs and benefits. Fcc 'recognizes that the supply of institutional 
change depends on the "cost" of institutional design and the 
knowledge base that infbrms the search fbr alternatives. In short, 
market fbrccs, shaped by an institutional policy environment rcprc
sented by the "constitutional" order, drive institutional innovation. 

Part three, "In:;it uti(ols and Dcvelopment in I.css-Devclopcd 
Countries," contains four essays exploring institutional changes that 
foster economic development at the local level. It is important to 
clarif the relationship between participation and development, 
because it has remained murk' in the literature. It sem-s evident, for 
example, that tcchnological change or asound structural adjustment 
program can produce significant cconomic development without 
increasing dem( )cratization. Ncverthelcs, there is a broad variety of 
literature that argues that devclop:ncnt projects frequently tail 
without provision fbr "real" local participation. 

The first point stressed b' this literature is that local (or "tradi
tional") com mun ities, have not survived fbr generations without 
evolving mechanisms for solving the social and economic problems 
that commonly confront them. Not surprisingly, therefore, these 
commtinities ev'ince remarkable energy, ingenuity, and effectiveness 
in dealing with the collective challenges of developmnict, when given 
an opportunity to do so. This adaptive capacity has been attributed 
to several sources. 

One source of adaptation commonlh refirred to is the indigenous 
culture. In generations of adapting to the local environment, perhaps 
through trial and error, communities have evolved effective tech
niques of dealing with common problems. Knowledge of these 
techniques is social "capital," which is available to assist development 
if the opportunity arises. 

There is, however, a second level of explanation that forms a 
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recurring pattern in the "decentralization" literature, namely, that 
community organizations-being inherently simpler, less hierarchi
cal, and "closer" to tile problem-arc more dynamic than central
ized, large-scale hierarchies. This represents a direct rejection of the 
Weberian assumption that bureaucracy should be the epitome of 
efficient and rational organization in human society. 

A third argument has been made from time to time that cuts 
across those above. One might argue with 1Ralfl)ahrendorfthat there 
arc certain ecological and cultural requisites for "group formation" 
(1959: chs. 5, 7). Where these arc missing-in ethnically diverse and 
poorly integrated economies, for example-the most eflective or
ganizations are likely to be small ones located at the community 
level. 

At the operational level the distinctions among these arguments 
arc probably not important, as to convergethey tend on fairly 
common prescriptions tor project design. However, fbr those inter
ested in the analysis of institutional change, the distinctions are 
significant. An early and exceptionally well documented argument
about the vitality and utility of "traditional" institutions for develop
ment is to be found in the work of the Rudolphs (L. Rudolph and S. 
Rudolph, 1967). But the institutions of "traditional" Hindu society 
to which they referred were not community-level organizations but 
the principles of caste that constituted the very structure of Hindu 
society. They found in caste the cultural capacity for large-scale
organization tha. could rival class as the foundation for political and 
economic action. It is also advisable to recall the argument ofClifford
 
Geertz (1968) 
 that not all adaptations of "traditimal" community

institutions prove to be viable development tools. Some, indeed, are
 
pathological. Nevertheless, the overall point is well taken: human
communities arc indeed generally highly adaptive in the right 
environment. 

There has been a tendency to v'iewv institutional innovation and 
change at the !ocal level as "adaptive." Cultures have evolved their 
institutional capital as they have responded to environmental chal
lenges in order to survivc. There is little in most ofthe "participation" 
literature to suggest that human institutions may evolve in order to 
pursue Ihuman definitions of the "good, the advantage- ,s,and the 
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just." But if participation is not a process of choice, then it is simply 
good managcnent, to be evaluated on efficiency grounds. This 
book, then, is important since it puts local participation in the 
constitutional context of expanding human choice, to which project 
design and implementation arc secondary. 

The arguments presented here make a strong case for building on 
"traditional" )rganiizational forms. This is good advice for the 
project otliccr, who has limited control over his environment. It is 
also good advice at the constitutional level of institutional change. 
For example, in the Bhagavad Gita, Mohandas Gandhi found a vital 
part of traditional Hindu cultUre: a formula tor selfless non-violence 
that fired a nationalist movement. His predecessors had found in the 
same text an equall\' pow'erfuil frmula for communal violence. In 
both cases, the culture had provided a recognizable metaphor fir 
action and change. Much of the anthropological literature has 
tended to view institutional change as an exceedingly slow process 
and cu ltulrc as the source of continuity rather than a source of 
innovation. But this is not necessarily the case. Institutional and 
cultural change may' be rapid, for example, if' conditions change 
rapidly and dramatically, if incentives for innovation arc strong, and 
if opportunities for learning new organizational and cognitive fiorms 
are aflordCd. It is important to Vicw cultuire as a basis for expanding 
choice, not limiting it. 

As these essays search local communities for e\'icience ofcommu
nitv initiative, it is not surprising that they find institutional arrange
ments that exploit both hierarchy and reciprocity. Nor is it unusual 
fbr larger-scale institutions to be built on these community-level 
building blocks. For example, many national-level political organiza
tions are simply an aggregate of local fhctional traditions (Nicholson, 
1972). What is uncommon in simpler rural communities, Karl 
Polanvi argUes, is the presence of market institutions governing such 
basic economic interactions as contract and property (Polanyi, 
1957). In tIhct, the disruptive impact of market torccs on traditional 
communities has thscinatcd Western observers of cconomic change 
since the nineteenth century. It is clear that national elites through
out the Third World have attempted to rcducC the impact of market 
forces on local instittitions, frequently with disastrous economic 
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conscqicnCcs. 
We find, then, contrasting explanations for the e;rosion of localinstitutions. Karl Polanyi, much ofthe anthropological tradition, and 

many nationalist leaders in the Third World have found the "col
lapse" of local institutions engendered in the spread of the market 
ec nomy. This ho ,k,in contrast, finds much of the explanation in ahierarchical constitUtiojal tradition cploited by "predatory elites."
In faet, the two cxplanations are not muttally exclusiv'e. Both the
market and a centralized political order permit" 'redatory elites" tocreate private opportunities for profit that are beyond the control oflocal communities and eXisting institutions. Nor are "traditional"
ilstitLtions immune from corruption. In fact, as Susan Wvnne
(chapter 7) suggests, many of these local institutions were merelyolder vesions of' similarly predator\,strategies. Thus the character
and contribution of local institutions depends to a great extent on thecharacter of the broader regime within which they exist. The role oflocal institutions will depend on such factors as the strength ofmarket forces, the vertical distribution of authority, the character of
intermediate institutions, and the broad constitutional norms that 
g vern the trmati n of associations.
 

'he 
 final essay in part three, by James Roumasset and Sumner J.La( roix, makes an important contribution to institutional analysis
by arguing fbrcefilly that the performance of institutions cannot bededuced a priori from their structure or, one might add, from their
consistency with the historical traditions and culture of the society.

IRather, institutions-old and new-must be evaluated in the context

of the "political economy" environment in which they appear and bywhether, within that environment, they serve to increase or decrease 
efficienc' and pronmote growth.

In chapter 7, Susan Wynne reiews the "stock of cognitive
resources" upon which Afirican nations can draw to fashion develop
ment institutions. Exploring tihe traditions of the Kgalagadi ofBotswana, she finds a fairl, recent evolution of more "consensual" 
relationships within certain groups. replacing the hierarchy of thepast. She attributes this institutional innovation to the migration of some communities into the arid desert of western Kweneng, where
coping with the harsh environment engendered a more flexible set 
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of social arrangencts. Another contributing factor was the appear
ance of enlploymcnt o)ppmrtunitics illSouth Africa fi)r the young 
men, giVing thcm lhlerc undloub edlgeCatCi" independence. are 
tensins in these hcal C())nln nitics. \Vv'nnc stresses ant lnomy, and 
the conet m itant frecd(irl of cxperi mentalimn that it a the11Crds 
ct)iiiilnitv, as illaji t: rit)itorsItt)iclt successful Coinmilnity problem 
sol'iiig. 

In chapter 8, An s Sawyer illustrates tie close relatitnship 
cxisting bCt \een part cipat i ni and deepnl()ient W\ithill loWal com
nlnities ill liberia, \\ith participation sersing both as a goal a1nd as 
, fdetC()!let. Ceim ()the PuttI l)e\elmeans () tg the experience1 +

opienlt Assi cimati i, ates tie iiiipmitalce () selfhe deilIMiist ih)cal 
organi/at ionIlachiieviiig devCl( pinllt ()bjectivcs. The Put till)cel 
opneiit AssocWltili rested MI the adaptation of rectognited ilidige
lt iis Wgaii/1at )i,alpr idICples that had been tiSed illtie past to 
manage ci mImttull and and settle disputCs. StuccesslIl as a local 
inlitiative, the a"s ciatl)in nert i0lgiiVerilctIeless [illteled bCcatuse 
ment <pp sit tni. enviri( iieit and theI l'(itlh tie "C(Ilstil ntui af" 
lack o' eff'ctive intermediate institutions lir tie settlement of 
external dis.putes the ng i rgani 'hel'lred titndi if the atioii. 
antuthw et "ThIe survix'al cal nits i llective actionCiicltidcs: fI cOf 
depends upt n thiCir being nested il a larger systCm of tedcratcd 
ant ht rat.y The chapter aliso tinches on t lie impwtanccrclatiOmshiips." 
ifl)litical exchange, such ,1s et1 munity stppiirt tir national elites 

il exchange 1+01.hical anti lmily, in establishing locll an t miomy. 
Amos Sawyer examines the liberian experience \with autocracy ill 

chapter 9. I Ic fiindS a nlit vCic nt toward atiti cracv illIibcria that is 
characteristic iPt lmial Africa. The twigins of this tendciiCV liccstet 
in the pre-col mial traditimms, the centralized character of colonial 
atthtrity, the dccI1hMialiZatit n pr incCss itself, and the in tcgrati\'C 
strategies Of the lnatit malist regimes. (trt'ioInsly, althoutLgh these 
experienices difler greatly among Afr-ican regiiies, the political con
sejnences appear to be similar. 

1e60irC the Cstablisimeiit ftl'Iiberia, the itidigenous Pt ipulation 
was irganized intm diy'rse etlIiic coimiiuiiunities, inl an Cnvironmlnt 
into which the slavc tradc had initroduced ahigh level ofconflict and 
instability. With the repatriation of American slaves and the establish
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ment of the new constitution, a strongly centralized political order 
was Superiniposcd. Within this constitutional order, power steadily
gravitated toward the presidency, a development that culminated in 
the personal rule of President Tubman (1944-1971). What has 
resulted is a predatorn regime in which personal power is unre
strained by law. 

The storV Of Liberia raises challenging questions about the 
sources of such autocratic tendencies in Africa. Does it simply
reconfirm an argument that ethnic diversity does not necessarily
replicate the preconditions of the American pluralist polit;cal tradi
tion? Did the repatriated slaves simply replicate an exploitative 
colonial political order? Did halting economic growth inhibit the 
economic and political integration of the country, leaving the 
national leaJership unchecked by countcailing political forces? In 
any case, the emergence of'national political power in Liberia, as is 
frcqucntly the case elsewhere, has been fundamenrally destructive of 
local auto)nmy, and inlitiativc. 

Rctiirning to Roumassct and La Croix, we see them, in chapter
10, explore current conceptual problems concerning institutional 
change in the context Of nineeenth-cePtUry Hawaii. At the most 
general level, the authors challenge current thinking in economics, 
which argues that institutional change-in this case the intervention 
of )public autlority to establish political tights in property-is a direct 
consequence ofchanging market conditions. IRathcr, the), assert that 
political change must be v'icwed as an autonomous process, although
it may well rcspolnd to the same f)rccs that arc acting on the market.

The\y make a second, equally important argument that the effi
ciency .jfaltcrnative institutional arrangements cannot be deduced a 
priori from their structure. Rather, the perfirmance of any such ar
rangements is an cmpirical question that will depend on a variety of 
factors, including both their structure and thcir interaction with their 
political and market environments. Specifically, they argue that pri
vate property cannot automatically be assumed to be more efficient 
than common property; it dcpends upon the particular environment. 
Further, because political and economic change are related but 
autononious, it cannot be taken tbr granted that rent-seeking 
behavior is always contrary to increased efficiency and growvth. It may 
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w'll be the case that, in th- right circuistanccs, the eflbrts of the 
powe'rful to alter institutional arrangcmcnts to pcrnit themselves to 
capture ir.)rc rents may move instituticns in mor'c ctficicnt dircctiolns. 

This cssay should hC read in conjlluction with David :ccii\'s 
(chapter 6), \which it c(implclmcnts. Iiil'ct,what lotilmassct and l.a 
Croix assert is that pclitical and institutioiial changcs irc lict anl 
automatic ConsCquLencC (f changes in factor prices. P',,litical and 
institutional chalgCs, As Fccnv argucs, have: costs and risks associatcd 
with the shi fts il iwer, itncimc shares, and institutional rights 
cngcndcrcd by the changes. ()ne must uniiderstand wvhy political 
CntreprCnClurs w Uld take thcse risks and paV thl1e costs. Th'ere is, of 
coursc, a traditiln in Political ecicnce that posits that po)litical 
CltrCprnerClCLs arC dr'ivCnl b tle desire for""powe\cr" in the same way 
that cconomic cutreprercurs are dr'ivCnl b le desire flir WCalth (sCC 
I.asswcll, 1960: ch. 13; Frohlich, Oppenlhimcr, and Xc unng, 1971 : 
57). Inl certain circtumstanccs, this mav' bc su ficiclt wcexplain the 
cmergenceof1a ccntralizCd state, incrcascd tax dciiands, and ot hcr 
alnt c m chalgcs in the political cc mv, as Rc inniasset and l.autns ilic 
Croix suggest. lII)\\c\cv, it is cqcually plausible that the ccinonlic 
gains firoi rent -scking xvill bc slfficiet to inducc econc mlic Citrc
pre.'nCurs to bcom( political CiitrernClCIllS.) 

Part 4, "Market Iiit itutions and ( 7ontillgcnt C(msidcrati ns," 
contains three papers that cxplhi-rc the institutional requLisitcs fa 
market econ mnlv. At the most basic lc\cl, the market s\stem is 
considered to rcst cii socicty"s I'Undaimntal valics, nalcly,tlie ()lcs 
that dclinc pro(pertv rigIts, the right to assoclate and organize Ir 
concnic gai i, and thl.limits placed on individual chc )icc. [he
market is pcrccivcd as an institutional arrangement that iaximizes 

the individual's ability to crdcr his coiisumption prcferncliccs aniid to 
purstc them frccly. C scqtetly, market institutic lS rest cii a 
fiIdaliiCntal con\Victioln regarding the individual's capacity Ii r in
strun tal raticnality. Inaddition, with the cxccpti m cit'pr1)blcls 
that center cn a varietv ci'"market failurcs," the market wxill Ip-rcidc 
the most ctficicnr means ofallocating constnmpticn and the factcors 
()tprc)dtctiomi ill c-ider to)assure that thlC sociCty's reIsourcCs arC used 
to maximize the aggregate satistaction. 

In ecconciniics, much of thle discussionl of "ptblic cl(icic" has 
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centered on public interventions that compensate for instances of
"market thilurc." Market fhilure may rest in infbrmation asymn-
tries, or gaps, that inhibit rational choice on the individual's part.
Failurc may also rest on the character of the goods in question;
"public goods," for example, arc difficult to price and supply through
market mechanisms. Goods that are characterized by large "exter
nalities" also present difticulties. 

But the discussion in this book goes beyond this traditional focus 
of "public choice." In doing so, it invitcs an exploration of the
institutional fbundations of the market economy itself What are the
fhctors that permit and encourage institutional change within the
market economy? How do various definitions of institutional rules
(or rights) influencc the pertormance and outcomes of market 
ilstitutions? 

In a brief essay he prepared for the Agency for Intcrnational 
Development, Theodorc l.owi listed the "institutional rcquisitcs" of 
a market economy (Lowi, 1985). Among them were: (1) law and
order, (2) a stable currency, (3) property law and property rights, (4)
contract law, (5) laws governing exchange, (6) regulations fbor the 
conveyance of public todomain private hands, (7) provision of
public goods, (8) provision and regulation of human capital (labor),
and (9) poolingo" ' . Several of these are discussed in greater depth

in this book. "l'hcre is a growing recognition in the development

literaturc of the contribution of improved market instituItions to the

efficient use of development resources. The variety and complexity
ofthe institutional underpinnings ofan cflkccti\c market economy arc
less f'cquently recognized, however. But as John Taylor's 'essay, in 
part four indicates, an understanding is needed ofhow the fbunidations of the political community interact \with the fbUndations of a 
market economy. 

Furtheirmore, neithcr the cconom\ noir market institutions are 
stagnant. Markets arc not simply established for all timc. As the 
ccolny grows illcomplexity and sophistication, the e\ohtion Ofmarket institutioIs must fbllow. In thcir grouind-breaking work on
"institutional innovation," Hans Binswangcr and Vernon Ruttan
(1978) suggest that economic forces themselves "inducc" institu
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tional change through the increasing costs associated with increas
ingly ineflicient and outdated institutional arrangements. In such 
circumstances, the potential gains to both individuals and society 
from such innovation become 'ery large. Ruttan's concern is prc
dominantly with the process of technological change, but also 
touches on such fundamental economic institutions as property and 
contract. lartmut Picht's essay in this book (chapter 14), which 
scarchc tbr alternatives to public monopolies in the supply of 
currency, bears directly on this question. 

In chapter 11, "How Markets Alleviate Scarcity," Louis Dc Alessi 
pursues three themes. First, he explores the implications of' Adam 
Smith's observations that individuals respond in predictable ways to 
opportunities tor gain, and that the process of economic exchange is 
fundamental to society, Starting with certain basic principles of' 
economic ex:hangc, Dc Alessi then explores how', for example, 
different systums of property rights may alter the character of those 
cxchanges. 

Aniong many possible systems of exchange, the market s\ystem is 
deemed clicient because it permits individuals maximum ti'eedom to 
pursuc individualized prefirclces. Inl fhct, Dc Alessi comments, in a 
market system the welfare of individuals is closely related to the 
consequences of' their" own decisions. The market then allocates 
resources and production according to those principles. The finc
tion ofgovernment is to definc rights (such as rights to property) and 
protect them. The market system also performs a second order of' 
functions in that, beyond the regulation of' production and con
sUtmption, it also determines the fuitui'c of the economy by directing 
invcstinct-that is, by allocating capital and risk. Dc Alessi also 
discusses "market fEilre" and the role of govcrnmcnt in alleviating 
it. The problem of "getting prices right" in an economy is not a 
regulatory problem but an institutional one, namelyv, establishing the 
set of rules and rights that governs the process ofindividual choice. 

In chapter 12, '"The Ethical Foundations of'the Market," John 
Taylor explores firther the market as a social institution. Whereas )c 
Alessi argued that market institutions depend on a publicl~V deter
mined set of'rules and rights, Taylor suggests that these rights must 
have their basis in the bonds and values of the political community. 
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The key to a system of exchange lies not in the ability of the 
government to enforce institutionalized rights but in the Community's 
recognition and acceptance of those rights. Ultimately, he suggests,
economic exchange is not an exchange of goods but of rights over 
those goods. The key community vaiues that support market ex
change arc reciprocity and voluntarism in the exchange. 

In chapter 13, "Opportunity, I)ivcrsity, and Complexity," Vin
cent Ostrom discusses the interrelationship between markets and 
public authority. He discusses economic institutions-or an\' other 
kinad of' institUtion-as a form of "public good" that thcilitates 
exchange. In consequence, the constitutional order, which regulates
the application of public authority and creates the normative context 
for the establishment of economic institutions, determines in large 
measure the character of' the market economy. Although Ostrom 
criticizes Polanyi's concept of an autonomous markct as a logical
impossibility, there is much in common betwceci Ostrom's and 
Pulanyi's views. Polanyi describes an environment in wlhich rapid
dcmographic and economic change has destroyed the foundations of' 
"community." The scale and complexity of' the emerging nation
state and the emerging national econony cffectivcly remove these 
processes from community control, Polanvi argues. ''he processes 
and the consequences that Polanyi describes in Europe resemble the 
conditions Ostrom describes in the modern developing world. 
Furthermore, Polanyi argues, market fbrccs themselves arc poorly
understood by the same elites that benefit from them-hencc the 
appearance of the poor Laws in England. Europe was forced, Polanvi 
implies, to correct this situation by reintegrating its populace into tihe 
political comuntiit,-prcsumably, as Rcinhard Bendix (1964) sug
gests, b the concept of' "citizenship" and, as Karl Deutsch (1953)

has argucd, th,'ough the force of nationalism. Britain and America
 
cffectcd this change through liberal political and economic institu
tions; continental Europe eflected it through other constitutional 
traditions (for which see, for example, Shonficld, 1965).

Ostrom, drawing on the work of' P. T. Bauer, suggests that the 
institutions of' political control in the Third World have permitted 
political elites to exploit market forces for their benefit. In addition, 
these political economies have not been able to find effective 
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inst itni nal ah crnat ivcs to the market nor to coitrctact the ctlects 
f l )ad cnVirlt Inlciits tll makes ait Ilic, their gi2rith rates. ()st rum 

I)\\'crfil I that regices dcsigned to) pilitical C(thrt)lcasc maximize 
and rcnt sccking by the I w arc unlikclh Iti allOIrd typlt lulnitics tOIr 
instilutim)iial c\pcriiiicntation by individuals striving to rcsl\'c tvIcir 
11 cct n1li()flhjc pitl-hbcils and 1t capturc pcrsiial tppOrt initics 1,0r 
'lcrc'Cd ,.llicicncics and gircwtlI. In sh lIrt, the ctsti5itlitI al tOirder 

liiav grcatly inhibit til "instittitiOiial innovation" that Rluttan secks. 
Ini claptcr 14, "(iurrcncY (impctith io: A (Oinstitutitnal Pcr

.pccti\C, I laltlI l t Piclt c\pl Ics i1titlitiO al stliutiois to) a coil
iltnti prblcmii iiMMIcof ccot policx': uInstablc cuTrrcnt'. The Origins of 
lticli', inquiry lic in the critical rOc that a stable currency plays in 

social cclhanic wciirally, and in a markct ccoiillV' in particular. 

Picht cr\ph ics si ggcsthiwis that havc bccn made ill reccnt years t 
"pl)isalti/" ctirrc Icy, that i., t1(ciliiiinatc the g ciwcrnnilcItal nOp-
A ()Iil L' ii c'' 5t, clls, ,llld () jilltit dtic .1 c(,I' lpct ti\'C System (t 

prisat cly suppliCd cIIrrCncics as a was tt reduce the scttpc lor bad 
gwcrni iint pdlicv. Ill a carclb Ilinstllltitmal analysis, Picht argues 
lhat ic nistit iitiii1l rC(iiicui cnts 1or a succCssf'ul coImpCtitivC 

market ill cuirrencics arc unlikcly I appear in the current inltcrna
titmal setting. 

Piclit als Nilg sts (,as ,\lilt I : lFricdnIan has) thf,lt a "conlStitl

ti(ial" provxision llw autonlatic ,adjustnicint Ofl thc ii()r.,c\ supply, 
bascd i tIeC irupact ilprcid activit\ ad\aIccS uil priccs, will pIoILIuce 
anltht OIis cfkects at hVcI. institutitmal cost. -Ic suggests that it ma' 
bc Ptssiblc t cstablish cfccti\c trpcrtv rights in specialized "uinits 

Ofacc l!it" that w(lId pcrmit Miriatitatit)and ditflrclitiati1,n Of' 
this key Inictihn tOlcurrcnc'. 

Piclit s discussit i tirustit itt Itnal Otptions low managi currency 

s\SticI1s is interstIlig as a way of" addressing currency pr )blcms. 
ccpt tially, lt\wcvcr, it has a broadcr significance. First, his 

aiia'lsis stiggCst, the necessity, as economics g'(\\ ill size and 
ct mIiiplcxit, toi grcatcr dilrcntiati n, specialization, and sophisti
catt iniii key cconmic institutitns. Sectmd, it dcmonstrates how 
rig.ut irt S inst it itt itmal ainalysis cat1 suggec. Cst chan.ges in iules and rights, 
pcrhaps at tic cOI1)st It t it 1al level, that can cnc>urage this process of 
,ifflelrcnt iatitm. lThis suggests an irnptcrtant relationship between 
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economic change and institutional change. Economic forces and 
economic analysis may reve',al growing inetficicncies in an economV 
and, in consequence, there arc opportunities for economic gains
from institutional "innovation." I'he analytic tools for exploring and 
understanding such institutional innovation, however, demand thc 
capacity to deal cflectivcly with the interaction of rules (e'en at the 
Constitutional le'el) and the performance of markets. 

Part five, "The (' iontiniiing Challenge," by the editors, provides 
an excellent presentation of thc arguments presented in the whole 
book. I shall conclude by highlighting the specific contributions the 
book makes to improving the practice of development. 

Summary 

The kcy problems thcing the developing world today arc sustainabil
it, arid eflicicncy. Sustainability reirs to the inability ofdeveloping
countries to maintain the invcstments that have been made. This can 
be seen in virtually every sector. The Green Re'olution (develop
rnent of high-yield hybrid cereals and other improvements) repre
seinted a remarkable breakthrough in Asian agriculture. But there is 
now serious concern about the ability of Asian research systems to 
stay ahe ad of pests and diseases and to sustain the growth rates that 
have occurred over the past two decades. Rural road systems,
irrigation canals, and other infrastructure deteriorate for lack of 
maintenance. Malaria, thought to be near eradication in South Asia,
is resurgent again in the Himalayan foothills. The sustainability
problem cannot be blamed on a preoccupation wvith artithcts rather 
than human capital, institutions, and systems. Training and manage
ment systems have been a continual focus of development eflorts. 
U.S. develo ,inent cflbrts, for example, have stressed long-term
commitments to institution -building in universities, local govern
ments, and the key development ministries. 

Efficiency is the other major concern. In Asia, for example,
economies have continued to grow, except when interrupted by
human disasters. However, the return on resources invested is 
unfortunately loW in comparison the needs. startwith Children 
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IC, but do t stayI lg umgh emerge 
directs capital into incticicnt uIsos. Water is carried thr(ugh irrigation 
systems at emi(rnil)tIS Cost alld then much is lost thrlugh leakage, or 
wasted thr(ghl imprtOpcr cultivatiCmI techtniques--c Iften resulting in 
gi'lmvinig salilail.1101 

schlCl flC CimC to literate. Bad policy 

This isnt to suggest that there isneit her growth nlwgood news. 
t:0r example, WOwi-ld-class science has Celrged ill Asia. AlsIO, ms()st 

Asian ec(ti imcs have weathered the vagarics olfshifting oil prices 
and maintained soady, iCIdest, grO\Vth rates \it hClut falling into 
debt traps. Neverthclcss, it isreasonable to concluide that neither the 
public no r t lie private sectCir in much Oft the dev'cl ping wvorld has 
devch )ped instituti()nal arrangzements that allO catc res()'ces etti
centlv. utthermC)re, tlie gn )vin natiomal wealth and tle expand
ing choices are bh cCincentratcd in relativcl f\ hands. 

What do t lie apprwaches presented in this \C)ldumC have to ott1er in 
the CCmtext C f thesc prloIblems? I will ()ICliIi the principal findings. 

1. MIuci dCevlopmCnt tCeIrt ismisdirected hccausc otmisdiagnosis. 
[C r example, many C<I'tlic Cforts directed toward institutional 
develo pmenlt tocus Cm training and internal management 
systems. Yet this is likly to be int.'ctive if rent-seeking drives 
incentives in det riniental directions. We need to undcrstand 
and IIndertake managemenlt improvements in the context of 
changing inccntivcs. 

2. While there arc remarkable exccptIons, the environment for 
institutional experimentatioi, alld imlno Iatin is poor throughout 
the developing wCvrld. Attempts by the communities to provide 
thei'o\\'n public go0CIds frequentl' thlter from thC opposition of 
nationial elites C)r the lack tfa legal environment that permits 
initiativc. It isvital to tindcrstand that sov'ercignty isnOt azero
sum game, and that variety in the organization of' public 
authoMritV is both possible and prOdtictive. 

3. Although th1e public sector in developing CoLunItries is not large 
by the standards Cit dcVel ped C)nes, it isclear that tle government 
sector has grown wvry rapidly in a cointext of considerable 
conccit ratiC m (f plitical power. (Conseqtientl\, the institutions 
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of representation and control are frequently Unable to wep 
pace with the capacity ofpoli~ical and military elites to aflict 
economic choices both macroat the and micro levels. 
Furthermore, the influence Of" the elites is not illegal in any 
sense of the term. Without any' expectation of major
constitutional changes, it may nvccrthclcss be possible to 
suggest incremental changes that will shift power in the 
direction of greater, rather than less, growth and economic 
efficiency. 

4. In the face ofmomentous changes in the Asian economics over 
the past twenty years, markets have been very slow to react for 
a variety of' reasons. For example, t!iere has been a shift from 
subsistence to predominantly commercial agricultLrc within 
this period. Yet the marketing structures for key inputs and 60r 
intermediate- term capital have frequently not responded. In 
the face of ri~dig budget deficits and foreign exchange shortages,
several cout1triCs in Asia arc engaged activcly iil the privatization
of public sector enterprises and in trade liberalization. Yet there 
isreal concern that the indigCnouls capital market will be unable 
to keep up with this structural change in the economy. It is 
reasonable to argue that, in many of' these countries, public
authority has not been directed toward improving market 
instittitions and market efficiency. Even more recently, the 
development goal has been stated--incorrectly I would argue
as one of expanding the private sector, rather than ofdeveloping
market institutions. WC need to understand clearly the character 
of'the public functions and policies that encourage expansion 
and innovation in a market economy. 

This book represents a self-conscious attempt to look at the 
process of' development as the interaction of public and private
choice. It attempts to demonstrate how the process of public choice 
can expand or diminish private choice. It contends, furthermmre, that 
in all circumstances the political process will structure private choices 
through its influence on key economic institutions. The methodolo
gies presented in this volume can theseilluminaic interactions. 
Through this improved knowledge, we can aspire to improved'.'licy 
and impioved institutional innovation. 
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Notes 

1. lThe classic exposition is found in Samuelson ( 1954); see also 
Mlustgrav (73): ch. 3. 

2. TIhe classic ar1gument is lou nd in Fromm (1941). It engm
derCd aseries (fsftLIdiCsthat aitempted to find the rliots o 'totalitarian 
lio\'Cnlllts in ilepsvchohgical stress associated W\'ith the brcak

d()\lil Of t raditi I)al Luropean socicty, and the unccrtainty and 
chalIeICIC to the i idividuial ( ftthc m )dcrn industrial socict'. 

.3.hest r st arig!ument is touIId in IIpsct ( 1960). In the dc
\c'h pment lit eratre, AlmoInd alld Vcrba made the case in 7we (ivic 

'ulturn ( 1963 . An empirical study fcuscd on participatory values 
in India \\as inctmclusivc: comparc jacob (1971). 
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2 Vinccnt Ostrom 

Cryptoimperialism, Predatory 
States, and Self-Governance 

Introduction 

People evenwhere have recognized that the end of World War II 
presented a major challenge. That war was seen as the end of 
Impcrialism and the opening of a new era in civilization, an era that 

would be marked by the liberation of colonial peoples and the 
creation of a free world. But the end ofimperialism, as associated with 
the disappearance of self-proclaimed empires, has not been accom
panied by the liberation of the world's peoples. The conditions of 
many' of thc peoples in the Third World have not been marked by 
progressive patterns of development but by seriously degenerative 
tendencies. The world has not been made sat for democracy. 

A preliminary draft ol'this paper %%as presented on March 21, 1985, as a ICctuire at McMaster 
University, I familtti, ()ntario. I owe asIbstailtial debt t0 Mobthanmmned. I abib br calling my 
attentitm to the "recipe" contained in what I refer to as the (opeland trmula, and to Miles 
Copeland's he G;ame oq" Nations: 7he Apnoralitv o" I'rver Politics (New York: Sinmon and 
Schuster, 1909). 
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H uman aspirations have diverged radically fioni the patterns of 
dcvclopmncrit that have actually occurred. wh has this been the case? 

In an cllOrt to explain what has happcned, I shall arguc that 
coping with "crises" by calling for imperative actions has yielded new 
forms of crptoinIperialisl. The basic formulae for two difi-crnt 
types of cryptoimpcrialism ,yore workcd out some \cars ago. One is 
advanced in Dbe Glame ofNiatims by liles Copcland, who identifies 
himself as having bccn associated with "crvptodiplomacv" (C(opcland, 
1969: 12). CITvptodiplomacv is hidden diplomlacy. I have viewed 
Copeland's rCferCncC to crvptI)dipl( )acv as ani ivvitation to extend 
the use of the preli. crv'pto- to imperialism. Crlptoimperialism is the 
more geiieral structure of relationships that has come to prevail. 
Ci.ypt'impcrialisiri is a thcory for creating crvptocmpircs, hidden 
empires in which the control appariatus is concealed by a veil of' 
secrecy behind rhetoric about "frccdom" and '"iberation." The 
other formula was workCd out by V. 1. I.Cnin. The stccCss of'!lAnin's 
rev'olutionary eflorts marked the end of Imperial Russia and created 
the Uniom oi'Sovict So cialist Republics and its association with other 
socialist states gmovcrned in accordance with Marxist-lLeninist prin
ciples. I.Clnin's appt)ach to rc'olutionarv struggles for liberation 
yiClds a torm ofcr.pt impcrialism analogous to (Copeland's. 

The crises associated with cryptoimpcrialism arc also reflected in 
the ideology used to 0ri.Lani:'C the new nations of the Third World. 
In the second part of'this essay, I use the theory ofsovercignty to 
demonstrate how sov'ereign states arc likely to become prcdatory 
states. Vhcrcver liberation cftirts draw upon concepts of' state
building and state-to-state relationships as the keys to development 
in the 'hird World, we can expect extraordinary opportunities to 
exist for a fI*w to exploit the many. Ve can begin to understand some 
of' the sources of himan tragcdv-crises-in the contemporary 
world. 

In continuilg this analysis, I suggest that alternatives may bc 
made available by drawing upon principles of self-governance. 
Understanding those alternatives depends upon a much fuller elabo
ration of the tcrms upon which alternatives are available in the 
constitution of'human societies. Such an approach requires as much 
attention to the role of infrastructures in the fashioning of lman 
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s(cictiCs as to that o)fthC stLpCrsitictu rCs reflcted In istittions of 
national govcrlllints. 

The task we c(nfcmit in sccking to Iindcrstand the terIls on \\hicl 
altcrnativcs arc a\ailablc is (nC f challenging prp)-()rti( ns, beyond 
the Co mlpctC]ncC OfindiVidUal human ctlots. Instead, that challenge
is potentially tractable to inquiry bV manV people 0)1fdivCsC capabili
ties. ()ther papers in this \volu mc bcgin t1)cxplh wc so iac oftthc tei'ms 
on which altcriativcs may bc available. This aptr ch opens the 
possibility of choic amo1il g altcrnati\c institutional possibilities, 
rather than presuming that human beings can onl\ rcspond to crises 
with no-ch( icc imperativecs. 

Recipes for Constituting "New" Nations 

lO a significant degree, human beings shape their own social 
realities. Thcsc realities arc grouldcd in conceptions that rcfi:r tordcring priniciples and imply a computati nal logic. We can thus 

turn to the Cxplanatic ns that arc 0€)lcred abmit how\\ to pi( )cccd in 
co istitutilg (Wdcred relat i nships ill human s(0Cictics as a way (if"
supplying tis w liththieth 'ct ical conjectutiles that arC Comntitutivc off 
hiuman so cial rClat1,io nslips. This is why' the ('Opeland IinIlmula and 
the l.cn win uIa providc tIs With compu tatiolnal hics ft under
standing \what has happeIIed in the coinstitLitio)Il of' tl1e in\\' ations 
that have come into being Iidlho\ing the collapse of the major 
imperial svstcms after Wo rld \Vai II. 

The Copeland Formula. Miles (opeland's 77Jc GCizi nifNatihns 
(1969) is an accoiti Ii o'Amcrican cft1rts to establish a stable regime 
ill an unstable situation in Egypt fblhlowing British cflo )rts to reduce 
their imperial Co Inimit iieiit s in the Middlhe East. Instabilit\ is incom
patible with bo )tlh trdo( I and dcvCh pment; pro igrcss in building a
frcc world requires stabilit'. Prim-r e'iwrts to cope with comparablc 
instabilities in Sv'ria \\crc the immediate backgro unid to the Egyptian 
dCvclopmCnts. In Syria, these cfiowts began with a coup dXFtat 
undertaken b' Husni cl Zaim, the chief'of'stafl'of'the Svi'ian army. 
According to (:opcland's account, Zaim \\'as aided by a "political
action team" or'Anei'ican cIvptodiplonmats who "suggested to him 
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the idea ofaCoup d'&at, advised hin how to go about it, and guided 
him through the intricate preparations in laying the groundwork for 
it" (Copeland, 1969: 50). Other coups followed. "The problem, 
then," as Copeland indicates, "was not of bringing about achange 
of government" by a militarv coup, "but ofmaking the change stick" 
(p. 54). 

Working out arrangements for making a change of government 
"stick" required a much greater elaboration of the necessary struc
tural conditions for doing so. These were worked out in the coup 
d'tat organized by Gamal Abdelnasser who is known to the world 
today simply as Nasser. According to Copeland's account, a team of 
crvptodiplomats was intimately involved in preparing the coup and 
in continuing discussions about hoW to build astable structure of 
relationships that would bc secure against further coups and counter
revolutionary cflorts. 

James Eichelberger, a State l)epartment political scientist, w\'as, 
according to Copeland's account, assigned directly to the American 
ambassador "to work out various situation estimates and recommen
dations for action" (p. 86). Among the papers said to have been 
prepared by Eihelbcrger was one called "Power Problems of' a 
R Iolutionary Government," which is published as an appendix to 
Copeland's book. This paper, Copeland says, "was translated into 
Arabic, commented upon by various members of Nasser's staff, 
translated back into English for further editing by Fichelberger, and 
so on back and fort hbetween English and Arabic LIitil afinal version 
was produced" (p. 87). "The final version was passed off to the 
outside world," in Copeland's account, "as the vork of' Zakaria 
Mohieddin, Nasser's most thoughtful and (in Wester n eves) reason
able deputy, and accepted at face value by intelligence analysts of the 
State Department, the (IA, and, presumably, similar agencies of 
othrc ,:,,:,ernments" (p. 87). Copeland also indicates that Eich
elberger later "went to great lengths to disown any connection with 
it" (p. 87). 

Since the analysis contained in "Power Problems ofa Rcvolutionl
ary Government" is the fbundation for Copeland's analysis in 77je 
Game of Nations and is publishcd there, I shall rcficr to it as the 
Copeland formula even thougl that statement may have been 
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variouslV co)ntributed to by Eicllbcrgcr, Mohieddin, and others. 
The statement is of(hIndamental importance in spccifying the basic 
conditions to i allic\'ing stability in a re\voluti(mary government 
undertaken by a military c(up. We can alsco view the statement as 
being of constitutional importance b the extent to which this 
formulation serves as a model lor aspiring leaders in thle new nations 
of the Third \wld. 

A ccnstitutiom can be conceived as spcifying the terms and con
ditions ofgc )ernment. This iswhat the ( :opclaiid 1inu'mcila addresses; 
it is a recipe c )r oI'ganizing a stable rcv()ltLt i(mary government 
undertaken b the leaders of' a military coup. liese terms and 
conditim)s prOvide us with an understanding of'thc way that systems
of government have been organized anmong tle "nc\ nations" of the 
"Ilhird \Vorld. In flct, soc ()flthcsc nations are, like Egypt, as old as 
reco)rdedIi istcrv; c thcrs \w'ere little mrc than adninistrative units in 
Iuir(pcail empires. What tle\y shared in ccncinim was colonial 
dependency in om Icwi1 () another; and their lc\'ncss is reflected in 
claims to independent standing in the lamil of" nations. 

The ( opcland ti)rnila lays dcmwn t\\o principles abl)uit the imain
tenance O 'c )v'eimn al p )\ver. First, pc \ver is based () i 
" repressive 
action (w iconlstIt~wi,'" action" (1p.284). Seco)nd, "ci,eithinq thato 
a qo'ern ment dews has an tfct on itsputer base" (p. 285). That powcr 
base, in its mc )st essential slrtctlrC, rests upon instruments fotr 
rcprcssi\'e action. All actions, then, need to bc assessed fow the way
that thcy contribute tc) control over instrumentalities fiw rcpressive: 
action in a society. 

Rcvolutionary governments, the C(opcland tornula emphasizes, 
arc nor bound b considerations of legality. Rc\'olution is by its 
nature illegal. The task ()f a revolutionary govcrnmcnt is to do 
whatever isnecessary to actualize a maximum of'power that issubject 
to its control. This it does by pliwilg itself in a position to exercise 
a nloll(poly (ov'er both rcprcssive and c()nstl'lctivC measures of'col
lcetivc action. A "policy ofdrifi and compromise," according to the 
statement, is "dangerous in the extreme" because it fbrsakcs power 
for popularity (p. 287). 

In consolidating its poe'cr base, a rcv()lutionary goverimcnt, ac
cording to the ( .pcland brimula, relics upon repressive powers 
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excrcised through: (I) legislation, (2) police, (3) an organized 
intellitgence service, (4) propaganda tacilitics, and (5) military force. 
Having seized power illegal!y, arevolutionary g(c)'ernment issubject 
to no legal c(nstraint in excrising amonopoly over all legal political 
activity. This is d()ne by prohibiting all "organized political acti'ity 
not favored by the government" (p. 291). All opposition is made 
illegal. L.egislation, in the firm of'rev )lutionarv decrees, ecC()mes the 
fountdation ofstate security and ol)rmtilates the duties and oblipations 
of, citizens. M\iagistrates, according to the C(opcland formula, arc
 
prest med to b1e under the coitrol of tlie rev )l iticnary government. 

Since "police arc the bulwark ()ft he security system," control over 
police is a mattcr of high pri)rity. "This means, essentially, that the 
po)lice should be 'p()litiCized' and should become, to whatever extent 
isnecessary, a partisan paramilitary arm of the revolutionary gWovern
ment" (p. 29:!). A carefUllv concealed intelligenceor secret service 
is the "nerve center of the whole seCuritv svstL.1 of a revolutionarv 
state." This sevice, disguised \W'ithi the stricture of government or 
e'en located outtsidc of g( vernmcnit ,itmust have access to the work of' 
all )ther sectiritv ai d intclli, ence serviccs and be capable ofpenetrat
ing and dealing With ".a11 sspect ed anti rev' ltitionar, activity" (p. 
293). 

Propaganda activitv must, according t1the ( peland fbrmula, be 
mobilizted to su ppc rttle uIse of repressive pc(\ver and justitf' its 

cc)nt inued use. Steps ieed to be taken by assigning press oflicer's to 
all news media to Ofcr guidance ab )ut publication. "'he authority 
of these oflicers can reinifirced ncCCssary 1w evoking thebe x\'hiet 
securiTy legislaticn . . . cw by threatening the overstrict or '1ntisance' 
Cinforccment oi varic us laws or taxes" (p. 293). 

The military lorcc deserves special attention to assure "a loyal ald 
eflicient arm\'" and to "build acoti nterstibversive intelligence system 
in the army." ]verything should be done to keep a"happy arm'" (p. 
293). 

The repressive apparatus has priority in laying the findaticns br 
the constructive measures that are to be ici iated on behalf' of the 
rex'oltr itmary, n>\'cmeiit. ()fcritical imp )rtaince is the creation of a 
"llass o rganizaticn" as all "ext ag(c\'el1melllal asso ciatio n in which 
Ihe leaders cOftlie revc Li tio , tc get her with ctlier go'erimeintal 
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lnass ()tI 

the dcclarcd pttrl'iCSc CI SLIiPl ICC(lmplish -


Oticials an1d ciipli yccs, jCiii with a largeL pi'atc citizens ICr 
u'rti 1g and Iirt hcri nig tile 

Iicits I'thc rcl ittiC (p. 295 ). This niass Cwanizati( is Li>c Ain" servc 
as a "pir .a1ganda ti gCwc'1.111.11 it tw build .1political16<C Ue 
party fir the thturc" (1). 290'), 

Thc niass Cigani/ation istoscrvc as a "clcaringh unsc" tiw a'vonc 
wvishing IwCinflucncc the L2,Cvclinicnt ()r dealing with g vocrnliiciltal 

Oficials. The 111ass ()rganlzalill isaway () taining "satisfIaction" 
(p.297) tiCr citizcns having dilticu hics with the g )vcrniiiclit. In 

return fiwC its scrviccs, "tie mass C rgaiizaticC can expect tite adticr
cnce ()fhaniy pCilpic \\'h)CClticrw\'isc inight rcmain inditlrcnt , and 
financial c(iCltl'ihu~titls ()r Cthicr types ()lactivc support should tic 
iiuci casicr tC SClicit" (tp. 297). ( Xpcland clsc\icrc identities ';Lchl 
.iii,,is COrgaii/atiCi as priwiding citizcns with "theti'ci doIi to \'C)tc 
w\ithtiCtI tie I'rccdCIii IC)argic athi twhat is h)cig \'C)tcd upo)n-

xccplt, that is,wit hin th tc cc ticstatc"ciCelinesCI pilrt yst ul1w th 
(p.127). Inttesc circinitanccs, "the party is ii instrumcnlt olI'tic 
slate \'licrcb thc stalte infinciiccs tile pc p'lc tCCthink Ihc wa' ttic 
leader CIthic sit.wants111 tIC tthink" (1".127). 

lI tie (O pclaiid 16iii u1Ia, tile "\\C rking cadre" Itthc mass ()'
gani/atiii "can tclie nd il the civil scrvicc, liCr all g )vcrl'niicnt cm

ikhyccs can and shuld hc rcqtlitrcd It j(in (i ain active basis as tite 
cICltitiomi f cIliiticd gLWcrnIciit al cmpllvncnit" (p. 296). 
( :lpclaidtelsewhere cmpiihasi/cs )C"a principlc "big goCvcrnmcnt. 
I Ie ,sserts that tie ptirps "is S()5i )Cgi vwcrlllllcll u( ,L mulch Io serve 

the public as tCkccp a large scgnicnt (I'ttic public Otithc strccts
a scg[icII t hat ctild tlic cxtrciclh' dangcrLAIS itfIcit t ciiplycd" (p. 
128). PcO pIc at rliCd into) giCvcr11111cnt cmplymcnt ar,. kcpt 
(ccupicd *iiad dcr sturvcillancc. At tiiic they act, ilpart,n thc samc 
as IirCkcrs i secure satistactiin i Cr tllsc \thosc interests arc being 
inlpcdcd by CItlcr tlicials; and inpart, to intlucncc pcoplc to think 
the ay that the leader (CItic state \wants tlicm t think. 

As the strICttdrc I I is stabilized, the (CopclanidCC1 Cvc'nuicit 

tiwnilLia anticipatcs tie prcparation 0iC a new colnstitutionr. Two 
t.aturcs arc ciCnsidcrcd (TC"UtnCst iiiprtarcc, tiC\\cvcr, ift tie 
rcvi ltionit iCrct uatcd \ith imaxilmutm cftIhct"iiarv piw\cr basc is t tic 
(p.297). Frst, the icrit tci C(stitmtiOn should contain inly gcniral 
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provisions without legal force. All such provisions sh()uld dependupon further legislation. Second, tile Constitution should dependupon a "strong executive, po)pularly elected by plurality" (p.298). 
The statement anticipates that the rev(olutionary' p.,rty as the only
lawful political party "will be in a position 'i)r s(ime tine to come to'write tle constitutin' in accordance with its own requirements" (p.298) and contr()l the selcti()n ()f'thc executive. "It is illpd)ssiblc"
the statement insists, "too \ereiphas,ze the imp()rtancc of'tlhese twoprop(msitimins-that the hi)rIlal c()insti tutio(n ( the 'written c )nstit iti(in')
should consist ofbr()ad general pr(visions, and that it should providC
fior a strong executive" (p. It298). 'arns against "legalistic
documents.. .prodUced by constitutio(nal cimmissions" composed
"largely (ifprofeissors and jurists" and "dra\'n tUp with great regardfor complicated concepts if'g ivernment that appear in textbooks 
and w'ith the niceties of'thcoretical justice" (p. 299).

The (()pcland frm ula, vie\ed as c<)nstituti(inal design, suggests
an unlimited center ()fp()wer that has at its disposal extensive instru
mentalities fior rcprcssve acti(in. Such a system of govcrnment is notb(iund by lawful limits. Revlutions and coups d'etat arc by their 
nature illegal. 'I'hose who lead revolutions and coups are frec to beoutlaws and pursue a \\'ide range oftemptation strategies in oppres
sing and exploiting others. They arc capable of exercising dominance
 
over a society w\'he re people arc told 
 'hat to think and what to do.The laws in such a society are subIject to arbitrary enfiorcement. They

become instruments (f harassment fi)r a press that displays independ
ence; and instruments ofcorruption in the hands of party,cadres who
 are prepared tol extend 
fhvors in exchange for active support. The

scenario fIor COnstructive action impies a commitment 
to wipe out
traditional institutioins that stand in the way of'progress as conceived
by the leaders of' a revolutionary government; to mobilize an
uncritical devotion to the re'olUtionar, cause; and to secure obedi
ence in undertaking those measures proclaimed by the revolutionary
leadership as essential to the revolution. A strong executive and aone-part, system f'orm the core of the longer-term constitutional 
structure. 

When Nve take the design f'ormulated in Copeland's account, wehave an explanation that enables us to understand the events that 
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have transpired anld are transpi,'ing in the I'hird WOrld. I'llcrC, coups 
d'etat antd rCI- ltti(s are the st andard mCthboi.s t)r changing 
t.(CwCIn mCntIs. The Staldard ir-ii ()f gvcernmicnt is the "strong 
execttive," that IS,Smiole variant (Oidit tt(wship. A poiI ticized I)clicc, 
a secret scr'ice, a h,1py army, an iuhlatcd burcatlCracy, a mass 
ml()\lllt.nl t c gallctdie asa alld 
service to tell Ip c what I)think are the key list Il nicnt alities 0 

cme-partv Sst emI¢II, a pr()pagalnda 

COn rcl I. ( iti/cns are e xpected to beV and h1t tc ppc)C measures 
Of the gocrInlimCnt. Iraditicmnal inst itutics that have helpcd to 
sULStain a \\.I\ ()if Ilt"arC stijCt to assault; and new ways that arc 
amcnablI to )mass appeals and maximi/at icn cIfthe rgemc's control 
wcr sc cict\ are put inl their place. Revc(l Lit i(mary rhct ric about 

s(icialism ISLISCd I) nat ic(mahii C )niicee(icnc enterprises alld control 
ec nc(mai c activitv. (,(csts ci'gmCvern mci escalate, whiIc prcoductivity 
declies. TheIThirdtragCedies f tle W\irld ensue. New firms of 
crypt 0iIllpCrialisll, nianlaed W rv\'rptodiplhIats and dictatorial 
govern m cuts, replace the ildcr 1 )rms cfimperialism riln by colnial 
ofticcrs. 

The Lenin Formula. I.enin, as an active prc Iessional revolution
ary, was explicit ab itthe task cd igan izing a s(ccialist rec lihticnar. 
111I\'CefCelt. \Vitl[ llt a tlco)rT cffrec'OlItion, I.Ci argued, there can 
be lo succcssftIll rec 111)ttic nl.I .Celin was prec icCtLpicd first with organ
izing a succcsstul rc '()luticmary m -cnit. Then, mce the mosc
mcnt was successfill, lie hcoped tci transform scociety. A brief newspa
per article, -\hcre tc) Bec.in'" (May, 1901) and a ic e extended 
.iccount ill IVhat Is IOBc I)Amc? (written 1901-1902) providc the 
basis f'ir tudCrstandilg, hc I enin viewed the task ohconstitUting a 
rcv()Iltionary mocvement; and Sttcatnd R,',olttilon (11917 1932) 
indicates hcow p()litical atthcrity sh()tlld bec ()rgani/ed after a succcss
ful rc dutic)l tcachieve the transfi rmatioin cifsocictx. 

The mrganizati n ofgovernmmnt in Imperial Russia relied upoIn 
principles of atolicrac\, that gavecthe czar ultimate authority to 
cc Introl the apparatus cifgovernmcnt. Autocracy also implied "self 
rule" on the part o the czar. No limits to that autocracy were 
acknoiwledged. The czar, as the personification of autocracy, ru led 
over society. 

http:ml()\lllt.nl
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In "Where to Begin?" Lenin poses tile basic revolutionary task as 
establishing a strongly organized party lbr the purposes of winning 
not only a "few concessions, but the very .irtr'ssof the autocracy" 
(Lenin, 119011 n.d.: 16, my emphasis). '[he stress is upon establish
ing a fighting organization where "our military forces mainly consist 
of volunteers and rebels" (p. 18). The elort is a long-term one of 
fashioning -a!, organization that will be ready at any moment to 
support cv'c. protest and even' outbreak, and to utilize those for the 
purposes of increasing aad strengthening the militan forces fit tor 
the decisive battle" (p. 18). The organizers of a revolution mist be 
prepared for the "decisive battle" and "capable ofleading that battle" 
in light of the "spontaneous outbursts" or "unforeseen political 
complications which constantly threaten it Ithe tsarist autocracy] 
from all sides" (pp. 22-23). 

The core of this efMort is to be achieved through the organization 
of an all-Russian newspaper. A clandestine newspaper will provide an 
instrument of publicit,, the rudiments ofa command apparatus in its 
distributional network, and an intc!ligence apparatus in its ncwsgath
ering arrangements. 'he appeal of the revolutionary novement must 
bc to create as large a base of support among the population as 
possible. 

We must takC upon ourselves the task of' organizing a universal 
political struggle under the leadership ofour Party in such a manner 
as to obtain all ot the support possible ofall opposition strata for the 
struggle and for ot," Party (Lenin, 11902] n.d.: 103, Lenin's 
emphasis) 

Lenin explicitly rejects models o. organization based upon trade 
unions, student circles, and broad democracy. All of these patterns 
oforganization would expose the leadership to being captured by the 
police and the destruction of its fighting potential at the very time 
when the decisive battles arc to be engaged. Leaders of trade tinions 
are known to the world: the\, bargain with the opposition. Stuident 
circles march "to war like peasants from the plough, snatching Up a 
club" (p. 116). Party organization based upon "broad democracy" 
is "nothing more than a useless and harmjul toy" (p. 154, Lenin's 
emphasis). Instead, Lenin argues, "the only seriotis organizational 
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principle the active workers Of our movement can accept is strict 
secrecy', strict selecti l) oft mcmbership and the training of' profes
sional revclutionaries" (p. 155). Furtlhermore, "secrec' is such a 
necessar'y c(onditioln that all the othcr co nditions must be subordi
nated to it" tp. 150). 

The I'iinctic n of l.eni n's rev'ltci marv party is to exercise leader
slhipj f a rev'0)ltut ii Tarv IllOcVemenlt. The u nitV of' a revolutionary 
mo\emcnt depends uI m) the unaity of its leadership. A "dozen 
prc)tOlssi( nal revc mluti inaries" centralizing "the secret part of' the 
wo'rk" will increase many times over the active participation oftihc 
broad masses in the revolutionary struggle. The revolutionary party, 
thus, is the vangu ard oflthe rev ltutic nary n Owenl ll! pcrfrming the 
secret leadership f'inctic ns that Or galnize and direct the revolutionary ' 
movemenlt as awh(le. The basic principles that apply to the party as 
the valguard of 'the revo0lt tionary niovencint are: (1) strict secrecy, 
(2) strict selectin O ' mclbership), (3) Strict discipline, and (4) 
carefu l training of a small core of pro fessional r'evoluitionaries who 
exercise leadership of' the revolt tic mary movrement. It is such a 
fighting organizationl that will lead a revolutionary movement ca
pable f'winning ie"th v\'ry fIirti'ess of" the auLtocrac\." 

Ilcnin's thec nv Of' r\'evolut ictm relics upon a commmand apparatus 
that is practicallv a mirror image of the autocracy ihe Sought to 
destroy. A unified leadership exercises command ove'r a revolutioin
ar' movement in much the same way that an autocratic imperial 
govcrniment exercises a unity of powcr in its command over society. 
Leadership is exercised by a f60\v profissional revolutionarics who in 
turn select their own membership, in contrast to an imperial tra.dition 
based upon patrimonial principles of inheritance. But, in both cases, 
it is the leadership that exercises command over others in accordance 
with principles of' strict secrecy, strict discipline, strict rules of 
selection, and professional training to exercise command and control 
functions. 

Once the rcvc)lutio)nary struggle has won the f)rtress oftthe autoc
racy, how is the transtirmation of society tom be achievcd so that 
human beings may be liberated from the circumstances where the 
f'ew exploit the man\'? Lenin, in State and Re.,olution, draws upoi1 
Karl Marx toimake his diagnostic assessiicnt of the basic task to be 
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achieved: the transformation of'society that will liberate people firol(
exploitation by the creation of a new s,cialist society.

Marx's aialsis is grounded in the presupposition that private
ownership of tie modes of production in a capitalist society is the
essential element in human exploitation. Those who own the modes 
of production arc capitalists; and the\' share a class interest in the use 
of' their property to exploit those who are workers. Competitive
dynamics yield an increasingly narrow and more powerfl class of' 
owners as weaker ones arc eliminated and tile exploitation of workers 
intensities. The state becomes an organ of' the capitalist class to 
maintain its dominance over society through the coercive instrumen
talities of' the military, the police, and tile bureaucracy. Workers 
become the object of oppression as irreconciiable class antagonisms
intensify, yielding a rcvolttionary potential. 

Lenin's theory of revolution is designed to take advantage of this
revolutionary potential by seizing the very fortress of the state 
apparatus. Seizing state power and crushing and dcstloVing the state 
apparatus arc not sufficient, howe'er, to yield a new society free of'
human exploitation and without class antagonism. New patterns of 
property relationships need to be establishcd once the oppressed
the proletariat-have seized state power through a dictatorship of
the proletariat. The oppressed call use state power to eliminate the 
oppressors and undertake the reconstruction ofsociety.

The reconstruction of'society is achieved by using state power to
expropriate private property. The means of'production will then be

owned by the working class thanks 
to its control of state power
through a dictatorship of the proletariat. The working class as owner 
of the means of production will then reap the firuits of its own labor,
exploitation will be eliminated, and a classless societ, wil! exist. The 
state will no longer have a reason for existence and will wither away.
A communist society will come into being and that socicty will be
both classless and stateless. Lenin conceives of the communist party 
as being the vanguard party exercising Icadcrship on beha!f of the
dictatorship of thc proletariat in achieving a rcvolutionary transfor
mation where human exploitation will cease to exist. 

This same account as ofired by Marx and Lenin can be read in 
a diffierent way. A small core of revolutionaries can be viewed as 
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exeIcising leadership olfa re\IClutI mcwemen t by control ox'crcit icina i' 
the secret leadership lIi uctl ns OItC( mnMlald and control. ()nce the 
tort rCssS Ot the prCVaili ng leadership oL"the state is seized, the 
rCV0dt i()iia1V leadeCrshiip a'Sll\ls cc itrc Ovcer the state apparat us, 
expr Ipriatcs pri\ ate prcO p-rtv, and establishes cc )ifatmmd and control 

Iver all sc ciali/Cd pr pCrtv. )pNsing 6I1rces arC eliminated and the 
reVOc)l utiM O i Iaivleadership, as the rci ling apparatus, exercises cc )nimand 
OVer state p )wCr. The revOiL ic ar\ leadership achieves aLitnocraticMcIT 
contrl ovcr the state apparat!us. A ne att(.Icrac' replaces the old 
aut()crac\v an11d prcscr\cs the anit cratic pritciplcs (Of g \vernance: 
strict secrec'y, strict disciplinC, st rict sClCctimiofO) mcmbership in the 
rulin. aIlto cracv, and careful training )l'th sc iwh) become prte)s
sional rulers. lhe more things change, the mcre tihe\' remain fhe 
sallc. 

The New Ruling Classes. We ha\vC here tWO contending sets of 
conjecturcs. The M\larxist 1ciliist arg1U1CIent sCCs a revc)l ut ionarv 
struggle ci Imi nat ing iin tlII use COf state Iei- tc liberatee p human 
beings ftril cxphl(itat iwIl and achiCC a classless and a stateless 
society'. The c ipcland fI01rmula sees the cisc otstatC pc iwer on behalf 
ot a revolu tionarx iiiox'eiiient as achie'ing the stabilitx, necessary 'r 
a frCcWrld to dex'clO,. BothIiaxe act nalhx' led to a comtinued etlort 
to consc idatC tile po\V'Cr ctcentral gn\'el'lllllCnts. 

MilcO\van Djilas, a leading figurC ill the Yugoslav communist 
m1()vCnCnit, describes the results offtthc S vict fOrt. 

Evervthing happeed dill'irentl in the USSR and tile c thcr Com
iI11list C( llnl'. lnCu()lll what the Icadcrs-c'cn suicli pllnl eliet ()Ilcs 
as I.cnin, Stal iii, Ifrctskv, and ,ukhanii--aiticipated. They expected 
that the state \\ould rapidly wit her away, that democracy would be
strengthened. I h re'crst hapwuned. II)jilas, 1957: 37, niv emphasis) 

The state was st rengtiened anda n i\\ ruling class came to domi
nance, "its pc iwcr nicmre complete than the pow'er otany other class 
before iii historx'" (p. 38). In seeking the liberation of people from 
hunan cxploitatiin, the cc mmiu rust party., has itself created another 

iirm (It cr.yptoimperialism. 
Much the same observation might be nadc about the end of 

imperialism and the blossoming ofa frec world that was expected to 
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emerge following World War II. Everyone expected that imperialism 
wo)uld rapidly wither away' and that democracy would bc strengthened.
7 he rc'otrsc has happtmncd. Cryptoempircs are engaging in power 
struggles that strengthen the repressive capabilities of predatory 
states and state functionaries to prey upon their own subjects, whose 
autonomous cu Itural infrastructurcs are threatened with destruction 
without their opportu nities for self'governance being increased. 
American crvpt imperialism may have achieved some measure of 
short-term stability at the cost of both freedom and loing-term 
stability. 

Both the Copeland formula and the Lenin formula rely upon a 
unity o" command to achieve stable forms of control over society. 
Each relics upon the miiitary. police, and an intelligence apparatus 
(including the secret police) to deny fundamental human rights and 
contro society. Leadership is exercised by a disciplined elite operat
ing in secrecy. A party apparatus, to mobilize people to support the 
regime, and censo)rship, to control public infbrmation, are collateral 
forms of'control available to those who exercise leadership preroga
tives. Men aspire to be free, as Rousseau long ago explained the 
human condition, but the\, arc evenwhere in chains. 

W\hV do such conditions prevail? This is the subject of the next 
section. 

The Theory of Sovereignty: How the Few Exploit the Many 
Basic institutions in human societies are organized to create struc
tures of' incentives and deterrents that lead people to behave in 
predictable and thus ordered ways. There is a type of logic or 
rationality imbedded in the structure of human institutions. Our 
eflort, then, will be to clariR' the logic of state organization and 
establish why it is that a theory of' the state has to provide opportu
nities fIr the fewv to exploit the many. A theory of sovereignty, 
defined as the authority to govern society, is vell elaborated in 
Thomas Hobbes's Lci'iathan (11651 11960) and provides us with a 
computational logic for the organization of sovereign states. 
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The po)lcni pertaining to autho rit' to govern arises because 
human beings )rdcr their rclaticMships with mic another in socicties 
b 'CerceiCCs t) rules. Rules are linlguistic Leices that rel' tpm 
ino )riis Or stalldards t) ordCr clh(iCC b disti iguishing w\'hat is 
torbiddCn rII what is pCrmittCd anld requirled. B' intCrposinlg limits 
up)l all p )IeblC act ions, hu man beings are able t) achiCe'c p)rCdicta
bilit\ in theirI rclat i)Ilslhis with ionc an(thcr and still leave sufficicnt 

ICliicss tW allmv tow latitudes of Clh()icc. By using a cc)mnlic Wi set of 
I'ICles of't liC rad, i'* Cxaimple, aito1ni bi icdrivCrs are able to respond 
toIoC a thCr inl p)rCdictablc and ordlyc Ways ald still have sutficicnt 
frCCdo)it (0)ch*li)iCCto()r ccCd by distinliuishable and uinitiC rou tes 
to) 111tLiLC dCsti latio s. 1)riVCrs in s(cialist societies are as dClCndcnt 
ip(om nc11f1ccabl rules ()I the ro)ad as di'ivcrs in capitalist s(cietics. 

The pattern ()ftotcier inlany society depends then upon a body of' 
C0oni1mo0 rules that enable a iLIlt itide 0 indiVid uals to act with a 
shared ccIlnl IIitV 0lfu 1undCrstandinlg. It isa common set of rules that 
tranllsfi 'is a nultitutde fito ail Ordered cotmmunit' ofdrclationships. 
Rules, hl)wCvcr, arc not sclf-tfrin latinag, sClcalfnbrcing, or self
11( difvirig, instcad, tihe\ arc human creations that depend upoln 
hullan agents to ltnimulatc, cllorcc, and alter thlm if'thCrc are to be 
orderly rclat icishiips inl htniman societies. It is this complex task of' 
fbrmulating, Cnforncing, and mcdifving rules that is the basic f'unction 
f' governmee. 'lithus,the ant1ho rity to govern pertains to what can 

be ref.rrcd to as the rule- 'ilcr-'-ru led relationship. 
\Vitlll()tit atithorit to Clltoce tRules, human beings w\'ill always be 

tenpted to ignore them ald p)ur'suC olpo'rtu nlics that are beyond 
thc b)tli is 01la\011i relationships. lIttl cy do, the tesulting conflicts 
art likcl\ to escalate lilt) violcnce and dcestrLCtion. Rule-ordered 
relationships dCpCnd upo)n some w\'ho exercise prcrogatives of en
fIorcCnICt in order to make rules binding in humanl relationships. 

A theory f sof'croigntt-tl c authority to govern-bcgins then 
With a IprCstippo sition that law isnecessary fir ordered social relation
ships in any society. Furtlher, law isrequired to have acoherence that 
can be characterized as a "unit' (f law." For a unity of law to exist, 
the fiuthcr prsupposition is made that a "unity of power" is 
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authority must exercise the ultimate prcroi\t'cs o)tgovcrnmC nt. Itis this tltimate center of 'authorit that is "so\'crcigI" and has the last sav in the gov'rnancc ol'a society. A thco)ry o 'soVcrcignty presumes 
a unity oftpoe\\cr-a initV ofccl'mmalld-wh'cec th(osc \\,h) exercise 
sovCreignty rule cncr Sc()Cct' ( -lobbes, 1165 1 1960).


This c ,Iccnccption, 
 that the ulnit' (Ifla\\ depcnds upon a unity o1' power, has been Il'ndamcntal to organizing the structure ot'govcrn
men t ill 
 most sccictiCs thrcough)ut recorded hist )l. '[he character

of an\ such rclat i()Inslip 
 inc'(ycs dccp pu zzles and extraordinary
tensions f,61 human sccietics. In order to make rules binding in

human rclati Inships and to limit temptations to pursuc opportuni
ties that arise flro)m the violaticon c> law, thosc \who 
 exercise the
prerogatives of'rulrship must have access to instrunicllts of'cocrcion
 
to achic\c the advantage 
 of rule-c rdcrcd relationships. Several
 
implicatiol5 folclhw.
 

)ne implication is that those who exercise rulcrship prerogatives 
ill
asociety achieve psitiolls that arc radically unequal to those whoarc the subject of'rul,s. Rules imply' rulers aiid ruled (subjects). The
 
most radical source c 'inequalities in humian societies is the tuleruler-ruled relationship. Furthermorce, 
 those who exercise the prc
rogatives of rulership havc 
access tco instruments cli coercion and
fIc'CC tc) ilp()csepi IiiishmnClt up()l thsc who tlly temnptatiO
strategies that arise firc m ignoring or violating law. Rulers have access
 
to instruments clIevil (i.e.. instruments of ptnishnt )to achieve the
advantages that accrue firom crderly relationships in human societies.
 

The rule-ruler-ruled relaticonship, then, is a Faustian bargain in
which human beings have reccoirse to instruments of evil to do good.

These conditions apply alike to 
the revolutionary w\'ho seeks to usestate power in order to transfiorm society and eliminate human cx
ploitation; to crv.'ptodipl)ats who seek to establish stable regimes
in a world plagued by coups d'6tat and revoltiotnary struggles; and 
to social reformers who rely upon central governmetital authority to
undertake measures to advance social welfaire. Lii in human societies
is plagued by radical inequalities inthe rule-ruler-ruiled relationship
and by the circumstance that these inequalities arc distinguished by
assigning authority to somc who can lawfully use instruMetits of 
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forcC or CoerCion to imp)sC dcpri\'ati)n upon others. The prcsump
tion that the peace and prosperity of any people depends upon a unit' 
of law, and that tile unity of law depends upon a unity of poe\\cr, 
ftirther implies that any such center ofaiitlwity shoulid exercise a 

ntopoly Ovcr the legiti mate use Of fi)rCC in a societ\'. This is the 
attribute that is used to dCfine the state: in m)st modern works in the 
social sciences, the state is the cntit\y that has a monopoly of the 
legitimiate use of fiwcC in the g wcrnance (f's()cict\y. All instruments 
of c( l)rci\e p\'Cer n)t contr(llCd by the central auth)rity(of the state 
are presu med to be \\'ithl)t legit imacV; they aic presulcd to be 
illegal. 

Building up)n these prcsupp()sitiOns, a theory off sovereignty 
carries the fuirther implication that th()se who are sovereign and 
iilofl()polizc tile legitimate use off fircc in a s()ciety exercise aln 
auth()rit1that is hothI unlimiu'td and indilMb1h'.Those who have the 
ultimate authoWit\' to g(wcrn, and have an ly (fthcon(l)p( legitimate 
use )ftf'brcc in a s cictv, exercise an auth ritv to determine all other 
altthOrity relatiOnships. Sovereigns, then, are the source of'law and 
cann( )t themschcs be held accountable to a rule of'law. All others are 
sub/acts in the presence () f a 3ma'cri-ii; and sWereigns, inot being 
limited to an\' enfliceable rule of law, stand outsidC the law, that is, 
are outlaws in relation to those who are subjects. 

"hsc wh arc s )vercign have access to cxtraordinary opportunities 
to use the instrumentalities of gmiernance to dominate the allocation 
ofvalties in s cictv and exploit others. Sovereigns, and those who act 
on their belialf; are ticc to become predators and prey upon others, 
who are rcduccd to a position of'being relatively defCinseless subjects 
Levi, 1981 ; Rotberg, 1971: see esp. ch. 10). StatC-building, where 

the preoccupation is with establishing :trong central governmcnts 
that exercise a monopoly ovcr the legal instrumntalitics ofcoercion 
in a society, creates unique opportunities for a fiw to exploit the 
man'. In such circumstances, tile exercise ofstate pow\'er can be Lsed 
to reduce all other potential sources of' po\er" to submission. 
Prcdator' states created either in the image of American or Soviet 
cr.'ptoi mpcrialism can be expected to yield imp,wcrishnent inl the 
Third World. 

Organizing aid to the Third World on astatc-to-statc basis does 
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not alter the fundamental structures of relationships. Each state,
within a world of sovereign states, is prestumed to exercise control 
over its own internal aflairs. Militar, and economic aid, under such
circumstances, can bc used to enhance the repressiv'e and predatory
characteristics of the regime in power. Elforts to modifV, such
tendencies place the contending world powers in the position of
relying upon whatever instruments of command arc available to therespective heads of state. In the American case, tnis means that the
instrumentalities ofcryptodiplomacy arc available in the diplomatic,
military, and intelligence services. In the Soviet case, these instru
mentalities of' cryptodiplon-acy arc reintf)rced by the command 
apparatus that is availablc in the leadership structure of' Lenin's
revolutimar.' party. I.enin's vanguard part-, yields such an advantage
in the imperial struggle fbr domination that the Soviet form of
cryptoimperialism can be expected to prevail so long as human
freedom and liberation arc conceived only with reference to states 
and state-to-state relationships. 

Are There Alternatives? 

When wc conceive of price as the terms on which alternatives are
available, we need not confine our reference to monetary prices. Any
eflbrt to "get the prices right" requires a course of inquiry to go
beyond market calculations. The possibility of both cryptoimpcrial
ism and predatory states implies that market deficiencies cannot
always be rcsol\,cd by turning friom markets to states. State officials, 
or those who control state power, can be as predatory as the most self
serving and avaricious capitalists.

We cannot, however, assume that all heads of state are birds of prey even when some of them view corruption as the lubricant that
keeps the machinery of' state in motion and consider the modus
vivcndi of politics as learning how to "steal cleverly" (Hyden, 1980:
196). Some heads of state are also motivated by a strong passion to
do good rather than prey upon others. But puzzles arise even in these 
circumstances. 
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lhose who exercise the ultimate authority to govern and simul
tancousl\y command the legitimatc use of forcc il a SoCiet' ,nay, in 
thcir passion to do good, seek to eliminate all obstacles that ,tand in 
their way. T'hese are the circu,StancCs that yield the most extircme 
forms of'oppressiom in human societies. Grcat dangers arise when 
ever tlman beings with striong convictions abotut the rightness of 
their cause are autlorizCd to use instrulcnts ofCvil to do good. The 
results can reach gcnocidal prop Irtions. 

Other circumstances can also prevail where those w\'ho exercise 
the utltimatc prerogatives of government are avare oftheir own limi
tat ms as fallible creatures, and seek to use those prerogatives to 
advance human welf rc. Grave diflicLultics exist cCn then. I shall 
draw upon two examples: the emancipation of scrfis in Imperial 
Russia and the emancipation of'slaves in the United States. 

Czar Alexander II, after cXtcndcd inquir' and persistent fbrt, 
issued his Edict of imancipatio n on February 19, 1861. At that time 
ser comprised appro ximately 80 percent of' the population in 
Imperial Russia. What did an imperial edict accomplish givcn the 
Immensity of this task? Important changes in the of legalnexus 
rclationships occurred; but as Edward (Crankshaw shows in 7he 
Shadow of 'thc IVintcr Pa/acc,such adecree could only be asmall but 
important step in the liberation of'scrk. Int'rastructures in Rlussian 
society that might have enabled sers to achieve freedom and self
governance were tragically lacking. Radical nc\ expectations w\'crc 
tormed. In the absence ofappropriatc institutional arrangements for 
achieving sell'go\'ernancc, an exceedingly precarious situation was 
created. ReV0colutilmar , disturbances erupted in 1905. The regime 
itselfcollapsed in the rc\'olttionary st rn ggle of' 1917. E'cntually, the 
regime gave way to one led by l.cnin's vanguard party. Whether the 
collectivization of'Sovict agriculture has yielded thc libcration of the 
peasantry or created a nev form of'scr .om remains an issue some 
125 years after the Edict of' Emancipation. 

Much the sam asscrtion can be made with regard to President 
Abraham Lincoln's Emancipation Proclamation, issued on Septem
ber 22, 1862. Putting words on paper was not suflicient to make free 
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men of former slaves. Access to education and the Undcrstanding and
skills that accrue firom education had to be achieved. Among these
essential skills were the ones associated with making the legal and
political system work to the advantage of the "ficed" amid a status 
quo dominated bhtheir erstwhile oppressors. Blacks could vote with
their ficet to find a more congenial status quo. But achieving treedom
is a long and enduring struggle. Though what Alexander II and
Lincoln did were important events in the chronicle of human
liberation, the terms on which frecdom becomes possible require
mluch more than can be accomplished by heads of state. 

A free world, then, depends upon a much more complex configu
ration ofinstitutional arrangements in human societies. Ifw'e human
beings are to be free enough to be first and foremost our own 
governors, 'e muttst be prepared to recognize basic humlan rights and
correlative obligations that extend those same rights and obligations
to others. Rights to fi'cedom of speech, worship, and assembly; rights
to gain access to information and knowledge, to enter into voluntary
exchange arrangements, to hold property, and to enter into associ
atcd arrangements with others; rights to specitf, terms and conditions
ofgovernance through processes ofconstitutional choice and to diuC 
process oflaw; all are of fundamental importance ifhumal societies 
are to be constituted so that freedom may prevail, and people can
participate in the governance ofsociety and Khshion their own course 
of development. 

The StruCture ofopportunity. in a firee society allows individuals
wide latitude ofchoice to pursue opportu nities consistcnt with their
 
own aspirations. F'reedom ofopportu niry depends upon the capacity

of'individuals to relate to others through exchange arrangements and
through teamwork. The correlative of exchange arrangements is a
lawful right to what isexchanged, that is, to property. The correlative 
of teamwork is a right to share in the firuits ofjoint eflbrts. Freedom 
cannot exist without constitutionally guaranteed rules of association 
and property rights. 

Problems associated w\ith common-propcrty resources-goods
subject to collective use or consumption-and| with conflict and
conflict resolution require recourse to in\voltntan, patterns of association. But even these can be fiormIulatcd under terms and con
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ditions that mect the requirements of'fairncss, and that hold those 
who excrcise extraordinary prerogatives of'govcrnment accountablc 
to apublic trust specifiable tinder the limits of'constitutional lav. All 
such arrangements require that govcrnance occur in an open public
realm (rcspublica),where cverv( mc exercises some basic preiogarives 
of" govcrnance and n one exeicises Unlimited prerogatives of 
governance. 

It lolh)\\s that aIrcc society depends up1)n an elaborate structure 
of'institutional arrangements that conform to two basic rules. O1ne 
is the ancient moral precept, "Do unto others as Von would have 
others do unto you." This precept can bc developed into a method 
of normative inquiry, "'here human beings take the pcrspcctivc of 
others, discount partialities associated with sclflove, and strive f'or 
impartiality (Katfliann, Majonc, and Ostrom, 1986: ch. 11). Thc 
other rule is V. R. Ashby's law of' requisite variety: To realize 
specified eflIcts, there must exist as mUch variety in the strategies
available as there is variet, in the conditions that obtain (Ashby, 
1956: 206-2 13). In short, simple institutional arrangements will not 
suffice for a complex World. 

Adam Smith, in 7ie 7'orv of'Moral Sentiments, warns against 
those w'ho imagine that ,le\, can arrange "the diflircint members of 
a great society with as much case as the hand that arranges the 
different pieces on a chess-board" (117591 n.d.: 380-381 ). Human 
societies arc, instead, composed of' "pieces" that are capable of 
thinking and acting oii their own, for "in the great chess-board of 
human society, every piece has a principle of' motion of its own 
altogether diffircnt than the legislature might choose to impose on 
it" (p. 381 ). Only when principles of legislation can bc used to 
fishion institutional arrangements that arc consonant with the 
principles ofhmotion that activate individual hunman beings can "the 
game ofhuman society ... go on easily and harmoniously" and yield 
results that arc "likely to be happy and successfil" (p. 381 ). 

Getting the prices right, then, rcquircs morc than markets and 
states. It depends upon appropriate configurations of rulc-ordercd 
relationships. Infi'rastructurcs arc necessary that enable people to have 
rccourse to sclf-organizing and scltf-governing institutions appropri
ate to the pursuit ofdivcrsc opportunitics. These include the capacity 
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to: (1) organize teamwork and teams of teams in complex patterns 
oforganization appropriate to the task to be accomplished; (2) have 
access to free-exchange relationships with correlative systems of 
property rights; (3) undertake communal patterns ofOrganization to 
arrange roads, schools, waterworks, and other essential commnal 
services and thcilities; and (4) have access to governing institutions 
that operate in accordance with duc processes of' law. 

Man\y such structures can be fashioned by ti)llowing Amilcar 
Cabral's (1973) advice to "return to the source" and to build upon 
the experiences that are part ofthe cultral tradition of people in their 
present ci rcuimstances. Every people that has survivcd to this point in 
time has acquired some capabilities fOr teamvork, exchange relation
ships, and communal organization. These capabilities need to be 
built upon and extended to meet the opportunities for lifi in the 
contemporar 'orld. 

It W\'ould be naive to assume that people, if'left to themselves, will 
do good. It is possible for human societies to develop where no one 
trusts anyonc else-societies \\'here each isprepared to "do others in 
or to bc done in." If' such conditions are to be avoided, the 
interdcpcndcncics of lift need to be organized on the basis of 
reciprocity b'"doing utt( others as VouI would have o(thcrs do unto 
you." This is the foundation for the common relationships experi
enced as rcspublica-an open public realn-that is constitutive of 
democratic, self'governing societies. The task of the analyst con
cerncd with achieving productive potentials in human societies i's to 
"return to the source" as Cabral suggests, understand the conditions 
that pre'ail, and dcvcop a self-coinscious awareness that alternatives 
exist and that choices are possible. 

The command-and-control structuI'cs fir fashioning crvptoim
perial sy'stems with their predatory states, whether of the American 
or the Sovict variety, cannot suffice to thshion frcc societies an\ more 
than emancipation proclamations Or edicts of' e"mancipatioii can 
create fircepeoples. Instead, the great chessboard of human society 
must allow for the pieces to move themselves in accordance with rulcs 
that th~cilitatc mutuall' respectf'ul and productivc relationships, and 
affbrd methods fbr processing and resolving conflicts so as to 
maintain a thir game open to the pursuit of diversc opportu,nitics. 
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Freedom can bc achicCd \w'hen the pieces on that chessboard arc 
capable of'acting, setting rules, and holding each Other to acCouInt in 
accordalcC with that most basic constitutive rule, "Act in relation to 
otlcls as \,(u w ld have others act in relation to ,'ou. This is the 
law ()I, laws that givcs unity t( sclf-gmcrni ing )Cictics. The other 
C)Indit i m is to mCCt the law of requnisitC variCty that is necessary to 
all fi nlls arc to yield the artilacts thai help to(fartisanship it't he' 
sustain human life in mcaningful ways. These rcquircmclts can be 
met \w'hln pCplC acquire capabilities lor sclf- .ovcrnancc under 
whateCVr clic'umistances. 

(:( nLi-a for tashioning acrvp oinipcrialism approprioClazid's i 
ate to a "Free W rld" is the antitlhcsis of" the principles used in the 
constitution ()oAmerican dem()crac\' alld othcr systems of' dclo
cratic gm-(cnancc in the modCrn \'orld. These principles were 
rCas()nabl\' well articulated in studies by Montcsquit, lI.ocke, 
liusscau , Il 1me, SzI;ith, Hlamiltoln, Madison, and Thcquec\illc, 
amonmg maly ot hcrs \\ho have c)ntributed to a theory of govcrnance 
in accordance with rules of'constittitional law (\,. ()strom, 1987). 
But these principles cannot prevail in systems of state-to-state 
relationships gr )undcd in theories (fs(\vcrcignty. This is why'the 
fashioning oft'altrulv tice \N)rldt depends upon building the fuinda
mental inlfiastlruct ti's that enable dittOlreut peoples to become self
gvcrii ng. )therwise, cfli )rts in the name f'thc "Frcc World" or 
"Peoples liberation" based upon cit her the (opcland formuLla or the 
Icnin 6 rmua Will be destructiv'C of"htiman freedom. 

The big task in setting the terms on which alternatives arc 
available (i.e., getting the prices right) is to spccif, principles of 
huniai association, as james ladisoln has suggcstcd, that build ul+o. 
"the capacity of imankind fir sClfIgvcrnmcnt" (Hamilton, Jay, and 
Madison, I1788 1n.d., no. 39: 243 ).This is why locquevillc asserts: 
"A new sciCntc oft'tpolitics is nCCdcd for a new world" ([1835 11945, 
\'o1. 1:7). That new science ofpolitics is a science of'association that 
enables pcoplCs to design, create, and maintain s\,stems oft'govcrn
ance where the\' can be sclfgowerning. Such sclf-govrning societies 
can be coIcCivCdas being both classless and stateless societies, for not 
all systcms (f'govcrnancc need be \icwcd as states that exercise a 
mono)ly fIthe legitimate use of frcee in a society. What is 
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nomhinally viewed as a "state" in the family of'"nation-statcs" need 
not be ruled b a sovereign. The Constitution ot'a ftree world cannot 
be fashioned b theories of sovereignty and crvptoimperialism. 
Alternatively, federative principles of' organization can be used to 
constitute self-governing societies (V. Ostrom, 1987). 

Conclusion 

It would be irresponsibly cynical to presume that all states are 
monstrous birds of prey devouring their own subjects. On the other 
hand, it max' also be irresponsiby naive to presume that all states are 
benevolent creations that can always be relied upon to correct tile ills 
of'society and to get the prices right, so to speak. It is essential to 
address the reality that exists in human societies, and to recognize 
that the computational logic inherent in the theory of'sovercignty, 
and the associated structures of both American-type and Sovict-type 
cryptoimperialism, create extraordinary opportunities for a few to 
exploit the many. 

When we begin to recognize the distinct likelihood of'predatory 
states, it may then become possible to nmbilize our analytical 
capabilities to explain the terms on which alternatives become 
available in huiman societies. These are the prerequisites for choice; 
and choice is the prerequisite fbr a free world. Choice pertaining to 
the terms and conditions of govcrnment is possible; but revolution
ary struggles and coups d'etat are not eftective ways to clarif,, the 
terms on which those alternatives are available. Problems ofdevelop
ment in the contemporary world can only be clarified in light of.(1 )
the choice of alternative institutional arrangements and what this 
implies fbr the constitutional choices people might make; (2) the 
collective choices that might be taken, given the terms and condi
tions that apply to the organization and conduct of governlments;
and (3) the great multitudes of operational choices that become 
available when people can relate to one another through diverse 
institutional arrangements, organized according to rules that are 
constitutive of fair games. 
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3 Sombat Chantornvong 

0Tocqueville's Democracy in 
America and the Third World 

Introduction 

While the average American nowadays would probably not be much 
interested in reading Alexis de Tocqueville's Democracy in America, 
it may still be safc to assume that American readers would be more 
likely than any others to be curious about what Tocqueville had to 
say about their society. But why should anyone from theThird World 
bother to read a lengthy book written in the !ast century by a French 
nobleman about the United States? Is Democracy in America in any 
way relevant to the problems facing non-Western nations today? Can 
an African or Asian reading the book learn something from it that 
might help him better understand the situation of his own and 
neighboring societies, most of which are classified as "undcrdevel
oped" or "developed" or "less developed"? What parts ofTocqueville's 

Ihe author would like to express his sincere gratitude to Sanch Chammarik, William Klausner, 
and, especially, Montri Chenvidyakarn for their valuable comments. 
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analysis and which of his prescriptions arc still not only valid but 
applicable to other societies? To try to answer such a question 
requires that an African or Asian read l)emocracvin America with an 
entirely difficrent set of'questions in mind than he would if he read 
the book for a description of carly nineteenth century American 
society. This paper grows out of'such an attempt. Just as Tocqueville's 
refirences to the Old World arc mostly limited to his French 
homeland, the Third World perspective and experience., related in 
this paper will be limited to my homeland, Thailand, and some ofther 
Southeast Asian neighbors. 

Tocqueville's Analysis and the Asian Situation 

"No novelty in the United States," Tocqueville begins, "struck me 
more vividly during my stay there than the equality of conditions" 
([1835] 1969: 9).1 He adds that "the more I studied American 
society, the more clearl, I saw equality of'conditions as the creative 
element from which each particular thct derived" (p. 9). "Equality of' 
conditions," as used by Tocqucville, seems to mean the state of 
society in which the concept of'equality has been actualized, at least 
for white males; all men have equal opportunities, fbr example, to 
receive education and to take part in the general leveling of wealth, 
and they are unifbrmly assured of politicai rights. The United States 
is aplace where the principle of popular sovereignt-y happily coincides 
with equality of conditions. Thus, it was easy Ibr democracy to take 
root and develop. According to Tocque'ille, 

Anglo-Americans brought equality of conditions with them to the 
New World. There were neither commoners nor nobles there, and 
protcssional prejudices were always as unknown as prejudices of 
birth. So with this democratic social state it was not hard fbr 
democracy to establish its sway. (Tocqucville, 11835] 1969: 305) 

But if TocquCville had journeyed to Asia, he would most likely 
have said that the one single principle that struck him as the most 
pervasive and the most influential in Asian societies, past and present, 
was that of inequality. Prior to the middle of the nineteenth century, 
the social and political inequality that existed and served as a moving 
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principle of Asian agrarian societics 'as basicallv the incquality 
associatcd with birth. Peoplc were simply bo rn to difl'crctt social 
classes, each with its m\vn duties and f'unctions (scc, tr example, 
Wales, 1965 ). 

With 1he comiling ()f \Vcstcrn imperialism and c)limialisni , new 
dimcnsi ns \\'t,rc addedt this inequality. Io begin with, Western 
imperialism significantly distrtcd the internal ci)Ihcsi\'eness o)fsllf
sutficicnt village ccim m)nics, Ii rcing ecohlc)mic activities tI)shift 11i0n 

agicut li)tsi b..ist ciice c plaintatiRM pr )duct io10 ra\ materials and 
tim dstitlNtliar wld markets (\W 1952: 28). Tle coI mizcdto tnick, 
Asians no\, acquircd a t aste fl )r iiew ci msuiMCr go0ds. This was the 
beginnling Of their dependence on external i()rccs bCyond th,:ir 
control. The inr ads 0tcapitalism b1 way ot'colonizatiom also led to 
the firmati ni of'new s icialclasses-tlie small entrepreneurial middle 
class and the new educated bureaucratic elite. 

In the West the expansion)Itofthc cconomic base ot thc cntrcpre
neurial class had led to) the liberali,atiO ll 1lth absolutist, rnercantil
ist monarchies. "l+i cqueville himsclf' )bserves that "trade makes men 
independent of o1nC a11 )tlher and givcs them a high idea o)f their 
personal iniprtaicc; it leads them to0 want to manage their own 
atl'airs and teaches them how to succeed therein. -lcncc it makes 
tlem inclined to liberty" (I 1835 11969: 637). The emergence of the 
entrepreneurial "middle class" in colonial Asia did not, howevcr, 
produce asimilar etftcct. Part otic reason w\'as that the ncwl, tbrmed 
and very small middle class ofbusincssmcn consisted mostly ofalicn 
Asian immigrant p)pulations--notablV Indians and Chinese-not 
the nativcs (ofthc land (Bastin and Benda, 1968: 72-74). 

C()lonial administration had also created anew cducatcd elite that 
provcd to be mo)re significant lor the immediate ftiture of Asia. This 
small group of miei was nii(st reccptive to the key ideas of'Western 
dcniocracv-fredom and equality (Vella, 1955: 362). It was thc 
exposure t)1 cstcrn-educatcd elites to the idea of Western democ
racy that sparked reoLItimonary nationalism in Asia. Thcsc iative 
elites advocatcd demcocratic f'orms (1 government, espoused the 
course oftnationalism, and led the utncducatcd masses in the struggle 
against colonialism. The single mass party, also a niew creation, was 
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organized by nationalist leaders as the chief instrument with which 
to achieve the goal of independence. The issue of indepcndcnce 
dominated all other issues. Internal diffirences and divisions were 
subsequently played down. On the SurfaCe, it appeared as though the 
end of colonization and newly \\,on independence must bring an 
Asian-style utopia. 

While, as Iocquc\,illc observes, "the Revolution in the United 
States was caused by a mature and thoughtful taste for freedom, not 
by some vague, undefined instinct for independence" ([18351 1969: 
72), the so-called national revolutions of Asia, which involved 
violence and the disruption of existing structures of authority, were 
aristocratic in nature. The masses did not originate the revolutions. 
It was always the elitist tw who called for national revolution. IIn 
most cases, ordinary individuals who participated in the nationalist 
movemcnt played the role of loyal followers. Instead of challenging 
all traditions, all moral rules, established rights, and social values, and 
substituting new ones based on democratic standards, most nation
alist movements seemed to fbcus primarily on taking over the state 
apparatus. In many cases, the indigenous elites, many of whom had 
previously served as colonial intermediaries, simply took over the 
political and bureaucratic machinery left behind by their colonial 
masters (Marcos, 1971: 69). 

Thus, national revolutions in Asia tended to strengthen the power 
of the state but did not go very far in transforming the spirit of the 
society. At first most former colonies adopted the political forms of 

e imperial powers. The case of the Philippines, the only country in 
Asia whose constitution w\,as patterned after that ofthe United States, 
serves as a good example. Unlike the Anglo-Americans, who had 
been brought uIp in an atmosphere of political and civil liberty and 
had therefore taken naturally to politics, the masses of Asia had 
neither die desire nor the skills necessazy for modern-day political 
participation. 

The small number of new elites who were entrusted with the 
responsibility of governing an independent country felt that ti.ey 
should be allowed a great deal of flexibility for the maneuvers 
required by paternalistic authoritarian rule. It was difficult for the 
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nationalist leaders, whose different social background, educational 
achievements, and administrative and political experience distin
guished thcm from the rest of'the people, to accept the latter as their 
equals (Foltz, 1963: 119). Although it is true that many were 
genuinely concerned about the miserable state of the masses, theirs 
was certainly not the kind of concern that one had ftr one's equals. 
In short, dcspite their dedicated role in the uprooting o!tforcign and 
exploitative rule, the Western-cducated elites often turned out to be 
a new kind of aristocracy in their own countries. 

The end of Western imperialism, therefore, did not necessaril\, 
mean the beginning of freedom or the birth of democracy. Instead, 
it brought more inequality as the desire of the Wstrn-eduicated 
leaders to transform their country into something like the powerful 
West called for specialized administrative and technical skills. The 
result was the emergence of a modern bureaucracy. According to 
Tocquceville, the prcdominance of social equality, the adequate 
education of the average citizen, the prosperity of trade and industry, 
and the abundance of land in the United States, made the people 
more inclined to seek the channels of private enterprise rather than 
oflicial bureaucratic positions as the means to improve their lot. 

In the United States, when a citizen has some education and some 
resources he tries to enrich himselfeither by trade and industry or by 
buving a tield covered in forest and turning into apioneer. All he asks 
from the state is not to get in his way while he isworking and to see 
that he can enjoy the fruit of his labor. (Tocqueville, 1135 11969: 
632-633) 

By contrast, in the newly independent countries administrative 
positions have become the main objectives ofambitious men. Unlike 
Tocqucville's United States, in which oflicial appointments were 
few, ill-paid, and insecure (pp. 632-633), Asia has made the public 
bureaucracy the main source of employment for the educated class. 
In Thailand, for example, the bureaucracy, until lately, has been the 
primary outlet for its most ambitious and educated citizens (Siflin, 
1966:131 ).As a privileged group, having, in a sense, their own class 
interests to promote, the bureaucrats in Asian countries have en
larged their power, influence, and interest to the point that no other 
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forces capable of limiting or controlling them exist. In Thailand, the 
domination of bureaucratic organization in the armed forces, the 
police, and the civil administration is so conspicuous that the 
kingdom is sometimes called a Futrcaucratic polity (see, for example, 
Riggs, 1966). The A:,terican, according to Tocqticville, shied away 
from seeking official appointment, and also avoided political posi
tions becausC of the "daily breeding Ioil new and impatient desires" 
occasioned by the equality of conditions. 

In the United States it is men of moderate pretensions who engage 
in the twists and turns ofpolitics. Men of parts and vaulting ambition 
generally avoid power to pursue wealth; the frequent result is that 
men un. -rtake to direct the fortunes of the state only when they 
doubt their capacity to manage their private atthirs. (Tocqueville, 
1183511969:205)
 

The opposite is true in Asia. In the new Asian states, politics, like 
bureauc ,--., is die monopoly ofthe ambitious ti'\\. After all, political 
independence turned these new elites into an clement of the new 

ruling class, charged with the main responsibility of nation-building 
and modernization. In addition, political independence often meant 
that the immediate task of its leadership was to win the loyalty of 

quarreling fhctions that threatened to break up the new nation as 
soon as the common enemy was out of sight. 

Unlike the citizens ofTocqueville's America, who spoke the same 
language, believed in the same religion, shared common beliefs, and 
lived under the same material conditions and the same laws (p. 56), 

the citizens of many new Asian states, such as Burma and Malaysia, 
still face problems of divisive cultural pluralism (Bastin and Benda, 
1968: 102-106). In sharp contrast to Tocqueville's observation that 

even religion in the United States is republican ([ 1835] 1969: 397), 
church and state in several Asian countries arc either at .dds with 
each ither or arc too closely linked. In either case-whether a state 
religion is officially established or serious antagonism exists between 
the secular state and the church-prejudice, resentment, and con
flicts arc bound to exist. Faced with unyielding opposition move
ments and irredentism, both real and imagined, most leaders argue 
tbr the greater centralization of political authority. They argue that 
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the new nations of Asia necd the kind of regime that is strong enough 
to run the affairs of state eflictivelh and efficiently (Muang, 1969: 
300). 

Even in a relati'el more homogenous society like Thailand, the 
new elites still face scrious problems rooted in tile tiudal and colonial 
past. Unlike in tile United States where, as Tocque\ville argues,
equality was the accepted principle of social relations (11835 11969: 
9), in Asia tile idea of class hierarclv, which includes respect for age, 
status, rank, education, and wvealh, and dethrenice to authority, is still 
\'en' much alive. In thct, it might be said that, 60r the nm10st part, the 
inhabitants of tie former colonies regard themselves more as "sub
jects" of traditional regimes, than as "citizens" of new democratic 
nations. 

Without an adequate social basis-without cquality of condi
tions-the political institutions and the rituals of democracy that 
were imposed from above have served merely to legitimize the power 
of'the ruling class-traditional landowners, heicditarv rulers, mem
bers of religious hierarchies, and militan and civilian bureaucrats. 
Even a free and popular election, though seen as an indispensable 
aspect of'democratic rule, in practice has often meant m;inipulation 
of the political process with attendant corruption. Most political 
parties, which have proliferated, have bases that are more personal 
than ideological. They function mainly to control the masses and to 
perpetuate personal rule. Typically, wealth is the assured way of' 
gaining power through the electoral process. 

Unlike tile citizens of Tocquevillc's America, where every village 
was a sort of republic accustomed to self rule (11835 11969: 386), 
the villagers of Asia are no more than fIstival spectators in electoral 
rituals. At best they tend to view election time as tile time to make 
some small private gain in the vote-selling business. The electorate 
exercises no real choice. Free elections thus do not lead to substantial 
social or political change but serve merely to legitimize the rule ofold 
oligarchs or new elites. After all, the supply of'qualified candidates is 
limited and their characters and attitudes seem to have changed very 
little. Despite the right to vote, the masses of Asia remain ,intee. 
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Without a democratic social condition, the private institutions 
that Tocqucville believed wcrc factors in the maintenance of indc
pcndcncc can exist only in form. Newspapers, which, according to 
Tocquev'ille, arc essential for the devclopnclt and maintenance of 
any concerted action of democratic citizens (pp. 517-520), arc the 
tools or are under the control of a special class or group. Likewise, 
civil associations, which Tocqucville regards as very important in the 
formation ofan independent spirit (pp. 520--524), often come tinder 
the state's control or regulation. In Thailand, for example, the 
government agencies concerned must examine and authorize the 
statutes of any kind of association, including academic associations, 
before it can be formed. Even today no association is allowed to take 
part in political activities (C(hcnvidyakarn, 1979). 

As if the inequality of'conditions and other unfhvorable factors 
mentioned ab e were not enough, the conditions of Asian nations 
are far less conducivC to the growth of democracy in other significant 
ways. Unlike the United States, which was located in relative 
geographical isolation and thierefi-r had no neighbors or enemies to 
fiar, most new nations arc often hard-pressed by both internal 
divisions and external threats. The military elites, which were the first 
to receive Western training in the technological fields and which led 
the masses in the nationalist struggle for independence, arc therefore 
in a vcry good position to assume political leadership (Novack and 
Lakachan, 1964: 244). How unfbrtUiate this situation can be with 
regards to the development of democracy may be judged from the 
following remarks by Tocqucville. 

The Amcricanis have no neighbors and consequently no great wars,
financial crises, inr'asions, or conquests to fear; they need neither 
heavy taxes nor a numerous army nor great generals; they have also 
hardly anything to fear from something else which is a greater 
scourge for democratic republics than all these others put together, 
namely, military glory. (Tocqueville, 11835] 1969: 278) 

Furthermore, under military rule, the suppression of opposition 
groups or leaders and the application of other strong-arm tactics arc 
not uncommon. General respect for the rule oflaw and peaceful reso
lution of conflicts, which arc important American habits or customs 
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favorable to the maintenance of freedom according to Tocquevilic, 
arc conspicuously absent. 

By Tocque\Ville's standard, most postindependencc Asian states 
would be classified as aristocracies or oligarchies. Yet the new 
aristocrats, or rather, the new oligarclis of Asia must not be too 
readily identified with the kind of aristocracy Tocqueville has gener
ally described. While aristocracy is a social system based on the 
inequality ofmen, according to Tocquev'ille, it is not simply rule by 
the rich and powerfii l.Traditional aristocracy was also, in TocqucVille's 
view, a system that evoked a man's highest spiritual qualities, since 
an aristocrat was someone who ws'as attached to CalSCS beyond 
himself (Zettcrbaum, 1967: 22). Even the relationship between a 
master and his servants in aristocracies was not simply that of an 
employer and employees. 

In aritocracics the master comes to think ot his servants as an inferior 
and sccondary part ot hiisclt, and hc often takes an interest in their 
tate by the excendcd scope ot his sclishncss. The scrvans, fbr their 
part, see themselves in almost the same way, and the\' sometimes 
identity' themselves so ituchI With the master personally that they
become an appendage to him in their own e'es as well as in his. 
(Tocqucvillc, 11835 1 1969: 575) 

More broadly, the relationship between the rich and the poor in 
a traditional aristocracy wvas also one that was psychologically free 
from oppression or strugglc. 

In nations where an aristocracy dominates society, the people finally 

get used to their poverry just as the rich do to their opulencc. Tl'he 
latter are not preoccupied with physical comfirt, cnjoying it without 
trouble; the tbrmcr do not think about it at all because they despair
of getting itand because the' do not know enough about it to want 
it. (Tocquevillc, 118351 1969: 531) 

The new oligarchs of Asia, on the contrary, have never f:lt free ofall 
wants nor have they been content with their lot. Seeking not just 
power or glor, but also wealth, they have not looked beyond their 
own class interests (see Wilson, 1964: 60; Riggs, 1906: 251). 

An aristocracy, obscrvcs Tocqucville, also contributes indirectly 
to the definse against any tyranny ovcr the people by detinding its 
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own privilege or "aristocratic liberty." 

[0 jily an aristocracy can preserve the people from the oppression of 
royal tyranny and from the miseries of revolution, [so] that the 
privileg,, which seem established in the sole interest of those who 
possess them do also fbrm the best guarantee tr the tranquility and 
prosperity even ofthose who do not have them. (Tocqueville, 118401 
1959: 73). 

Again, it is evident that the new oligarchs of Asia could not perfbrm 
this function because their interests do not coincide with those ofthe 
masses. Iln this sense, the masses of the new Asian states are worse off 
than those living under an European aristocracy of the "ancicn 
regime." Unlike the average American who, thanks to the equality of 
conditions, is never satisfied with his present fortune and is "con
stantly trying a thousand ways to improve it" (Tocqueville, 118351 
1969: 637), the average Asian looks to the government for guidance 
and accepts his fate as inevitable, taking refuge in the hope for a 
higher status in the next world. According to Tocqueville, "when 
inequality is the general rule in society, the greatest inequalities 
attract no attention" (p. 538). In an Asian society where conditions 
were generally unequal and where the hierarchy of command ap
peared to be firmly established, it naturally would not matter to the 
majority of the people if the new military or bureaucratic elites should 
acquire more "liberties" or "privileges" than others. Indeed, it 
would not matter if the so-called democracy were giv~en up alto
gethcr. In such a society Tocquevillc's fiar of the vice of democracy 
unclhecked-the tyranny of the majority acting through an uncon
trolled political assembly-is not applicable. After all, for a tyranny 
by the majority to develop, the people must first be free. The society 
in which they live must also be truly democratic so the\, can exercise 
their political rights to the full. 

While political democracy may be readily given up inl some 
countries on the ground that it is a peculiar product of Western 
civilization and historical experience, the much desired moderniza
tion and industrialization arc never easily forsaken. As a matter of 
fhct, it has often been argued that the fhilure of democracy to 
ftnction efYcticvely in these countries is largely du. o the inability of 
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the leaders to provide asolid base firom which processes ofmoderni.
zation and industrialization might take off. Modernization and 
industrialization, thought to be essential to these nations' existence, 
have, however, led to greater centralization and increased incquality 
of' conditions. Inorder to industrialize, for instance, a nation, as 
Tocqucvillc has observed, requires inirastructurcs such as roads, 
canals, and ports that in Asia onl' the central government provides 
and that in the United States are provided by local and state 
instrumentalities of government. The power of the central govern
mcnt grows because ,ah'it is authorized to expand in order to 
produce these infirastructures. The growth of' indtistry also brings
with it a new and complicated %ystcm ofthum1an relations that 
requires uniform regulation and control. The end result, according 
to Tocqucvillc, is further administrative centralization (pp. 684
687). Modernization and industrialization have cxacerbated asitu
ation in which the problems of' urbanization, overpopulation, thw 
high cost of technological transfif:s and development, the emergence 
of' technocracy, and the cxpansion of bureaticracy already seem 
ungovernable. 

In addition, the ise ft'l. rge-scale industry, observes locqueville, 
may result in the emcrgence, on the one hand, ofa "ne\ industrial 
aristocracy," and on the other, of' an increasingly debased and 
impoverished class of' w\orkers. 

WVhcn a workman isconstantl\, and excltusivclv engaged in making 
one object, Ile ends by pmerhrming this work with singular dexterity.
But at the same time, Il Itcs the general faculty ofapplying his mind 
to the way hc isworking. Every dayIhe becomes more adroit and less 
indtustrious, and one may say that in his case the man is degraded as 
the workman improves ... 

While the workman confines his intelligence more and more to 
studying one single detail, 

the master daily embraces a vast field in his vision, and his mind 
expands as fist as the other's contracts. Soon the latter w\'ill need no 
more than bodily strength without intelligence, \'hile to succeed the 
formcr needs science and almost genius. Tlhc tbrmcr becomes more 
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and more like the administrator ofa huge empire, and the latter more 
like a brute. (TocquevillC, 1183511969: 555-556) 

To Tocqueville, "Ithis] state of dependence and poverty attcting 
part of the industrial population in our daI is an exceptionalfact 
running counter to conditions around it" (p. 584, emphasis sup
plied). He is not overly concerned with the possibility that unre

strained pursuit of material well-being will become characteristic of 
any particular group of people, fbr "such particularistics would soon 
be lost in the general piCture" (p. 543). But in Asia, where inequality 
of conditions prevails, the pursuit of wealth by an industrial-loving 
artistocracy has had a different effect. Thc emerging industrial 
aristocrats find it to their advant.age to join hands not merely among 
themselves but also with the rulers to cxp!oit the masses. Even the 
mCmbers of a small middle class, in those cases in which one has 
dcve'.)ped as a result ofthe modernization process, may also go along 
wid a bureaucratic-capitalist partnership so long as they can main

tain their interests. To understand the position taken by the new 
upper classes of an Asian society, one probably needs only to remind 
oneself ofTocqtieville's remark that people are moved not so much 
by "the quiet possession of something precious" as by "the imper

fictlv satisfied desire to have it and the continual fear of losing it 
again" (p. 530). Meanwhile, the poor masses, thrown helplessly 
under the ,c,:ofa mercantilist capitalist economy, eventually come 

to depend state authorities for the improvement of their lot. 
Again, .e Asian context of industrialization highlights the 

equality of'c)ditions and other tbrtUnate circu,mstances that later 
made the United States a great commercial republic. Yet, at first 
glance, it w.ould sccm that it was America's almost unlimited natural 
resourccs and general prosperity.' alone that made it all possible. 
Because, according to Tocqucville, "the territory of the Union... 

provides inexhaustible suIpplies for industry and fbr labor," political 
ambition is replaced by love of money, "and prosperity quenches the 
fires of faction" (p. 306). In tct, it sounds as ifTocqueville is praising 
the passion of Americans for profit making in the development of 
their virgin continent. 
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In Europe we habitually regard arestless spirit, innodcratc desire for 
wealth, and an extreme love of independence as great social dangers. 
But precisely those things assure a long and peaceful tuturc fbr the 
American republics. Without such restless passions the population 
would be concentrated around a 16w places and would soon cxpcri-
CleC, as We d(o, nccds which are hard to satistk'. What ahappy land the 
New World is, here man's vices are almost as useful to society as his 
virtues! ('l )cqLlevillC, 11835 1 1969: 131) 

T'he cri x ofthe maiter is,as one scholar points out, that the desire 
ti)r wcli-being inevitablh accompanies equality of conditions, quite 
independently of climatic otr geographic factors (Zetterbaum, 1967: 
128-129). In other words, it is the equality ofconditions that gives 
birth to the love of wealth-the spirit ofcomncrce that, in turn, not 
only makes the country great but also promotes social stability. Or, 
as the same scholar puts it, "locque\VillC believed that the spirit of 
co(mmercC would produce a social state in which most men owned 
some property, thus ending the contrast between the fiw rich and the 
many poor that he considered the main source of social instability" 
(p. 131). 

In Asia, on the other hand, the limited resources available and the 
incqUalitv ofconditions seem, instead, to bring out the negative side 
of humman self-interest (Marcos, 1971: 56).2' The problems of htun
gcr, povertv, diseases, violence, and wretchedness have become more 
visible. The results Of' modernization and industrialization eflorts 
appear to threaten the political elites themselves. Economic inequal
ity' not only weakens social cohesion but also breeds injustice and 
inevitably breaks the political bonds that bind the society,. Now more 
than ever, it is possible to imagine that the masses, feeling that 
poverty is indeed a social product, not somcthing predestined, may 
ask for radical political, social, and economic changes. Here, 
Tocqucvillc's remark concerning the relationship between the rich 
and the poor states of'the Union is quite appropriate: "It is difficult 
to conceive of'a lasting relation betrwen two peoples, one of whom 
is poor and weak, the other rich and strong, cvcn if it is proved that 
the strength and wealth of the one are in no way the cause of the 
weakness and poverty of the other" (11835] 1969: 381 ). 



82 SOM BA'T CHANIORNVONG 

Economic Development in the Asian Situation 

Today, the response of most new nations to the basic problem of 
economic inequality is planned development. But, if economic 
prosperity is a necessary condition for political stability, can it be 
argucd in reverse? Does the quest for economic dcvelopment, 
defincd as economic growth plus more equal income distribution, 
necessarily imply the exclusion of democratic processes (Gerling,
1981: 54-55)? For Asian countries that have not yet adopted the 
central planning system of industrialization, it seems that persisting 
internal and external threats leave them no choice. The only way they 
can progress is to establish eftctive administrative machinery fbr 
economic development. In claiming that the government no\\, has 
the moral obligation to improve the conditions of the poor, the 
regime's leaders often declare that they are working against eco
nomic oppression. They call upon the people to sacrifice political 
freedom in order that the state may break tip the concentration of 
economic powers and promote economic growth fbr all. 

Interestingly enough, it iswith regard to the relationship between 
economic development and freedom that Tocqueville's ideas are 
proving to be highly relevant to Asia. As m.ntioned earlier, 
Tocqucville's observations of asocial and historical nature have shed 
light on the reason why a democratic tree could grow in America but 
cc,, not survive and grow in Asia. Yet, at the same time, one cannot 
si., ' dismiss Tocqueville's fear of dhe coming of a new kind of 
despotism-the one characterized by its drive towards depoliticiza
tions and the emergence of an administrative state ([ 1835] 1969: 
540). 

Actually in Asia today such a danger sometimes creeps in almost 
unnoticed. Consider the cases of the Philippines and Singapore. In 
the Philippines, former President Marcos had vowed to eliminate 
economic inequality, charging that "the wealth of the few, like the 
power of the few, is a violence on the poor." He then demanded a 
"democratic revolution "-thebuilding of a New Society in which 
property would be regulated for collective human ends (Marcos, 
1971: 119). It was the job of a democratic government to serve as a 
faithful instrument of the people's revolutionary aspiration, he 
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argued. From now on it would be the poor who would shape the 
future of the Philippines (Marcos, 1976: 56). 

President Marcos was, however, far from being a Marxist. His so
called democratic revolution, he maintained, was actual]\' aimed at 
preventing a communist revolution that would be destructive of 
human freedom. While he did not try to please just one particular 
class, he nevertheless tried to make his New Society everything to 
everybody. Thus, in explaining that his democratization of wealth 
simply meant the sharing of private wealth with the society, and not 
a total abolition of private ownership, he promised the rich security 
against the communist threat. He offered peace and order to the 
middle class, and pledged to the poor that his definition of "equality" 
meant giving each citizen "three square mcals, a roofover his head, 
efficient public transport, schooling fur his children and medical care 
for his family" (p. 116). But in order to produce such a society, in 
which economic activities both private and public would join to
gcthcr in promoting the interest of each individual and the welfare 
of the whole, the authority of the government had to be exerted 
whenevcr these ends were not being served (p. 124). 

In the New Society, the state alone is presumed to be neutral and 
thus free from an\' political ideology (Magno, 1983: 10). Only 
political authority can establish the priorities and provide the mecha
nism of equalization. What is further needed is the modification of 
the political culture of the Filipinos from being populist, personalis
tic, and individualistic to being one of citizens who are equally 
conscious of the collective or social interest (Marcos, 1976: 59). 
Implicit in this idea is not just Marcos's attempt to raise the status of 
the state now characterized as a paternal authority above the reach of 
any particular class interest, but apparcntly his belief in the necessary 
links bctwcen social conditions and the citizen's habits of mind. The 
new social conditions, Marcos seems to sa, can be freshly created. 
Undcrstandably, he was evasive when talking about the legitimacy of 
the authority he assumed in order to bring about these changes. 

Not many people have taken Marcos's words seriously. They are 
often dismissed as mcrc political rhetoric-a crude attempt to justify 
his rule by martial law. He has been judged by what has actually been 
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going on in the Philippines, not by what he proposed to do. Thepicture of a society deeply troubled by worsening economic crisis, 

widespread corruption in high places, political assassinations, daily 
protests and demonstrations, internal divisions, and local insur
gency, however, can draw .s away from a more fundamental 
question: What would have happened if he had succeeded in 
delivcring the goods? Had Marcos been able to make good his 
promises of a better societ,, would his rule have been more accept
able? After all, the socioeconomic programs he implemented, which 
wcrc 
aimed at reducing mass poverty and at mobilizing mass support 
for a crumbling regime, helped generate the demands that were 
being made on it. What would it have meant if the reginc had been 
able to handle all these demands? For a student of Tocqucvillc, 
answers to these questions should come before our concern over the 
final fhte of the regime. In other vords, one should take seriously tile 
warning of'locqucville that the threat to liberty may lie no less in 
citizens refusing the responsibilities of freedom than in their being 
refused an opportunity to exercise the responsibilities of freedom 
([1835j 1969: 540). 

A New Society of the type Marcos sought has been realized in 
Singapore, often considered the most "successfil" new nation of 
Southeast Asia, if not the wvhole of Asia. Since Singapore separated 
from the Federation of Malaysia and became a fully independent 
state in 1965, it has become a shovcase of economic progress and 
political stability (Asia Week,September 7, 1984, p. 34). In 1984, 
2.5 million Singaporeans enjoyed the highest per capita GNP (U.S.
$5,900) in Asia except tor Japan, and had only 3.3 percent unen
ployment. In view of this economic prosperity, the majority of 
Singaporeans 	may well be content. 

The People's Action Party (PAP), which has ruled the island 
republic since its birth, accepted f'rom the very start the goal of 
advancing the welfare of the people. A subsidized public housing 
program, aimed at alleviating the acute housing shortage among 
low-income groups, was the first among several other welfare services 
provided by the social democratic government. In retrospect, it can 
be seen that the housing development program has not only served 
as a means to get the econonly going but has also brought solid 
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political support for the I.ee Kuan Yew regime. By encouraging the 
poorer sections of the society to accumulate property by purchasing 
government apartments on an easy installment plan, the PAP gov
ernment has succeeded in giving them avested interest in the status 
quo (George, 1974: 205). In order to ensure the success of its 
industrialization policy and the expansion of welfhre services, the 
government of Singapore through its efficient bureaucrats and state 
enterprises has become actively involved in z)thcr commercial, indus
trial, and financial projects. Today, by all counts, the government of 
Singapore isthe most important entrepreneur in the island economy, 
and Singapore has become one ofthe most successful and prosperous 
"capitalist" countries in the world (Asia Week,September 7, 1984, 
p. 34). 

The difficulties of achieving economic development and im
proved public welfarc, hio\ever, have been used by the regime as 
pretexts tbr disciplining the Singaporean people and demanding 
their total obedience. The regime can point to the fact that Singapore 
is one of the most racially heterogeneous societies in the world. It 
suggests that in order to ensure the dynamism of its economy, the 
regime must also organize all aspects of the social lifi: of the people, 
including family planning.' Yet implicit in this drive for popular 
discipline is aconscious desire on the part of the government to make 
its citizens into Ne\' Men. Those who admire the system often regard 
this socialization in a new political culture through strict schooling 
and community control as a process of nation-building. The\, are 
quick to point to the desirable manners, respect for the law, commu
nal harmony, work ethic among labor, popular support for the armed 
forces, and the spirit of patriotism as being among the moral virtues 
and social precepts successfully inculcated by the government over 
the ycars (p. 34). 

If one were to take a critical look at this whole process of 
socialization, what has been created in Singapore is nothing but a 
culture designed to discourage conflict, disruptive coiontation, 
and free bargaining, and to encourage instead stability and low-risk, 
orderly petition (Chee, 1975: 43). The education system, for 
example, has been completely "officialized." Not only does the 
regime emphasize the importance oftechnical and vocational training 
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over humanities and liberal arts but, apparently as a means of 
controlling the minds of the youth, it also goes so far as to appoint 
cabinet ministers to the staffof the university (George, 1974: 134).1
In the meantime, the government also employs various tactics to 
ensure that only young Singaporeans with the right kind of attitude 
and background are enrolled in college. It has succeeded in instilling
in the students, many ofwl.om %%ere born and have lived most of their 
lives under PAP's rtule, their rulers' convictioi i that "liberal democracy" 
is dispensable in a society that "must put survival above everything 
else" (George, 1974: 132). 

Newspapers may have grown in terms of circulation, but they are 
under strict government control. Claiming that the main task of a 
newspaper consists in disseminating fhcts and information, and citing
the need to prevent waste ofresources and duplication ofservices, the 
regime has recently tbrced the merger ofsmall newspapers under the 
control of a single corporation. The rationale given by the minister 
involved is quite characteristic of the regime itself. "Competition 
alone does not make a quality newspaper. Quality people working in 
a company that is financially sound make a quality paper" (Asia Week, 
Sepv ,iber 7, 1984, p. 40). Radio ai, television arc also tightly 
controlled by the government. 

Since economic growth and the improvement of the people's 
living conditions seem to endorse the PAP's program, the ruling 
elites have become increasingly authoritarian in their exercise of 
political power. The regime tolerates no political dissent. It has 
carried out a systematic policy of rigoroLus internal repression of all 
opposition groups. The last strike recorded in Singapore was in 
1977. Given the small size of the island (226 square miles), it is not 
difficult to understand why PAP's drive fbr the monopolization of 
power has succeeded so well. In 1967, PAP successfully turned 
Singapore into a single-party regime when it won all the parliamen
tary seats in the general election. Since 1968, it has swept -1lthe 
general elections, each time with a larger number of votes. Rapid
economic and social development in Singapore, the regime now 
argues, necessitates the shift ofemphasis from politics to economics. 
According to PAP leaders, they can succeed in promoting the welfare 
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in which no one had prior rights and occupy it. As cattle raising 
becan more popular and more land came livo use, voli'tarv 
associ ition, in the form of stock growers' or cattlemen's associations 
wcrc organized to convcrt open-access v'angc into communal prop
crtv by cnforcing exclusion of nonmembers from it. The control of 
access to scarce watering sites and to roundups, an activity character
izcd by economics-of-scale, reduced the cost of enforcing exclusion. 
Il an environment in which fencing material in the f")rm of rock or 
wood \v;,s very scarce, the implementation costs of defin;ng strictly 
private range rights werc too high. 

Parbcd vwirc dramatically changed the cost of implementing 
privatization. Sales of barbed wire went from 10,000 pounds in 1874 
to 80,500,000 in 1880 (Anderson and Hill, 1975: 175). As one 
would expect, fi'nccs wcrc first erected around croplands and around 
prime grazing land with access to water. The cost of,nplemcntation 
aftk:ctcd the choice of ins'tutional arrangcwnuts and t)'c degree of 
their utilization. 

The implications of "he consti-utional order fbr the supply .Of 
institutional arrangcments are illustrated by the variation in regional 
taxation iCvcls fbr agricultural land in British India (Kumar, 1986; 
McAlpia, 1938; Fceny., 1988). In general, land tax revenues \\,ere 
low\'er iMregions settled under die zamindarsystcm, beginning with 
the 1793 Pe:rmanent Settlement in Bengal. Under this settlement 
syscem, p~opcrtv rights of thc land anti the liability for land taxes were 
assigned to a cadre of indigenous tax collectors, zami,'dars,who 
became landlords to the mass ofcultivators; land taxes were fixed in 
perpetuit' at the time of' settlement. The Pcrmancnt Settlement 
contrastcd with the rvoni'arisy,,tem introduced in Madras in the 
1790s, in which property rights \\,ere assigned to the peasant 
cultivator, ;1'ot, using the land at the time of'settlement. The yotwrari 
system allo\x cd for periodic rca'sscssment of land taxes. The example 
also illustr.ites the efl'ects ofimplementation cost at both tile political 
and administrative levels. The zamindarsystem co-opted the politi
cal loyalty of imorint indigenous officials; it also reduced the 
administrative cost fbr the govcrnment by requiring the docunien
tation of land ownership rights for a relatively fi\, instead of, as i; the 
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rvot-larisystem, a great many. 
Existing institutional arrangements afTct the supply of institu

tional change. Like the cost of implementation, this factor afl-cts the 
ability of the system to provide new arrangencnts. (The cflects of 
existing instiutional arrangements on the demand for institutional 
change and on the political costs and benefits of change will be 
treated separately.) Ai example of the effects I have in mind can be 
found in the adaptation of the framework of regulation provided by
the Interstate Commerce Act of' 1887 to the regulation of airline 
services by the Civil Aeronautics Board in 1938 (Davis and North,
1973: 47-51, 157-166). While it took scvc.al decades to innovate 
the arrangements of the Interstate Commerce Commission, the 
airline industry was ab!c to use that model to create a publicly
cnforced cartel very soon after the introduction of the DC-3 in 1937 
made the provision of passenger service on a large scale viable. 

Normative behavioral codes have the potential for profound
efTcts on the choice of institutional arrangements. North (1981,
1986), Hay'ami and Ruttan (1985), and others (see, for instance,
Axelrod, 1986; Chantornvong, chapter 3 of this book; Oakcrson,
chapter 5 of this book; Popkin, 1979) stress the importance of the 
congruence and lcgitinacy of institutional arrangements with cul
tural norms. 

A comparison of social norms in Japan and Thailand plov'ides an

example. In Japan traditional norms placed a great deal ofempihasis
 
on 
 ormity and compliance with community obligations (see, for
 
instance, Cox, 1982; Hayami and Ruttan, 1985: 103-109, 320-326;

Kikuchi and Hayami, 1978a; McKean, 1982, 1986; Ruttan and
 
Havami, 1984; Smith, 1959). These obligations included participa
tion in constructing, operating, and maintaining local irrigation 
systems. In 1899 the national government, alarmed over Japan's loss 
of self-sufficiency in rice production, passed the Arabic Land Replot
ment Law (revised in 1905 and 1909) in order to strengthen the 
ability of local groups to engage in collective action For investments 
in infrastructure. "The law authorized compulsory participation by
farmcrs and landlords in an area of a land improvement project if 
consent were obtained from two-thirds ofthe landlords owning two
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thirds of that area" (Kikuchi and Hayamni, 1978b: 849). The effects 
of the traditional norms and enfbrcement mechanisms and tile newer 
legislation are evident in tile highly dcveioped water control ,ystems 
(and other loca! infrastructure facilities) that allowed Japan to realize 
the gains of biological technological change in the nineteenth and 
twentieth centuries. The realization of potential gains ti')m the 
modern varieties of rice responsive to fertilizer has been delayed in 
many areas throughout South and Southeast Asia in part by deficien
cies in loca water control systems. 

An e':ample is the case of Thailand. In contrast to the tightly 
structured con munities of rural Japan, communities in Southeast 
Asia and in particular in Thailand havc been characterized as loosely 
structured (see, for instance, Evcrs, 1969; Hayami and Ruttan, 
1985: 103-109, 320-320). Highly individuali.tic behavior is ex
pected and tolerated; traditional norms of conformity and coopera
tion do not serve to reduce the cost of organizing local collective 
action. 'Fhc normative behaior: ,! code does not fhcilitate institu
tional arrangements that require collective actiotn. In addition, 
village and other units of local oxernnicnt in Thailand have very 
limited fiscal ;iuthorit\, and lack the right of eminent doma;:. (Gis
selquist, 1976; Fceny, 1982-: 121-123). Thus in Thailand it is 
diflicult for groups offarmers to organize improvements in irrigation 
systems or the construction of local roads and other facilities that 
would contribute to growth in agricultural produ ctivity. Both 
cultural norms and tile constitutional order that defines ti, authority 
of local units of government senc to raise the cost of locai collective 
action, and thus constrain the likely set ofinstitutional arrangements. 
A lack of local infrastructurc formation has been the result in 
Thailand, with dc!eterious eflects on productivity and welfare in the 
rural sector. The experience in Japan in the Tokugawa and Meiji 
periods was quite ditfkrent. Of course, important differences be
twncc Japan and Thailand include more than normative behavioral 
codes. 

The final component in cultural endowments is conventional 
wisdom. As North (1981) argues, implicit and explicit models of 
how the world works affect views about the appropriate institutional 
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arrangements. These effects are separate from the normative judg
ments discussed above. 

An example ofthe effects ofconventional wisdom on institutional 
arrangements for the disposition of public lands in the United States 
is the Homestead Act of 1862 (Davis, et al., 1972: 104-109; 
Hughes, 1983: 94-110; North and Rutten, 1987). It allowed 
settlers to obtain the title to public lands in the West on the condition 
of live years' continuous residence on and development of the land. 
The maximum claim allowed under the law was 160 acres, a farm size 
consistent with practice in the humid and forested areas of the East. 
For the more arid regions west of the ninety-eighth meridian, 
however, 160 acres was, in general, too small for a viable farm. 
Conventional wisdon based oin Eastern U.S. ecosystems and farm 
practice wvas enshrined in the institutional arrangements and was 
inappropriate. 

Settlers adopted a variety of legal and illegal strategies to over
come the 160-acre limitation. Subsequent legal changes-the Des
ert Land Act of 1877, the Timber Culture Act of 1871, the Enlarged
Homestead Act of 1909, and the Stock-Raising Homestead Act of 
1916-raised the maximum to 320 or 640 acres and imposed

additional conditions on land development. Institutional arrange
ments wvere in part adapted to a new conventional wisdom based on
 
experience in and regions.
 

The final supply-side factor affecting institutional change is net
 
benefits to elite decision makers. A 
 number of examples already
discussed illustrate the point. The Thai case is particularly instructiveC 
(see Feeny, 1979a, 1979b, 19 82a, 1982b, 19 83a, 1983b, 1987,
1988). The creation of more precise and secure property rights in 
land was in the interests of elite decision makers, who were also 
landowners and land speculktors, important new institutional ar
rangements for property rights in land were f{orthcoming. (In the 
case of Thai land rights, as in the case reported by Roumasset and 
LaCroix in chapter 10 of this book, rent-seeking and efficiericy were 
not inconsistent.) However, investments in increasing land produ:
tivity through irrigation and agricultural research, although in the 
social interest, were not in the interests of the leaders ofgovernment. 



191 InstitutionalArrangements 

Underinvestmcnt was the result, except in a fiew selected localities 
where elites could readily capture the benefits. 

The analysis of Lance E. Davis and Robert A. Huttenback (1982) 
of British imperialism prvwides another example in which it appears 
that policy conformed to tile intcrests of the elite at the expense of 
the social interest. Davis and Huttenback compare the returns from 
imperial investments in excess of the domestic rate of return in the 
United Kingdom to the financial burdens of the empire, mainly 
defrinse expenditures. In thcse terms they find that ,n net the empire 
represented a burden to Britain. Ownership of firms with empire 
investments was, however, concentrated among financiers, large 
banks, and the gentry. These groups were well represented in go,
ernmient. Taxes in support of the empire, however, were borne by less 
well-represented middle- and lower-class citizens. Although the 
work ofI' Davis and Huttenback cannot be consirdcred to be a fully 
comprehensive accounting of the peCuniar, costs and benefits of 
British imperialism, it does strongly suggest that the colonial empire 
involved an important redistribution of income from the middle class 
to the Lipper class in Britain. 

The costs and benefits to various groups including the leaders of 
the political order need to bc taken explicitly into account. Because 
the provision of public goods frequ,ently involves element ofan 
coercion (or the potential for its use), leaders are in a strategic 
position to affect tile supply of institutional arrangements and ensure 
that innovations are congruent With their interests. Tile fe\wer the 
constraints on the ability of leaders to use coercion, the wider the 
potential for divergences between elite and social benefits and costs. 

Dynamic Sequences. The heuristic framework is meant to be 
applied iteratively to examine the evolution of institutional arrange
ments. Starting from a particular point in time and space, innovations 
in the initial period become part of the endowments in subsequent 
periods, thus aflicting both the demand for and supply of institu
tional change. 

The innovation and subsequent development of institutional 
arrangements for the public funding of' agricultural research and 
development provide an important example of dynamic sequences of 
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institutional change (see Davis, et al., 1972: 391-393; Davis and 
North, 1971: 100-102; Evenson and Kislev, 1975; Grantham, 
1984; Havami and Ruttan, 1985: chs. 8-9; Ruttan, 1980, 1982: chs. 
3-5; Schultz, 1964). Agricultural research is vulnerable to market 
tahihre for a variety of reasons. First, property rights in intellectual 
discovery are, in general, incomplete; thus it is very diflicult for an 
innovator to capturc much of the gains of the innovation that has 
resulted from the investment of resources in research. The limited 
appropriability of the gains from innovation may be especially 
important for biological technical change. New crop varicties may be 
duplicated in most cases without compensation to the original 
breeder. Disembodied technical change in the form of nformation, 
for instance new cultural practices such as a system of crop rotation, 
provide even less scope for appropriating payment for use of the 
innovation. 

Second, over some range of output there are economics-of-scale 
in research. Thus fbr any particular geoclimatic zone, an experimen
tal farm may achieve much more than a large n1tumber of isolated 
farmer-researchers. 

Third, by its v'erv nature research involves risk. The production of 
new knowledge is uncertain; ifit were not, the knowledge would not 
be new. Mechanisms for risk spreading are thus of potential impor
tance in eliciting investment in research activity. 

Fourth, much of the benefit of agricultural research is ultimatel\, 
transferred to consumers in the forn, of lower equilibrium prices for 
agricultural goods. The transfe:r reflects the efl-'cts of the innovations 
on the supply of such goods and the competitive markets through
which the goods arc supplied. Thus even ifagricultural producers are 
able to organize eftctivcly to provide agricultural research as a club 
good, the producers will still have the incentive to underinvcst 
bccausc much of the benefit is captured by consu,mCrs, not produc
ers. 

The nature of agricultural research, especially for biological and 
disembodied technical change, thus implies a divergence between 
the private and social rates of return. This gap grew larger in 
eighteenth- and earl, nineteenth-century Europe. Increased trade 
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served to spread pests and parasites, raising the returns on innova
tions to combat the problems. Advances in science, particularly 
organic chemistry as reflected in the work of Justw. von Liebig 
(1803-1873) also raised the expected bencfits of researcl Finally, 
the decrease in the price of nitrogen resulting from the i iport of 
Chilean nitrates, and in later periods from a series of technological 
changes in the chemical in:iustr,, again raised the expected returns 
from biological research. 

The potential gains did not go unnoticed. In the United King
dor Voluntary associations were formed to conduct agricultural 
research. A notable example was the Rothamsted Agricultural Ex
periment Station, organized in 1843 and upported by private 
philanthropy. Yet the level of research activ;Ly relative to its potential 
returns remained very low. The first puKIcly supported (socialized) 
agricultural experiment station was organized in Mockern, Saxony, 
in 1852. It reflected the participation of farmers' groups and of the 
government of the principality. The environment was one in which 
science and the public policy of various German governments were 
being dcliberately harnessed to foster development in Germany to 
catch up with the pioneer of the industrial :evolution. Great Britain. 
The innovation in Saxony was imitated in other German principaii
ties. It was adapted and extended in the United States, beginning in 
1863 with the creation of the !and-grant college system by the 
Morrill Act. In conjunction With the research program of the federal 
government's United States Department ofAgriculture, the United 
States built a system of Federal- and state-1evel participation in 
agricultural research. The system allowed for research at the general 
level with a mechanism for local adaptation at the state level, and 
additional research on crops and activities of more parochial interest. 
The joint national-local framework was important because of the 
specificity of location of most biological technologies. This arrange
ment was imitated by the Japanese in the design of their publicly 
funded agricultural research system in the 1880s and 1890s. 

These institutional arrangements were importan in generating a 
stream of technological change in U.S. and Japanese agriculture that 
underwrote large gains in productivity. Yet the free-rider problem, 
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although ameliorated, was not solved. Ruttan (1980) argues that
state governments in the United States continue to underinvest in
agricultural research beCasc some of the benefits are captured by
neighboring states. He proposes changes in the mechanisms for
federal cost sharing to reduce the divergence between state and 
national rates of return on agricultural research.
 

The positive externalities of agricultural research arc, 
 however, 
not contained within the geographic boundaries of the Country that
supported the initial research. States in the United States hav'e the
incentive to undCrinvcst because they do not capture all of the gains;
each nation does as well. The institutional response has in part been 
to organize international agricultural rcsearch institutes. Ear!y, ante
cedcnts to recent devc1opments tended to focus On colonial export
crops; the colonial govcrnmcnt, because it represented both the
produccr's interest (the colonv) and the consumer's incrests (the
home countr.), was perhaps more willing to invest in agricultural
research. Yet the potential to increase agricultural productivity in the
major food grains in tropical countries was not being realized. 

International attempts to ameliorate the free-rider problem arc
reflected in the organization of the International Rice Research
 
Institute in the Philippines in 1960. Similarly CIMMYT (Centro

Internacional dc Mejoramiento de Mais v Trijo), organized within

the Mexican Ministry of Agriculture in 1943 and then as the 
International Ccnter for the Improvement of Wheat and Maize in

1963, represented an attempt to focus 
 interdisciplinary applied
research on two additional important crops. By the end ofthe 19 70s,
these institutional arrangements had been further imitated and
adapted to create a network of twelve major international centers
devoted to work on major crops or agricultural problems inavarict-y
of major geoclimatic zones. 

The cvohltion of institutional arrangements fbr publicly funded 
agricultural research, from voluntary to state-government to
tional-government 

na
to international-institute provision, reflects an 

attempt to weaken the incentives for underinvestment in an activity 
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Table 6.1
 
Summary of the Framework of the Demand for and
 

Supply of Institutional Arrangements
 

Categories of institutions 

(onstitutional order
 
Institutional arrangements
 
Normative behavioral codes
 

Endogenous Variables 

Institutional arrangements 
I)egree of utilization of institutional arrangements 

Exogenous variables: The demand tbr institutional change 

Relative product and tactor prices (including demographic 
change) 
Constitutional order 
Technology 
Size of market 

Exogenous variables: The supply of institutional change 

Constitutional order
 
Existing institutional arrangements
 
Cost of institutional design
 
Existing stock of knowledge
 
Expected cost of implementing new arrangements
 
Normative behavioral code
 
Conventional wisdom
 
Expected net benefits to elite decision makers
 

Dynamic sequences 

Paths of change / Institutional evolution 
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with important public-good characteristics. It alsO reflects the in
crease in the potential returns from research embodied in advances 
in sciencC. Institutional arrangements innovaced in particular set
tings in particular periods have bCCn used in subsequent period!; as 
models for the design ofnwC\ institutional arrangements. One theme 
in the evolution of the institutions for publicly funded agriculture
research has been the innovation of n\\' arrangi mcnts to reduce tile 
importance of positive externalities. Another theme has been the 
creation of arrangements in which both plodulcCrs and consumers 
share in the costs and benefits. Although undcrinvestmcnt in agricul
tural rcsearch persists, there is a substantial body of evidence that 
indif-,tcs that the pcrformancc of publicly funded agricultural re
search institutes has contributed importantly to economic perform
ance (see, for instance, Ev'nson and Kisle\, 1975; Hayami and 
Ruttan, 1985; Ruttan, 1982). 

Conclusions 

A simple framework of the demand for and supply of institutional 
change has been elaborated in this paper. It is summarized in Table 
6. 1' In the framework presented, institu,tional arrangements are 
endogenous; the constitutional order and normative behavioral 
codes arc taken as c' ')gCnous. IhtIs the framework is appropriate for 
tile analysis of important changes in institutional arrangements (and,
of course, trivial ones) but inadequate for analysis of fundamental 
and profoind changes in the institutional environment. It may be 
argued that the constitutional order and normative behavioral codes 
are more important than institutional arrangements in explaining 
relative economic and political success and the thilurc of different 
societies inl different periods. Nevertheless, focusing On institutional 
arrangements instead of the broader institutional environment does 
reflect a methodological strategy postulating tLat problems some
times need to be made more tractable if intellectual progress is to be 
made-e'en if, as a consequeclle, the less important problems are 
addressed first. 

The framework then is incomplete. Even within that constraint, 
it is important to ask what can be accomplished with it. At one level 
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of analysis it can be used to create a consistent story of institutional 
evolution. That such a stoly can be constructed does not mean that 
there arc not ot her stories consistent with the same sets of qualitative 
and quantitative evidence. In addition, that such a stor' can be 
constructed does not imply that the model is correct. Yet the 
rcquircIcnt that an empirically consist'nt story be constructed does 
provide an important methodological hurdle that serves the research 
communit\ well by rejecting at least some models. 

Although the testing of models derived from the heuristic frame
wyork is confinCd to tests based on interpreting evidence from 
historical and contemporary natural experiments, an explicit friame
work has scvcral additional advantages over implicit approaches. 
First, although the presentation of the framework is deliberately 
general, its explicit specification serves to clarify, the argument. The 
marshaling ofcounterargumcnt and countercvidencc are thus facili
tated. 

Second, even if testing of a complete model mu,st rely primarily 
on story telling (see McCloskey, 1983), components of the model or 
implications of itmay be tested more definitively. Assertions about 
the costs and benefits to particular groups of'particular arrangements 
may be tested empirically (see, for instance, Feeny, 1982b). The 
association between rates of change of endogenous variables and 
cxogcnous ones implied by the mode! may be tested statistically (see, 
fir instance, Hay'ami and Kikuchi, 1978; Libccap, 1978; Libecap 
and Wiggins, !985; Otsuka, Kikuchi, and Havami, 1986; Wiggins 
and Libecap, 1985). 

The framework of analysis presented in the paper represents one 
important approach to constructing positive models ofinstitutional 
change. Explicit models combined with empirical testing provide a 
mechanism for refining and improving institutional analysis in 
dCvelopmnaMt. Institutional analysis remains, however, time- and 
place-specific. This characteristic is intrinsic according to the logic of 
the fi'amework presented in the paper. In order to analyze institu
tional change, one must know the institutional endowments and 
other conditions of the status quo. The analyst is forced to describe 
concrete sitUations; thuIs soeIC generality is immediately lost. Yet 
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meaningful and important positive research on institutional analysis
requires such concreteness. VirtuC is created from necessity. 

Finally,itis
important to reiterate that further elaboration and, inparticular, empirical tcsting of modcls derived from this and other 
frameworks for th, analysis of institutional change should be high on 
the research agenda in the social sciences and law. The issues 
concerning how and why institutions change arc ofgeneral relevance 
and provide great intellectual challenge. From a normative view
point, improvcments in human \velfarc arc intimately linked to 
improvements in institutional design and performance. Positivc 
models ofinstitutional change therefore have ':hepotential to play an 
important role. 

Notes 

1. The general point here is that the nature of the good or service 
will affect the set offeasiblc institutional arrangements fbr its supply;
the point is elaborated in Plott and Meyer (1975). 

2. As a metaphor, "demand for and supply of institutional 
change" can be taken too literally. It applies in a relatively unqualified
fashion to situations \\here one is considering the degree of utiliza
tion of an existing institutional arrangement. In this case, the unit of 
measurement of the institutional arrangmcnt is relatively homoge
nous. In the case of the innovation of new arrangements, however,
the "good or service" is discrete and often multidimensional. It islike 
the case of differentiated products considered in sonie models of
imperfect competition. In addition, new arrangements arc often 
provided in "markets" characterized by restricted entry, rivalry, or 
other elements ofless- than-perfict competition-situations in which 
the standard supply curve derived from the theory of the firm in a 
compctitive industry may not exist. Thus the supply of institutional 
arrangements should be understood to apply to contexts in which a 
variety of "market" structures may exist. 

S. Thc list of factors affecting the demand for or supply of 
institutional change is lengthy. It could be shortened by distinguishing
between basic and derived determinants of demand and supply. For 
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instance, in a small, open cconomy characterized by extensive 
economic intercourse with the outside world, the exogenously given 
terms of trade, technolo,!h, and domestic factor cndowments would 
be viewed as basic. These thctors in the context of a general 
equilibrium model determine the relative tactor prices and size of 
mrket. Thus the framework could be made more compact by
focusing on basic determinants. That advantage comes, however, at 
the price of a loss in concreteness and with adanger that the analyst 
may overlook derived determinants. Thus the list given in Table 6.1 
includes both basic and derived determinants. 
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7 Susan Wynne 

Institutional Resources for 
Development among the 
Kgalagadi of Botswana 

In democraticcountriesthescienceofassociationisthe motherofscicnce; 
the prqressqf all the rest depends upon the progress it has made. 

-Tocqueville* 

Introduction 

The concepts from which social organizations are constructed 
constitute an important part of the cognitive heritage of any group 
of people. This heritage represents generations of learning about 
how to organize productively and is thus one of the most valuable 
forms of "capital" any country has with which to pursue its economic 

For their helphtl suggestions in the preparation of this chapter, I %%ish to expre-s my
appreciation to the editors as well as to Ronald Oakerson, Gary Okihiro, Elinor Ost'omm,
Filippo Sabetti, Amos Sawer, Jacqtleline Solway, and Patricia Summerside. 
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development. In his efTorts to account for the character of the 
American political system of the 1830s, TocquCville emphasized the 
significance of this cognitive heritage, which constituted an impor
tant dimension of what he referred to as the "customs" of a people. 

I am convinced that the most advantageous situation and the best 
possible laws cannot maintain a constitution in spite of the Customs 
of a Country; while the latter may turn to some advantage the most
unfavorable positions and the w'orst laws. The importance ofcustomes 
isa common truth to which study and experience incessantly direct 
our attention. It may be regarded as a central point in the range of 
observation, and the common termination of all my inquiries.
(Tocqueville, [18351 1945, vol. 1: 334) 

This position was echoed in the 1970s by Amilcar Cabral, who 
stressed the fundamental significance of culture in the process of 
liberation (Morgado, 1974). 

Culture is simultancously the Eruit of a people's history and a 
determinant of history, by' the positive or negative influencc 'which itexerts on the evolution of relationships bctwecn man and his
environnent, among men or groups ofmen within a society, as well 
as anong difircnt societies. Ignorance of this fact may explain the
failure of several attempts at foreign domination-as well as the 
failure of some international liberation movements. (Cabral, 1973: 
41) 

What then is the nature of this stock of cognitive resources upon
which all modern Africans can draw? Cabral suggests that a search in 
any particular modern African country for the "fruits of the past" will 
usually reveal the fact that culture there is not uniform. One islikely
to find hierarchical conceptual principles or organizational norms,
such as those used by the Fula of Guinea Bissau, as well as nonhier
archical conceptions, such as those of the Balante (Cabral, 1973: 
44--45). Cabral also warns that the "multiplicity of social and ethnic 
groups complicates the effort to determine the role of culture in the 
liberation movement," and, presumably, in the design of institutions 
in independent countries as well (p. 45). 

My inquiry into the social organizational heritage of three
Tswana-speaking ethnic groups suggests that the nature of the 
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cognitive heritage of many African ethnic groups is even more 
complex than Cabral suggests.2 The "traditional" organizational 
norns of these groups, which now live in central KwCneng District, 
Botswana, arc based upon hierarchical principles, yet these people 
have had extensive experience with lthe autonomous organization of 
communities in which decision making among adult males was 
consensual. The conceptwal heritage of cach of these groups is thus 
quite complex. 

Historical events suggest that this degree of complexity is proba
bly widespread in Africa. We know that numerous societies described 
as "stateless" or "acephalots" existed in Africa prior to the European 
colonial period (Murdock, 1959; Schneider, 1979). We also kolow 
that hierarchical principles wcre widely used prior to the European 
colonial era to organize units ranging in size from small chiefdoms 
to large empires. Howcvcr, virtually all Africans have had sone 
recent experience with hierarchicaillv organized colonial and inde
pendent regimes. 

Long-standing resistancc to centralized governmental control by 
groups such as the Nucr, the Balantc and the PItu, whose social 
organization Anmos Sawyer describes in chapter 8 of this book, is 
evidence that nonhicrarchical organizational norms still constitute 
an important part of the cognitive heritage ol'llcse peoples. The fact 
that the social world of most Africans has not crumbied despite the 
significant levels of violence inflicted on it strongly suggests that 
consensual patterns of interaction did and still do exist, even in 
hierarchically organized groups. 

In this paper, I argue that the nineteenth- and twentieth-century 
history of the Kgalagadi ofcentral and western Kwveneng provides an 
example of conscnsual interaction among people with a long tradi
tion of hierarchical organization. In Kwveneng, "Kgalagadi" (the 
people of the desert) is the name given persons who belong to one 
of three distinct but closely related Tswana-speaking ethnic groups. 
Many of these people were originally incorporated as low-status 
members of the Kwcna chiefd.om, located in the southeastern part of 
what is now modern Botswana. In the 1820s, in the midst ofcivil 'Aar 

and external invasion, they fled or were forced, in conditions of' 

http:chiefd.om
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servitude, into the arid desert of western Kweneng. Coping efyec
tively with harsh, uncertain circumstances requires flexible, coopera
tive social relationships. The survival of these people and their 
significant economic success in a harsh environment was, in large 
part, a result of relationships among the primarily kin-based social 
units of the Kgalagadi called kgotla, which were not hierarchical.' 
Over time, their normative conceptions about how people should be 
organized have been adapted to incorporate nonhicrarchical prin
ciples. 

I begin this account of the adaptation of Kgalagadi principles of 
social organization with a consideration ofa type ofsmall social unit, 
ofwhich the kqotla is an example, that appears to be a promising place 
to begin a systematic search for the locus of productive behavior 
responsible for at least minimal survival in formally hierarchical 
systems. I then provide a description of the contrasting sets of rules 
that structured the social organization of the Kgalagadi befbre and 
after their flight iinto the desert in the nineteenth century. In the last 
two sections, I summarize the conditions that permitted the produc
tive operation of Kgalagadi kgotla, and characterize the nature of the 
remaining social organizational challenges that face the Kgalagadi 
and other residents of Botswano. 

Primary Local Units of Collective Action 

While the polygamous or monogamous family is the basic social unit 
in all African societies, families never exist independently of one 
another. The smallest social unit that is capable of operating with 
considerable autonomy is an aggregation of families. Structured in a 
wide variety ofdifferent ways, this larger unit is ubiquitous in human 
society because all people confront tasks requiring joint effort with 
others, and also because they prefer to live "in society" with others. 
The kgotla of Botswana is an example of such a unit, as is the early 
nineteenth-century Ncw England township descibed by Tocque
ville. In chapter 5 of this book, Ronald Oakerson refers to such units 
as "primary local units of collective action." 

Tocqueville begins his study of American political life with the 
township because, after the family, it represents the first or "primary" 
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level of social organization. "The village or township is the only 
association which is so perfectly natural that, wherever a number of 
men arc collected, it seems to constitute itself... [It] exists in all 
nations, whatever their laws and customs may be" (Tocqueville, 
[1835 11945, vol. 1: 62). The term "primary locnlunits ofcollective 
action" (my emphasis) distinguishes a social u,,it such as the kgotla 
from a larger ethnic or religious group that individuals might, in 
some circumstances, idcnti6, as their "primary" affiliation. 

Despite their ubiquity and central social significance, these ymail
scale social units have only rarely been recognized as an embodim :nt 
of social capital of considerable value, or been subject to sy,:tematic 
comparative study by political scientists. Most political leaders of 
independent African countries have regarded them as either quaint 
anachronisms or as dangerous remnants of earlier, inegalitarian 
societies. In Botswana, formal governing authority has been with
drawn from them in an cflbrt to rid the political system of its 
patrimonial features. Accounts of kgotlaoperation by fbreign observ
ers (Kuper, 1970; Odell, 1985- Richards and Kuper, 1971) have 
stressed the continuing social significance and productive potential 
of the kqotla. These, hoevecr, are rebutted by authentic accounts of 
arbitrar, behavior by kFqotla headmen. Undoubtedly the behavior of 
headmen, supported, as they vcre by the authority of the larger 
structure of a hierarchical chiefiom, could be most undemocratic. 
Neither supporters nor detractors of the kqotla have been sufliciently 
aware, however, of the circumstances under which "traditional" 
hierarchical principles of social organization yielded more consen
sual social relationships. No systematic study has been made to 
determine the extent to which hierarchical norms of social organiza
tion have been adapted to include nonhierarchical principles. 

"Traditional" organizational arrangements have been studied by 
ethnographers and political scientists alike primarily as unique organ
izational forns.4 Scholars have focused largely on differences rather 
than on attempting to understand what commonalities underlie the 
obvious diflerences. Without an effort to examine commonalities as 
well as differences, little can be learned about older fbrms of social 
organization that is useful in present-day circumstances. The rules 
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used to constitute these units embody the organizational experiences
of people in particular ecological environments. These organiza
tional forms deserve to be the subject ofserious comparative analysis.
Their internal organization, asas wvell their role in larger political 
structures, needs to be sympathetically understood in the way that 
Tocqueville sought to understand the organi .. fi-n of the New 
England township of the 1830,; and its relationship to state and 
national institutions in American socictv ( focluevillc, [ 1835 ] 1945, 
vol. 1: 61-101). 

Important first steps in the comparative study of these institutions 
are to identify a unit of analysis and to speciiy a set of categories of 
rules that can be used to dcfine the structure of the unit. The 
Kgalagdi kqoela will bc examined here as an example ofa primary local 
unit of collective action. Such a unit is characterized by a membership
that is largely self organizing; consists of ar, aggregation of fhmilies 
(the lower bound of group size is two families); shares some sort of 
"kinship" (possibly froni common experiences) that is the basis upon
Whit> they distinguiSh themselves from others; and occupies a 
defined territory. 

In this ciapter, I contrast the different sets ofrules that structured 
the internal organization of the Kgalagadi kilotla and the relation
ships between kgotla before and after the flight of the Kgalagadi into 
Kwcneng's western desert. The analytic descriptions of these two 
difflrcnt kotla structures \\,ill, for the purposes of this discussion,
consist principally ofthe rules that regulate entry and exit from kgotla
and delimit the authority of kqotla members and leaders.' 

A cross-cultural study of local units of collective action should 
yield a diverse array of structures. The structares that have provided 
a basis for productive endeavor should, however, have common fea
tures that, once identified, will contribute to the fuller development
of a theory of collective action. In the fourth section of this chapter,
I summarize the conditions that have played an important role in the 
productive operation of the Kgalagadi kgotla in the later nineteenth 
and tventieth centuries. 
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Table 7.1
 
Organizational Principles of Kwena and Kgalagadi Kgotla,
 

Early Nineteenth Century
 

Within each familv and each kqotla: 

" 	A father exercises absolute authority over the assets of a son 
until his marriage, and over family assets until his own death. 
A son must obey his father and elder male kin. 

* The birth order of sons de-termines the rank order of their 
decision- making ability, and isa !egitimate basis for the unequal 
distribution of decision-making authority among brothers. 
Younger brothers must obey older brothers. 

" 	A man's heir is the first son of his first-ranked wife. 

" 	Only adult males authorized to form a new kgotlamay leave the 
kgotla into which they were born. 

Among ktqotla: 

" Only t.e senior son of each wife (other than the first-ranked 
wife in a polygynous family) is authorized to establish a separate 
klotla. 

" Each new kqotla must be located nearby that of the new kgotla 
leader's father (see note 11 ). 

* 	Leaders of new kqotla retain their genealogical rank order and 
must obey senior male kinsmen. 

" A superior ethnic group should not be subject to outside 
control, but culturally inferior groups must acquiesce in the 
leadership of superior groups. 

Hierarchical Principles of Organization 

I turn now to a description of the "traditional" hierarchical norms for 
the regulation of relationships within and among kgotla as used by 
groups attached to the Kwena chiefdom at the beginning of the 
nineteenth century (see the summary in Table 7.1 ). The larger social 
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structure wvas built up from the hierarchical principles of fhmily
organization that gave a father significant authority over sons, and 
eider brothers significant authority' over y'ounger breothers (Okihiro,
1976; Schapcra, 1977). Hierarchical relations among brothers wvcrc 
maintained as new associational units wvcrc added over time. The 
conception and the language of superior-subordinatc status that 
characterized the rclationship- between older and younger brothers 
wvas also applied to relationships anmong diffrent ethnic groups
(Okihiro, 1976). The subordination of one cultural group to an
other wvas justified b\, the presu,mption on the part. ofthe dominant 
group that cultural differences \%,ere evidence of cultural interiority.
During much of the nineteenth cCnttu, relationships among the 
three major cultural groups in Kwencng were distinguished b\ 
personal relationships of domination that approximated serfdom. 

Authority Relationships within the Family. Polygyny wvas 
common in Kweneng through the 19 20s. In a polygynous house
hold, the male head managed several semiautonomous production/
consumption ulnits composed of an adult wvoman and her children 
(Schapera, 1966). The fmily head built a separate homestead and 
cleared a field for each of his viv'cs.' Each woman controlled the use 
of the produce of her own field. The wives and children of each 
household could personally own livestock tlat wcre distinguished
from animals owned b\, the other households and by the male head,
who usually owned the largest number of animals. 

Each member of a polygynous familv held a place in a \well
specified hierarchy ofauthority. The male head exercised a high level 
of authority over all his wives and children. A man's wives were 
ranked according to the order in w'hich he had married them.7 The 
rank of sons and daughtcrs was determined by the rank of their 
mother and the order of their birth within their mother's household. 
In general, women dcfirred to men of their own or higher status. 
From the level of a wvific's household to that of the larger cultural 
group, subordinates w'cre expected to obey their superiors.

In order to ensure his and his wive," security in old age, the head 
of the household retained cointrol ofthe livestock (cattle and goats), 
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the household's principal store of wealth, until his death. The eldest 
soil of the first-rankcd wvife wvas the father's heir. He inherited the 
bulk of his father's livestock as well as principal responsibility for the 
welI-being of'all his Cather's surviving wives and children. Ownership 
of the remainder of the herd was distributed among the younger 
sons. Somewhat larger portions were given to tile eldest sons than t(. 
the younger sons of the second and third wives. The eldest son of 
each wifi inherited most ot'her livestock upon her death and assumed 
responsibility fbr the well-being of his younger brothers and their 
families. Sons often kept inherited livestock together in one herd 
after their parents' deaths, so that even those brothers who inherited 
few animals had access to animals fbr milking and plowing puItpoScS 
(Henderson, 1980). 

The family was not, however, simply aproduction and consump
tion unit. Indeed, orderly production and consumption were pos
siblc only because it was also the elemental unit ofgovernment. The 
childhood recollections of' a yoting man rccoidcd by I. Schapera 
describe the typc ofdecferencc that was expected of younger brothers 
toward older brothers in a lheadman's family in about 19 2 0 .' It also 
demonstrates the rule-making and rulc-cnfbrcing role of the family 
and extended famil'. 

Vhile I was still growing to the age of discernment, I was a lad who 
loved to herd livestock. I had an older brother, whom I used to slight;
in the afternoon, on coming lhmC (from the pastures), when he 
wished to stick agoat, I would push h11im away from it. When we got
honc wc went to the thrum (kqotla) and slept there; then after dark 
we went to pass the time in my mother's homestead, and when we 
were giv.'n tbod, if he helped himself first I became sullen and took 
and spillcd it, I really did so. It once happened that my father gave 
us some porridge; my brother took ahandful, and as he was breaking
it up I took and threw it (the porridge) to the ground, and ill father 
almost killed ie. The next day three big le-goats were slaughtered.
This day we did not go out to herd, but staved at home. The blood 
(of the goats) was cooked, and after it was done my brother and I 
were given sonic in alittle pot; I took and put it before hin, he helped
himself, and I lifted up the pot and poured out its contents. My father 
asked ne (why I had done so), and I told hima that imy spirit had 
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taught me I was senior to ny brother. My fhther then spoke to my
maternal uncle, saving: "'Fake a lash and whip him"; but my uncle 
refused, saving, "He ismy nephew, and perhaps I have spoiled him." 
My thther replied, "Take some ash and dust him with that, but N'ou 
must also whip him." I tried to run away from hi i (the uncle), but 
he took a cane from the veranda of the hut and ptrsued me, and I ran 
with all my might. As I was still running, I looked back at him, and 
I ibund that he was close to me. As I ran there was close to me ahole 
from which the women used to dig out earth, and when I tried to 
jump over it I MI in, and he caught and beat ine. When in%mother 
heard me crying, she also cried. In the evening, atler the stin had set,
when I came from the cattle-kraal I went to in%' mother's homestead; 
and after dark she gave tile porridge, saying that I should eat it with 
my brother, but When he helped himselffirst I became sulky, and tlN 
thther almost killed me. From now on I ceased entirely from slighting 
my older brother. (Schapera, 1938: 186) 

Disputes that could not be resolved at the individual thmily level were 
passed to successively more senior relatives. Af. the story illustrates, 
maternal kin also played a role in fhmily dispute resolution. 

The Rules of Kgotla Formation. Rules regulating kqotla forma
tion in the early years of the nineteenth centtryt determined: (1)
which adult males were authorized to tbrm aseparate residential and 
decision-making unit; and (2) ",here, with respect to their fhther's 
homestead, leaders ofnev k/jotla could build their own. TI-, way in 
which new kgotla wcrc generated in agrowing population organized 
as polygynous tamilies can best be explained if I begin with what 
might be considered ail "original" polygynous household composed
ofa man and his three wives (see Table 7.2). The houtsehold head's 
heir was the eldest surviving Son of his senior wife. While all of the 
male head's soils were expected to acknowledge the seniority of this 
son, it was recognized that tnen would always feel closer to the 
brothers born into their own mother's household. Each wife's sons 
were also expected to show deference and loyalty to their elder 
brothers in their mother's household. 

As sons reached adulthood and vere married, they could choose 
from several associational options. All the sons could elect to remain 
within the existing social unit. in this case, the original polygynous 
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Table 7.2 

Formation of Kgotla from Original Polygynous
 
Household, Early Nineteenth Century
 

Original Kgotla A
 

Household of 

first wife 


Senior Junior Junior 
son son son 

Heir and 

headman of 


Kqotla AI-
IHousehold of 

first vife 

Senior Junior Junior 
son son soi 

Heir and 

headman of 

Kglotla A 

Household of 
second wife 

Senior Junior Junior 
SOil Soil son 

Headman of 
Kqotla B 

Household of I 
second wife 

Senior Junior Junior 
son Soil son 

Headman of 
Kgotla AI 

Household of 
third wife 

Senior Junior Juniorl 
Soil soil son 

Headman of 
Kgotla C 

household would simply expand into a larger social and political 
unit-Kgotla A in Table 7.2-under the leadership of the father's 
heir. It was also possible for the senior sons of the second and third 
households to torm their own kqotla . In this case, three kgotlawould 
be formed, Kgotla A, Kqotla B, and Kgotla C. Each of t!ese would 
constitute a separate social unit comprising the househoid of the 
senior son and those of his two younger brothers. Each new kqotla 
would acquire the rank of its headman. The relative seniority of these 
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,qotlawould be maintained through successive generations as new 
klotla w%'ere formed. In the third generation, the rank order of k, otla 
would be A, Al , B, B 1, C, C . The rule permitting the tbrmation of 
new kiotla offered individuals with different maternal kin the oppor
tunity of exercising greater independence without breaking comn
pletelv with their paternal kin (Okihiro, 1976). 

If two new kqotla were to be formed, new homesteads would 
normally he built separate but not too tar away from the homesteads 
of the oriin'al polygynous houschold. All new homesteads, whether 
or not they constituted a new kqotla, had to be built within the 
boundaries of thc chicfdom settlement site. 

An individual male stranger with or without his own family could 
be integrated into this structure as a junior "brother" of the leader 
of Kqotlr A, B, or C. A larger extended familh group of strangers 
might be allowed to establish their own separate 'qotla Under the 
leadership ofany married soni from any of the three original house
holds. Leadership of the new twotla would be passed down through 
th," descendants of this son. Occasionally, a larger group led by a 
highly comip-,tent and trustworthy stranger would be given status as 
an additional junior "Kgotla D" in this system under its own leader. 
Gan Y. Okiihiro (1976) provides a detailed account of how large 
numbers of strangers were incorporated into the Kwena chiefdom 
during the nineteenth ccntury in the wake of great population 
dislocations in southern Africa. 

These organizational norms wvere adapted in practice to take 
account of important economic considerations relevant to the viabil
ity ofa ktotla . Both adult male Kwena and strangers, if they had few 
or no livestock, had to establish their homestead in the k.gotla of a 
man wealthy enough to be able to loan them livestock with which to 
support their families (l)uggan, 1986). BLcausc most ofthe livestock 
went to the eldest son of the senior wife, clder sonfs in other houses 
might not have had suflicicnt livestock to forrn their own independent 
kuotla. This economic constraint helps to explain why fiwer new 
kqotla were established among the Kwena than the rules would lead 
one to predict.' It also meant that, occasionally, an entrepreneurial 
you,ngcr broilior in a household was able to establish his owvi kguila. 
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Rules of Ethnic Inequality. Since the settlement of the Kvena 
in what is now V.weneng in about 1650, political life there has been 
characterized by inegalitarian relationships among three cultural 
groups-the Kwena, the Kgalagadi, and the Sarwa (Okihiro, 1976; 
Schapera, 1952). The core of the Kwvena chiefdom was composed of 
descendants of Kwena as well as a small number of people from 
related groups who had become thoroughly integrated into the 
chiefdom. This well-organized group has occupied the highest 
position in the ethnic hierarchy. Culturally and physically the most 
distinct from the Kwena, the pcoplc referred to collectively in 
Tswana as the Sarwa have occupied the lo\\est position in the ethnic 
hierarchy. These people, somctimcs refirred to as Bushmen, are 
descendants of the aboriginal populations Of southern Africa. In the 
nineteenth century, most of them lived as hunters and gatherers in 
small dispersed population groups in the isolated northern and 
western regi(ns ofKwcencng. 'ihe l'swana-speaking Kgalagadi groups 
hav2 occupied the middle position in this ethnic hierarchy. 

Civil war among the Kwena and attacks by succeeding waves of 
foreign invaders who swept into eastern Botswana in the early 
nineteenth century sharply increased the deprivations to which 
population groups living in Kwcncng but not tlly integrated into 
the Kwcna chiefiom were subjected (Okihiro, 1976). By about 
1824, both newly arrived refugees and groups Who had lived with the 
Kwcna for a long time had either fled or been forced out into the 
western desert to become the Kgalagadi. The Kwvcna needed guns to 
combat well-armed invading groups. Kgalagadi were expected to 
collect Fbr the Kwena large quantities of tle wild animal skins, ivory, 
ostrich fiathers, and other desert products that traders sought in 
exchange fbr rifles. Family groups ofSara \\,ere attached, sometimes 
forcibly, to Kgalagadi fhmilies whom the\, assisted in hunting and in 
preserving skins and meat (Schapcra, 1938: 169-170). For the next 
forty years, Kwcna patrols periodically tracked down Kgalagadi 
groups, confiscatcd any animal skins, meat, ivory, livestock, or grain 
they could find, and killed anyone wiho resisted. 

In 1853, warfare among Kwcna factions and between Kwena and 
external invaders ended. Kgalagadi, most of whom had been con
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trolled by the leader of the rebel Kwena faction during the civil war, 
were distributed more widely among individual Kwena of high rank. 
Entire ethnic groups were still characterized as servants.10 But the 
relationship now paired individual household heads in one group 
with heads in another; each Kgalagadi household head was person
ally attached to a Kwena. When tile son ofa Kwena married, he was 
given control of the household of one of the sons of the Kgalagadi 
attached to his father. In turn, each Sarwa headhousehold was 
attached to a Kgalagadi household head. Kgalagadi paid tribute 
directly to their own Kwena master, who was expected to send a 
portion to his senior kinsmen. 

In the second halfof the nineteenth century, the brutality of these 
relationships was gradually reduced and the personal and property 
rights of Kgalagadi gradually restored. The institution of servitude 
was formally abolished in 1892 by the Kwcna chief in order to direct 
Kgalagadi tribute, relabeled as a tax, to himself alone. Tribute 
payments to former masters continued, however, until the protector
ate administration, under the 1934 Native Administration Procla
mation No. 74, outlawed receipt of any form of tribute (Bechuanal
and Government, 1934a). Kgalagadi have now regained most of the 
economic ground they lost in the nineteenth century, but they 
remain social infieriors (Solway, 1980). Most Kweneng Sarwa are 
now only part-time hunters and gatherers who also work as field 
laborers or herders for Kgalagadi and Kwena (Vierich, 198 1). 

Nonhierarchical Organizational Principles 
of Kgalagadi Kgotla 

The conditions of life that Kgalagadi groups encountered in the arid 
western Kweneng made it impossible for them to organize in 
accordance with norms still recognized among the Kwena. Political 
and environmental factors, in addition to the demise of polygyny,
helped make the Kgalagadi kqotla a different kind of social unit 
organized on different principles (see summary in Table 7.3). The 
result has been the development in central and western Kweneng of 
small scattered autonomous settlements containing fragments of 
ethnic groups formed into one or more kgotla . Until the past few 

http:servants.10
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decades, family groups could move at little cost to join kin in other 
settlements or establish a new settlement. Beginning in the 1920s, 
access to the opening of wage-labor opportunities for men with, at 
the same time, the increased significance of male labor in plow 
cultivation of croplands, gave younger brothers more bargaining 
power within the family These factors have had a leveling effect on 
hierarchical relationships among brothers. 

The Kgalagadi Pattern of Kgotla Organization.'l From 1824 
to 1853, Bolaongwe and Shaga moved incessantly in kgotla or 
individual family groups to find food and water and to evade Kwena 
and Ndebele raiders. During this period, members of the two 
Kgwatheng kgotla were able to remain in the vicinity ofKwena cattle
post wells at Lctlhakeng. The Kwena made fewer tribute demands on 
them, apparently because they were not good hunters. 2 

When the fighting ended in 1853, only two Kgwathe'ng kgotla, 
two Bolaongwe kgotla, and probably about ten Shaga kgotla re
mained on the fringes of the Kwena chiefdom territory. The Kwena 
routinized the tribute system, reducing somewhat the uncertainty of 
the Kgalagadi. This encouraged the establishment of more perma
nent settlements. As populations increased, the size of settlements 
remained small; often a settiement contained only a single kgotla. 
Individuals and individual families also moved independently for 
portions of the year, rejoining larger groups at reliable w;.ter sources 
for the dry winter season when group hunting was carried on. 

This organizational form facilitated hunting and gathering that 
provided food as well as the tribute demanded by the Kwena. The 
Kvena, therefore, had no incentive to force Kgalagadi to settle down 
in a few large settlements. Since any livestock that Kgalagadi man
aged to accumulate could still be confiscated, there was little family 
wealth that could be inherited. In such circumstances, younger 
brothers unhappy with their treatment could easily leave their kgotla 
and attach themselves to other kin. 

In the third quarter of the nineteenth century, the Kwena allowed 
trading relationships to develop. Kgalagadi could now exchange any 
animal skins that were not needed for tribute payments for cattle. The 
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Table 7.3 
Organizational Principles of Contemporary 

Kgalagadi Kgotla 

Within each family and each kqotla: 

• 	Fathers share authority over assets ofsons until the sons marry, 
and control family assets until cicy die. 

" The order of birth of brothers isrecognized as conferring on 
older brothers superior wisdom and knowledge acquired
through their greater experience. Younger brothers must 
respect older brothers but need not obey them. 

" A man's principal heir is the first son of his first-ranked wife. 
Younger brothers arc entitled to a considerable share of family
wealth at the death of the father. 

" An adult male may settle anywhere he chooses. 
• 	The genealogically most senior male in a settlement is the 

legitimate leader of the kgotla. 

Among kgotla: 

" 	Any adult male can establish a new kgotla. 
" A new kgotla can be located anywhere, although fathers prefer 

that sons settle near them. 
" 	Genealogically senior males have no authority over junior kin 

in other kgotla except when they have been sought out as 
mediators of conflicts. 

• Individuals may appeal judgments of a Kgalagadi kgotla court 
to Kwena kqotlacourts, including the court ofthe Kwena chief. 
Kgalagadi should not be subject to Kwena, but Sarwa should 
acquiesce in the leadership of Kgalagadi. 

expanding cattle herds required larger amounts ofwater, increasing
the dependence of the Kgalagadi on the perennial water sources in 
the valleys ofcentral Kweneng. Gradually families that brought cattle 
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to Letlhakeng, Kgesakwe, and Khudumelapye during the dry winter 
months began to remain in the area. Newly arrived family groups 
built houses near kin already established there, and the genealogical 
senior Nv' :s rccognized as the common leader. 

Over the course of the century, the nature of the social group that 
constituted the principal social and residential unit in the central and 
western part of Kweneng gradually changed. This group did not 
consist of'a neat, veil-defined branch ofa family trcc but was, in many 
cases, a small community composed offragnents of more tradition
ally organized kot/:. ("'cca:-,i, nally these new communities included 
a few family heads from diff'crcin ethnic groups. Some intermarriage 
occurred among Bolaongvc, Shaga, and the Ngologa who lived west 
of Kwencng. 

The 4qotla currently found in the villages of Letlhakeng and 
Khuldunmclapye \v'erc formcd in 1945, w'hcn kqotla scattered around 
the wider central Kwencng region wcrc asked to move together to 
form a densely structured village. These official kgotla represented 
the major divisions in the three major ethnic groups. They also 
included favily groups belonging to immigrant Kwena, refugees 
from the wars who had settled with the Kwena and then decided to 
move west. Population increase resulting from the continuing 
immigration of kin fragments has not resulted in the formation ofany 
new kqotla in Letlhakcng since 1945. Nev kqotla formation within 
established scttlcments among the Kgalagadi appears to have ended 
for the same reasons as among the Kwcna. The monogynous 
marriage pattern and the withdrawal of recognized governing au
thority from the leaders of kqodta removed both the traditional 
reason and the incentive for new kqothl formation within an existing 
settlement. Existing kgotla have simply continued to expand in size. 

Neither the Kgalagadi as a wvhole nor any of the three ethnic 
groups individually recognized a single "chief" with authority over 
kqotla in all settlements. " Individuals know hoxw they are related to 
others in their ethnic group. They may approach senior kin for help 
in resolving a dispute, but senior kin hying outside their settlement 
have no impact on their daily lives. A man's younger brothers are still 
expected to remain close to himii. Little can be done, however, to stop 
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them from setting out into the desert on their own if they choose to 
do so.
 

The populations of kiiotla in the majo-r 
 Kgalagadi settlcments 
have fluctuated considerably since their Ioundiii. Family groups
have moved in and out in search of better Mnting, better pasture,
better water for livestock, a better place in w\hich to cultivate crops, 
or more agrceable neighbors or leaders. The low cost to aNy
household head, whosc wealth was in li\cstock, of exit from agivcn1
kqotla has encouraged restraint in the extent to vhich senior mcm
bers attempt to dominate jtulior members in a :qotla .The dispersed
settlement pattern has created multiple associational options for the 
heads of households. 

The K\vcna did not aspire to control the way in \vhich Kgalagadi
organized their own affairs except to ensure tile collection of tribute 
and taxes. Kwcna k,qtatla courts wcre occasionally used as courts of
appeal for Kgalagadi ulhappy w\'ith the judgments of their own 
courts. Kgalagadi, how\evcr, tended to avoid paying taxes when 
possible and to resolve disputes With minimal contact with the 
Kwena. Protectorate administrative refbrms in 1934 removed the
indepcnd,.nt judicial authority ofalnost all kqotla headmen (Bee!"ua
naland Govcrnent, 1934b). The chief's representative se'nt to
Letihakeng as ajudicial officer fbr all Kgalagadi ofccntral and westcrn 
Kweneng was, from the point of vie\ of Kvcna and Kglagadi,
principally atax collector. Ho\'evcr, bccaus- Kgalagadi krot i head
men constituted the council that advised the chief's reprcscntativc on 
all cases brought to the court, they continued to have adirect role in 
judicial mattcrs. This common local hascourt become a usefil 
institution. Unfortunatcly, without the assistance of'kqotla courts, it
has become overburdcned and frequently refuses to hear civil cases. 

Wage Income and Increased Equality within the Family.
Hierarchical relationships and more authoritarian management styles
have survived the longest inside the family. From the point at which 
Kgalagadi began to rebuild their livestock herds until the late I 9 20s,
when men began to go to work in the mines of South Africa, control 
of household resources by the family head kept the cost of 

http:indepcnd,.nt
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disobedience, which was disinheritance, high-particularly for the 
eldest son in each household. Initially, fathers demanded that mine 
wages be turned over to the family head to meet consumption needs 
or for investment in livestock (Schapera, [193811977: 220-221 ). 

Wage-employment opportunities provided young men with a 
source of income that was not controlled by their senior male 
relations. Younger sons could, ifthey chose, break with their families 
and keep their wages for themselves. The threat of this break and the 
loss of wage income and scarce male labor from the family inspired 
many fiathers to give sons greater control over their wages and over 
the livestock in which their wages were invested. A gradual alteration 
of inheritance rules, which had closely approximated primogeniture, 
has also occurred. Today, a father's estate, primarily in the fbrm of 
cattle, is distributed more evenly among his (Henderson,sons 
1980). Daughters also may now inherit from their fathers. This 
change has encouraged younger sons to remain a part of the family 
producti.i team. 

Genealogically senior males still have leadership prerogatives, but 
they are no longer assured. Reduction in the official authority of the 
kqotla headmen only partially explains the fact that a mere one in 
seven of the kgotla in the village of Letlhakeng is now led by the 
genealogically senior male member. As early as the 1850s, when 
kqotla headmen wielded considerable formal authority, some Kgala
gadi who were entitled to leadership positions chose not to take them 
because they disliked the responsibilities involved. Personal qualities 
including literacy skills are increasingly important in the selection of 
leaders. 

New Kgotla Near Cultivation Areas and Boreholes. Kgalagadi 
are not the only cultural group in Kweneng that has demonstrated 
the ability to adapt the conception of the ktqotla and create new kinds 
of communities. Survey research by R. M. K. Silitshena (1979) 
indicates that in the 1960s the Kwena began moving away from the 
main body of the chiefdom established in the large village of 
Molepolole located in eastern Kweneng to form nev settlements in 
cultivation areas previously inhabited only during the growing 
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season. Accelerated development of underground water in the 10 50s 
and the declining influence of the Kwena chief since Bots, ana's 
independence in 1966 were principally responsible for thi, new 
kgotla formation in eastern Kweneng. 

The development of deep-bored wells has also been associated 
with the process of new kgotla creation in the central and western 
parts of the di'.trict. Former residents of the first larger permanent 
settlements suc:h as Letlhakeng, Dutlwe, and Takatokwane, as well 
as family groups that had not yet joined a large permanent settle
ment, have established new kgotla at places that were originally 
isolated cattle posts (YKamer and Odell, 1979). Although the 
opportunity costs of moving away from e-stablished villages have 
increased because of the development of schools and ;:iinics, popu
lation movement continues. 

This remarkably vigorous community-generating process contin
ues even though kgotla headmen have no formally recognized 
governing authority. The district administration does recognize the 
leaders of villages of some minimal size as subordinate judicial 
authorities. But neither kgotla nor villages have independent law
making or taxing authority. Botswana's political leaders have been of 
two minds about these new communities. On the one hand, they 
realize that the productivity of agriculture will be increas-d ifpeople 
live near their fields and animals. On the :r, the multiplication of 
small settlements, makes it more difficult to fulfill promises about 
providing social services. Some of the new settlements in the east and 
west have been officially accepted as villages and their headmen have 
been recognized as official judicial authorities. Even in those settle
ments where the headmen are not so recognized, they arbitrate 
disputes and orga~iize local affairs (Si'itshena, 1979). Difficult cases 
are forwarded to authorized judicial officials of recognized village 
courts. Residents of unrecognized settlements do not, however, take 
part in the selection of representatives to the Kweneng District 
Council, the only subnational representative body with any law
making authority. 
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Table 7.4
 

The Successful Operation
 
of Primary Local Units of Collective Action:
 

Some Prerequisites
 

1. 	Common understanding.A common understanding among 
members about the rights and duties ofmembership. Reaching 
a common understanding about the operation ef a unit is 
facilitated by a common (or similar) language(s) as well as by 
common experiences. 

2. 	Group interactioncharacterizedby reciprocity.Members must 
understand reciprocity and consider reciprocal behavior the 
proper way for group memb,'rs to interact. 

3. 	Some autonomous authority.Some autonomy from superior 
administrative units (possibly as a result ofgeographical isolation) 
that allows the making and enforcing (possibly only with social 
sanctions) of rules, and enables the group to marshal group 
resources and to limit the authority of leaders. 

4. 	Small size. When the upper bound of group membership is 
considered relatively small (perhaps 20-30 adult household 
heads in illiterate societies), groups can more easily monitor 
each other's behavior thereby discouraging shirking and free
riding. 

5. Reasonablypricedexitoption.The existence ofother autonomous 
groups, attempting to achieve similar objectives, to which a 
group member might, at a reasonable cost, move, enhances the 
effectiveness ofany one member's voice within the organization 
and increases the likelihood that leaders will be sensitive to the 
views of others. 
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Conditions for the Productive Operation of

Primary Local Units of Collective Action
 
The history of Kgalagadi kotla in the nineteenth century illustrates
conditions for the successful operation of local units of collective 
action in a way that confirms the importance of certain theoretical 
clements that arc not widely recognized (see the summary in Table
7.4). Theories oftcamwork begin with the observation that there are 
nunerous tasks, such as group hunting, whose accomplislhment
enhances life and that could not be managcd as successfully or as
cheaply by individuals acting alone (Alchian and 1)emsctz, 1972).
Successful teamwork, however, depends cruciall\, on the character
istics of the participants and their attitudes toward each other.
Vinccnt Ostrom (1987) has stressed the significance ofthe cognitive
rcquircments of sustained, productive, coordinated group activity.
Members of productive groups share a similar language and other
cultural characteristics that have reduced the costs to them of
reaching agreement about organizational rules. 

Ronald J. Oakcrson in chapter 5 of' this book and John F. A.
Taylor in chapter 12 emphasize the significance of reciprocity for the 
success of coordinated cfforts. Members must be willing to continue 
to cooperate with others cven when the short-term costs ofmember
ship outweigh immediate benefits. Cooperation is sustained by a
confidence that the long-term benefits of coopcration will outweigh
costs, and that consistently uncooperative people will not be allowed 
to benefit f'rom the joint efforts of others. It fbllows that local unaits
ollcollectivc action can be most easily organized among kin, to whon
reciprocity is the normal pattern of behavior. But they need not be 
composed only of kin. 

Logically, members of such units must have some autonomous
authority to make and enfbrce rules, which is necessary for the
mairshalling of the resources to cam, out common tasks, and to limit
the authority of leaders. The authority exercised to this end may or 
may not be legal in the scn,,c of"being embodied in a code of laws.
Because larger-scale hierarchical organizations sufkcr f'rom loss of
information and control (Simon, 1965; Tullock, 1965), one would 
expect to find opportunities for small-scale organization to operate 
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even within systems that grant little or no azitonom', to small social 
units, such as Kgalagadi kgotla. Human beings have self-organizing 
capabilities that even the most repressive regimes cannot thwart 
entirely. 

In voluntary, se!f-organizing collectivities, members must rcly 
upon organizational features other than the threat of criminal 
sanctions in order to discourage fikllow members from shirking or 
free-riding. It is casier to discourage undesirable behavior and 
safLiguard groulp cohesion in small-scale organizations in wvhich all 
members can easil' monitor each other's activities than in large-scale 
organizations (Hardin, 1982; Olson, 1971; E. ()strom, 1985). The 
tct that a group is defined as being self-organizcd implies an upper 
limit on its size. The exact size ofa group that can self-organize and 
operate successfully over time is, however, an empirical question; 
literate persons, 1or example, max' be able to manage a larger group 
than illiterate ones. 

Albert (). Hirschman (1970) and Vincent Ostrom and his 
collcagues ( 1961 ) have pointed out that thc existence ofalternative 
groups to which individuals can defecct, if membership in one group 
inposcs high deprivation costs, serves to enhance the voice of each 
group member and to discourage group leaders from the arbitrary 
use of authority. This featurc also encourages leaders of one group 
to learn from the successes of other groups in order to avoid losing 
members to them. The cost ofexit faced by an individual is a crucial 
issuc here. Ronald J. Oakerson and others (1987) and Harold K. 
Schneider (1979) have emphasized that exit costs are lowest fbr 
persons, such as nineteenth- and carl, twentieth-century Kgalagadi
hunter-gatheler cattle keepers, whose capital accumuilation ishighly 
mobile. Together, the last three conditions listed in Table 7.4 help 
to guard against majority tnanny inside the group without the assis
tance of outside authorities. 

The Continuing Challenge of Institutional 
Analysis and Desii. 

The significance of the Kgalagadi experience in the desert is ignored 
by others in Kweneng because it is the experience of people who are 
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still considered not very "civilized." Its significance is also discounted 
by some Kgalagadi, in part because their ancestors were forced into 
the harsh circumstances that required them to adapt their social 
organization so that it more closely resembled that of the "uncivi
lized" Sanva. Somc Kgalagadi have accepted the views ofothers that 
this pattern of social organization is indeed part of what makes them 
less "civilized." The fict that aspects of the Kgalagadi social organ
izational heritage are contradictory also creates confusion. Frus
trated Kgalagadi elders occasionally contend that a return to "tradi
tional" practices, that is, to conceptual norms ofhicrarci,y., is all that 
is needed in order to solve modern social problems. These same men, 
however, are deeply resentful of hcadmen oi' government officials 
who attempt to "rule" over them. Older Kgalagadi are especially 
likely to take offfbr the cattle post or some small western settlement 
in order to avoid tax collectors or other persons asking for contribu
tions for local development pi-ojccts that appear to promise few 
benefits for them. 

The complexity ofthe organizational dimension ofthe Kgalagadi's 
cognitive heritage increases both the difficulty of diagnosing the 
structural sources of a social problem and the likelihood that the 
resulting diagnosis will be correct. Conclusions about the institu
tional sources of'past successes and failures depend in large part on 
which theory one brings to the analysis. If one's understanding of 
institutional principles is limited to those of hierarchy, problems can 
only be addressed simplistically by attempting to perfect hierarchical 
organization. Even for people who can draw upon a more varied 
repertoire of design principles, diagnosis is a difficult task. Problems 
such as overgrazing of pasture land or juvenile delinquency could be 
due to the degree to which community organizations have moved 
away from the strictly hierarchical control of genealogical or bureau
cratic "seniors." Conversely, they cotd be due to residual hierarchi
cal features or to some inappropriate combination of hierarchical and 
nonhierarchical principles. 

Ultimately, only experimentation can confirm the accuracy of a 
particular diagnosis. Learning on the part of any group of people is 
enhanced when thcv are able to conduct their own experiments 
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based upon their own heritage of conceptual principles and experi
ences in light of an awareness that other principles oforgani:,,ation are 
available. OpportUnitics for experimentation with institutional de
sign have, however, been sharply curtailed by Botswana's central 
government leadership, which has insisted upon preempting all 
major institutional retorms. In the interest of fairncss to all groups, 
the leadership has insisted on Uniibrmitv in organization design. To 
permit the expression ofethnically based experiences in organization 
is thought to be an invitation to "tribal" conflict and civil war. 

That any significant dcvolution of authority to subnationl social 
units is associated with chaos demonstrates what surely is the most 
serious challenge in designing institutions for the people of modern 
Botswana. This is the absence, from both the conceptions and 
experiences of the Tswana- spcaking population, of principles, other 
than those of hierarchy, by which kyotla might be linked fbr the 
purpose of' addressing problems afl.'cting larger communities in 
Kvencng and Botswana. In the past, Kgalagadi required access to the 
wider community beyond their kqotla only for the purposes of 
judicial appeal. Otficially they had access to the courts of the Kwena 
kgotla to which they had been attached as servants; intbrmally they 
sought out senior relatives to act as mediators. Increasing population 
density and new technologies arc generating new problems that have 
widespread effects and require the attention of people living in many 
kgotla. The absence of an understanding of nonhierarchical means of 
organizing collective choice among kgyotla ensures that the hierarchi
cal principles of the institutions of government in Botswana cannot 
be supplanted. Despite repeated "refbrm" efforts, the fundamental 
"form" will remain the same. 

The cognitive heritage of other groups inside modern Botswana, 
such as the Kalanaga, whose conceptual principles of organization 
are nonhierarchical, may well provide some assistance. So little 
serious analyticattention has been given to the political theories of 
"traditional" Afiican societies that it is diflicult to know what in the 
way of conceptual heritages there is to be drawn upon fbr the 
construction of multicUltural, self-governing societies. The concepts 
and computational logic that people use to order their ways of life are 
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the ingredients of their political theory. In Africa, these heritages are 
undoubtedly rich. To identify' and analyze the cognitive heritage of 
the peoples of Africa is therore a research task of the greatest
significance for understanding the social capital that is available for 
African development. 

Notes 

1. "I here use the word customs with the meaning which the 
ancients attached to the word mores; for i apply it not only to 
manners properly so called-that is, to what might be termed the 
habits of the heart-but to the various notions and opinions current 
among men and to the mass of those ideas which constitute their 
character of mind. I comprise under this term, therefore, the whole 
moral and intellectual condition o'a people" (Tocqueville, [1835] 
1945, vol. 1: 310, ny emphasis). 

2. Much of this chapter is based on oral historical material I 
collected in l.ctlhakcng and other villages in central Kweneng. My 
own understanding of population movements in western Kweneng
is derived from oral histories of the Bolaongwe and the Shaga
collcctcd by Jacqueline Solway. The interpretation of these materials 
iS nlV own. 

3. In standard Tswana, the term kqlotla (pl. di qotla) refers to the 
meeting place in which members of a social unit, the lekgotla (p].
makqotla), gather for discussions. In everyday usage, Tswana speak
ers frequently shorten the word lekqotla to kqotla. In order to simplitfy
the discussion, I use the term k-oih to refer to one or more of these 
social units. 

4. Extensive comparative research has been done on kinship
systems. Kinship rules are frequently whar constitute primary local 
units in traditional societies. Of particular importance here are the 
pioneering eltbrts of Schneider (1979) to associate kinship systems
with other characteristics of East African societies including the 
structure of authority. 
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5. 	Elinor Ostrom (1986a, 1986b) has suggested the following 
classification categories for rules that, in configural relationship with 
one another, can be used to describe the analytic structure of 
institutions. 

1. 	Boundaryrules,which set the entry, exit, and domain conditions 
for individual participants. 

2. 	 Scope rules, which specify which states of the world can be 
af eted and set the range within which these can be affected. 

3. 	Position rules,which establish positions, assign participants to 
positions, and define who has control over tenure in aposition. 

4. 	Authority rules, which prescribe which positions can take 
which actions and how actions are ordered, processed, and 
terminated. 

5. 	Informationrules,which establish information channels, state 
the conditions under which they are to be open or closed, 
create an official language, and prescribe how evidence isto be 
processed. 

6. 	 Aggregation rules, which prescribe formulae for weighting 
individual choices and calculating collective choices at decision 
nodes. 

7. 	 Payoffrules, which prescribe how benefits and costs are to be 
distributed to participants in positions given their actions and 
those of others. 

6. Some Kwena men also cleared a field for themselves. In good 
years, the grain harvested from this field represented a surplus used 
for investment in livstock (Schapera, 1943). Income invested by 
Kgalagadi in livestock was generated primarily by hunting and wage 
labor. 

7. Among the most genealogically senior families whose mar
riages had considerable politi'al significance, the wife whose eldest 
son 'ould be consider'd heir Nkas sometimes not the first wife 
married. 
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8. This story was told by Gaoonwe Seloilwe, who was the
headman ofthe Bolaongwe kqotla, Goo-Modimo, in the Ietihakeng 
area when Schapera recorded it. Josehi, the older brother mentioned 
in the story, died before his fhther, so the leadership position had
passed to the storyteller. Deference toward genealogical seniors,
which is such an issue in this story, was probably viewed with
somewhat greater seriousness in a headman's fhmily than in other 
families because the heir would become kotla headman. 

9. If each of the nine sons of the finder of Kgotla A married
three wives and each of these wives produced three sons, eighteen 
new kqotla could be formed in the next generation.

10. The Tswana-language terms that are translated in the text as"master" and "servant" arc inotq (p]. beinq) and motlhanka (pl.
batlhanka). Motlhanka has been used in Kweneng to refer to the
subordinate party in two types of asymmetrical relationships that
have involved some form ofservitude (Okihiro, 1976: 132). As it has
been most commonly used, the term refers to the subordinate in
relationships between persons of different economic status who
belong to the same cultural group and enjoy the same personal and
property rights-a man and his son, an older brother and his younger
brother, or a wealthy man and a poorer one. Used in this way, the 
term has been translated as "servant" (Schapera, 1943) and "client"
(Tlou, 1977). As it is used in this chapter, inotlhanka refers to the
subordinate party in relationships between persons of radically
different economic status who belong to different cultural groups
and enjoy radically diffirent personal and property rights. Used in
this way, motlhanka has usually been translated as "ser"' (Schapera,

1943; Silberbauer and Kuper, 1966; Tlou, 1977). Similar conditions

of servitude involving Sarwa, however, were characterized as "slav
ery" by British administrators and missionaries (see Gadibo!ae,
1985; Hailey, 1953; Hitchcock, 1987). Because the terms "slave"
and "serf" have not been used consistently to refer to specific
conditions of seritude, and because the conditions of servitude
experienced by Kgalagadi and Sarwa in Kweneng have varied consid
erably over time, I have chosen to retain the more general term
"servant" to describe the subordinate party in both types of relation
ship. This requires that the conditions of servitude in any particular 
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asymmetrical relationship be specified fbr each time period. 
11. Because collection of the oral histories of the Kgvatheng, the 

Bolaongwe, and the Shaga of Kweneng has only just begun, this 
generalization must be qualified. The rule that a new kgotla had to 
be built near existing ktqotla was almost certainly shared by the 
Kwena, the Kgwatheng, and the Shaga in the early nineteenth 
century. Kgwatheng oral historical accounts of this period indicate 
that this group, which lived with the Kwena for more than acentury 
and a halfprior to their expulsion into the desert, used the same rule 
the Kwena used fbir some time after they moved west (Okihiro, 1976: 
130). Phitsane, the second-ranking son of Moiphisi who established 
the Kgwathcng kitotla in Letlhakeng, killed one of' his younger 
brothers who had moved away from the kqotla settlement at Mhat
eng and refused to come back when ordered to do s,). Moiphisi's 
eldest son, l)ire, who was not interested in being headman, also left 
the settlement soon after his father died. Dire's genealogical seniority 
made it possible for him to leave without consequence. (These 
examples come from my Letlhakcng interviews.) Three of the five 
groups among which modern Shaga are dividcd-the Moriti, the 
Sckgalo, and the Motsoto-lived with the Kwcna and Kgwatheng 
for a considerable period of time (Okihiro, 1976: 176-178). The 
other two Shaga groups-thc Panyana and the Monycmane-which 
arrived much later at the Kwena settlement, had fled from settle
ments destroyed by invaders located immediately east or southeast of 
the Kwena (p. 133). These groups probably also shared settlement 
rules similar to those of the other three Shaga groups. The settle
nicnts of'Fswana chiefiloms both large and small of this period were 
distinctive anmong southern African livestock-keeping people for 
their densely clustered settlement pattern (Legassick, 1969; Wilson 
and Thompson, 1969: 153). Their prior experience in the desert 
probably meant that, among the Kgalagadi groups, the Bolaongwe 
experienced the least change in their norms ofsocial organization in 
the course of the nineteenth century. Okihiro (1976: 130-131) 
indicates that the Bolaongwe arrived in the vicinity of the Kwena in 
the early nineteenth century after extensive travels lasting perhaps a 
century and a half in the southwestern and western part of what is 
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present-day Botswana. Their population, having hived off from a 
larger group, was quite small, so the question of how many settle
ments they should have may not have been relevant to their circum
stances. 

12. Kgwatheng did not escape entirely from the predations ofthe 
Kwena during the period ofwarfare. Mcdern-day kgotla informants 
describe elaborate techniques developed during this period for 
hiding grain from Kwena and Ndebele raders. 

13. After the village of Letlhakeng was formed in 1945, the 
district officer of the protectorate administration appointed the 
genealogically senior Bolaongwe in Kweneng, who was at that time 
headman of Goo-Modirio kqotla of Letihakeng, as "chie' of the 
Kgalagadi. The appointment had no efrcct, since this chief was given 
1.9 governing authority ofany kind. Today the headman ofthis kotla 
acts as assitant to the chief's representative, who is president of the 
village court, bu: cxccrcises no official authority. 
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8 AMOS SWER 

The Putu Development
 
Association:
 

A Missed Opportunity
 

Introduction 

Efforts to use community organizations as instruments ofdevclop
ment have usually failed because of the way that development 
programs are designed and implemented. Participation is a crucial 
element in the generation of capabilities fbr development. Where 
genuine participation takes place in designing and implementing 
development efforts, such efforts become self-organizing and self
sustaining--cssentially, they become exercises in self-governance. 
Using the experience of the Putu Development Association of Putu, 
Liberia, this chapter shows how traditional institutions can be 
deployed to achieve development objectives within a fz:I;work of 
local self-organization. The Putui experience also shows what can 

This chapter has benefited triom the helpful comments of Elinor Ostrom, Vincent Ostrom,
Susan Wynne, and other colleagues at the Workshop inPolitical Theory and Policy Analysis, 
Indiana University. 
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happen when such eflbrts toward self governance are initiated within 
the framework of a larger political autocracy. 

The Role of Participation in Development 

One ofthe crucial questions that has always confronted development
specialists has to do with the role of participation in development.
Both concepts have undergone considerable transformation since 
the era of Third World independence was ushered in at the end of 
World War II. In the 19 50s and 1960s, development was perceived 
as the improvement of the economic and social well-being of a 
society. These required economic growth (Hirschman, 1958; Cairn
cross, 1962) and social mobilization, that is, increased potential for 
socially eflicacious wasbehavior (1feutsch, 1971). Participation 
perceived as the mobilization of people to perform functions of
interest articulation and legitimation of authority (Nettl, 1967; Nettl 
and Robertson, 1968; Huntington and Nelson, 1976).'

Typical of how the modernization process was perceived was the 
perspective of Warren Ilchman and Ravindra C. Bhargava that it 
depended "on securing a central polity, its penetration into various 
spheres of life, and obtaining for the polity free-floating resources 
unattached to any ascriptive group to pursue further modernizing 
goals" (1971: 268).2 Most development programs of the 1950s and 
1960s revolved around the establishment of strong administrative 
systems for planning and implementing development programs. It 
was assumcd that in the absence of viable political and social 
institutions, a strong and efficient bureaucracy would not only serve 
as an instrument of economic development but as a significant
contributor to "political growth and development" (Braibanti, 
1971). 

Operating on this logic, development programs were dominated 
by cooperatives organized by governments and funded by external 
donors, public corporations, and rural-based projects operated by
central governments and donor agencies in accordance with prede
termined blueprints with well-defined targets and largely quantifi
able goals.' Participation was reserved for the political realm. 4 
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Economics-of-scale required such arrangements for some of these 
projects suLch as irrigation works, dams, highways, bridges, and 
electrical generation capacity. 

Irma Adelman and Cynthia T. Morris (1973), among others, 
have eflcctivcly pointed out that tile approach often failed to have a 
positive impact on the poor. The newv approach to development that 
cvol'cd in the 19 70s slightly altered the concepts of development 
and participation and established a direct link b'tween the two. 
l)evelopment was now defined as economic growth with equitable 
distribution of the fruits of growth (World Bank, 1981 ); participa
tion was to be tile nexus where people and government met in tile 
process of development. This nexus was to be located at the 
implenentation stage of development projects.' )ecentralization 
w\'as the new strategy introduced to ensure participation. 

Experiments with decentralization through the 1970s have pro
duced uneven rcsuls, in part because the concept has been used in 
many diff':rent ways in the design and implementation of develop
ment programs." In some cases, decentralization has only meant 
attempts to operate dcvelopment schemes through village develop
ment committees appointed by government or supervised by the 
political party, as in the case of l.esotho (Thoahlanc, 1984), Malawi 
(Addai, 1984), and most of Africa. In other instances, it has meant 
the shifting of intractable problems ,o ill-equipped, quasi-autono
mous agencies as a strategy to absolve central government of 
responsibility, as apparently is the case with the Central I'unisia 
Development Project (Nellis, 1983). In,still others, it has become a 
device fbr inducing a shift in peasant prodUction away from the local 
staples to export crops, as in the cases of the Societe d'Amenagement 
et d'Exploitation des Terres du Delta du,Fleuve Senegal (SAED) and 
the fhrmers of Jamaane, Senegal (Adams, 1980).7 Perhaps uneven 
results should be expected not only because of difkirences in the 
design and implementation of development programs but also 
because of the naturc of such undertakings. Decentralization in
volves adaptation in institutional arrangements to fit specific circum
stances and, as such, cannot produce universal solutions. 

After a review of decentralization projects in Asia, Africa, and 
Latin America, G.Shabbir Cheema and Dennis A. Rondinelli (1983) 
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concluded that if decentralization is perceived as the incremental 
building of in,' itutional capacity, then, on balance, the experiments
in decentralization as undertaken in the 19 70s can be judged as
"moderately successful." It isnot clear how that judgment emerged
in such a short time frame despite considerable evidence of minimal 
local participation." David C. Korten (1980) is more circumspect in 
his review of dec.ntralization sclhemes; he was disappointed at their 
lack of participatory opportunities. In his review ofdcentralization 
projects in Asia, he can identify only a .cw s,,ccesses." Every one of 
the succCssfhl projects he identifies grew out of the experience of the 
local community, involved local people in their planning and im
plementation., and was driven by the dedication of one or morc 
highly respected local individuals. 

Community De:.'elopment as Self-Governance 

Limiting participation to implementation isa serious shortcoming of' 
current decentralization approaches. In addition, a more serious 
conceptual problem is the thilure of such approachc.,; to appreciate
the predatory tendencies inherent in the relationship between local 
commu nities and central governments. Even with an abundance of 
good-will on the part of a national leadership, the temptation to re
centralize in rh-: fhce of' seemingly difficult circtum:;tances is always
 
present.
 

The altcrvative perception of nongovernmental organizations
(NGO's) as asubstitute tor central government-that is,in situations 
wv'here central government isweak, permissive, or indifkrent-is also 
problematic. In many such situations, communitieslocal stand 
precariously close tW developing a patron-clicnt relationship withNGO's. Sometimes both central government and community or
ganizations become highly dependent on thcm.")

There is no substitute f'or genuine participation in the planning
and implementation of comnunity dcvclopmcnt efforts ifthcy arc to 
achieve their purposes. Participation cannot be seen as a strategy or 
a means; it must be an integral part of the ends to be accomplished.
It is a major factor of cmpowerment, and an indispensable element 
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inl scl- gcneratcd, sclf-crganizd, and sclf-sustained development. I 
The ability of individuals in a community to take full advantage of a 
w"ide range of' institutional possibilities made available through 
processes of'constitutional choice-of individuals who arc sceking 
solutions to individual and collective problems and pursuing both 
individual and collecti'e aspirations-cannot be only a function of 
participation; more importantly, it isademonstration ofcapacity for 
sclt'governance (V. Ostrom, 1987). 

From percciving development as sclfgovernance, aditlerent per
spective emerges. Not only does this perspective put individuals as 
they interact with others in their community at the center of the 
development procc..;s; it also puts greater emphasis on the generation 
of self-reliance, as opposed to strategies tor positioning acommunity 
to receive spin-ot s from the top. A community now becomes 
preoccupied with the usc of'ilnstitutions as "social technologies" fbr 
building complex arrays of relationships and linkages-including 
linkages with other communities in pursuit of mutual intercsts-and 
vertical relationships with the center. With the use of various forms 
of institutions, an appropriate structure of' incentives, and the 
bencfits of'past cxpcrincc and the experiences of others, acomlu
nity may make available to itselfa variety of possibilities for produc
tion, distribution, appropriation, and consumption of goods and 
services (V. Ostrom and E. Ostrom, 1977; E. Ostrom, 1986a, 
1986b). A different typc of relationship isalso perceived with NGOs: 
their inputs bcComC supplcmncntary, and rcquirc adaptation and 
integration. 

Finally, with development perceived as self-governance, the le\ el 
ofsocial efficacy generated in the local community is independent of 
the requiremcents of central hierarchies. This is a source of tension 
and a major threat to independent local initiatives inl developing 
countries. Such was the case in Putu, Liberia, where the Putu 
Developmcnlt Association, with the assistance of a Liberian NGO, 
organized acomm1unit-y-wide effort lcading to self-governance that 
was lcgitimizcd by traditional authority. 
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Background: Putu Society 

The people of Puti belong to the Kralm ethnic group. Tiis group 
is one of six that make up the Kwa-spcaking people, most of whom 
are found in southeastern Liberia. Th acephalous social organiza
tion of Kwa societies sets them apart from the two other ethnic
linguistic groups (Mel- and Mande-speaking) found in northern and 
western liberia. These three hnguiktic groups together constitute 
more than 90 percent of Liberia's population. Putu (Chiei|dom is 
located in Konobo District in the heart of the tropical rain 'orest in 
southeastern liberia. It isone of five chiefdoms in Konobo l)istrict. 
Konobo is one of the poorest districts in ILiberia; and Puti isone of 
the poorest chictdoms in that district. 

At the beginning of the twentieth cenittry, when the Liberian 
government extended its control ovcr the wider territon, that now 
constitutes Libcria, the people of Putui stiftly resisted incorporazion. 
They organized armcd resistance and refiscd to pay taxes to the 
central government. In the 19 30s and 19 40s, the\, refused to be 
conscripted into the militan, or to work as \\age labor on rtbbcr 
plan tationls. 

Tw fhctors seem to have enabled PutI to engage in such 
sustained resistance. ()ne was Putu's remoteness from the cciter of' 
govcrnmcnt authority. The second was the incompatibility of Putu's 
internal ilstitutional arrangements with those of hierarchical organi
zations. I'here are about tbur thousand inhabitants oflPutu Chiefdom. 
The\ live in thirteen villages and towns dispersed throughout the 
trest and connected mainly by fotpaths. The largest town, Pc
nokcn, i!,situated on the main highw\ay and is the chicfdom's major 
link with outside groups. 

After the establishment of' central government authority, Putui 
remained marginal bccauIsc it had resisted the central government. In 
the earl, 1960s, the governmcnt granted concessions to a number of' 
private firms to exploit the vast timber resources of the area. Putu still 
has not experienced many benefits from its dwindling timber re
sources. Roads bypassing villages ha'e been built deep into the forest 
by logging companies, and employment is minimal and seasonal 
because of the nature of logging operations. 1 
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Putu Social Organization 

Prior to the establishment of central authority over Putu, largea 
village or a cluster of villages constituted an autonomous political 
unit. Given the high level of ethnic homogeneity in this region, as 
well as the small size of'settlements, most villages consisted of hardly 
more than the extended family or lineage segment. Quite frcqucntly, 
a village consisted of "quarters" that were nothing more than the 
households of the adult children of one person. The p'olysgnous 
household was the basic social unit. Economic production took place 
largely in the household. The father of the household exercised 
control over the fruits of' production. 

While a village or cluster of villages constituted an autonomous 
political unit, other configurational relationships existed that created 
special jurisdictions. For example, several villages or autonomous 
political units would organize to use the services of artisans such as 
blacksmiths and weavers, or to participate in public works projects. 
These special jurisdictions usually crosscut hitherto autonomous 
political units and served specific purposes. 

Structure of Authority 

Authority within the household resided in the father or husband; 
adult children were expected to leave the household and establish 
households of their own. The eldest son of the senior wife was the 
heir to the household property and the authority of the father, but 
he had to demonstrate leadership ability in order to be respected. 
Enterprising younger brothers were not infrequently treated infbr
mally as de thcto family heads. 

The elders of the households constituted the "quarter council," 
whose purpose was largely to resolve disputes within the quarter. The 
greater the diversity of kinship or lineage in the village, the more 
important the authority of the council. Elders who exercised influ
ence in such bodies were usually those who had demonstrated 
considerable skills in some ftrm of production. 
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The village Council of Elders, which was composed of elders 
selected from the quarter councils, was the body that exercised 
ultimate authority over the village. Elders were selected from the 
various quarters to be members of the council. Selection to such a 
body'was determined by age as well as by performance over the years. 
An elder must have excellcd by exceptional merit in a particular 
endeavor to be nominated irom the quarter and accepted by the 
Council of Elders as a member of that body. Some of the areas in 
which demonstrated excellence was recognized were in farming, 
hunting, oratory and debate, drumming, dancing, fine arts, and 
warfare. 

The most important function ofthe Council was to supervise the 
use ofcommunity land. This function was of crucial importance, not 
only to ensure the availability of farmlnnd to all villagers, but also to 
provide control of land in view of the ease and frequency with which 
newv settlements were formed by individuals who, fbr any reason, 
desired to move away from existing villages. ' Disputes not resolved 
within the households and quarters wvere also submitted to the 
Council. The Council of Elders was headed by a chief who was 
elected by the council from among its members. His authority was 
derived from the council and not from paternal descent. In effect, the 
chief in Putu society was very similar to a coordinator-the presiding 
officer of the council. 

Beyond the chief and Council of Elders of the village, a higher 
council of limited authority existed called the Owners of the Land. 
This was a group of the most prominent and distinguished elders 
from all the autonomoUS political units throughout Putu society. 14 
Only elders who had :.tained celebrity, if not legendary, status and 
commanded the respect of the entire society were selected as owners. 
The Owners of the Land had exclusive jurisdiction over land disputes 
involving persons or agen'ies outside Putu society. In addition, they 
had jurisdiction over disputes between villages, and in matters that 
involved custom, traditions, and values of the society, and that 
required the imposition of sanctions by Bleah Kwee. 

Bleah Kwee was the ultimate authority in Putu society, the em
bodimen:, ofits moial and legal authority. It combined spiritual con
nection to the ancestors with other magico-religious beliefs, and was 
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symbolized by a mask dancer. The intervention of Bleah Kwee in a 
dispute signified that the matter was of enormous gravity or involved 
failure to meet a very important civic responsibility. While Bleah 
Kvee represented the moral and legal authority of the society, its 
sanctions were endorsed and enforced by the Owners of the Land. 

One of the most prominent among the elders was chosen by the 
Owners of the Land as chairman. His responsibilities were limited to 
convening meetings and seeing that they were properly conducted. 
The chairman needed to be known for his judiciousness, even
tempered manners, and stately comportment. Another official or this 
council was the Speaker, who acted as spokesman of the Owners of 
the Land. He had to be an eloquent and articulate person with an 
exceptional command of language, logic, and parables. His knowl
edge of the history of the society and vision of its future needed to 
be inspiring. The position of Speaker was especially important in 
circumstances requiring serious discussion of an issue critical to the 
well-being of the society. Then there was the bodio. He was the high 
priest of the society, in charge of its religious affairs. 

Principles of Association in Putu 

A basic principle of association in Putu hinged on age. Many social 
activities were organized on the basis of age-sets. Age criteria also 
defined the limits ofwhat could be expected from an individual. Size 
of farm, physical prowess, and mental agility were all evaluated with 
reference to age. 

While association based on age-sets was the most common form 
of association, individualism and independence were highly prized. 
Their exercise, however, did not excuse failure to meet family and 
community obligations or (o observe established authority relations. 
Competition within age-sets was a hallmark of association in Putu. 
This practice was maintained throughout all age levels. It was in this 
context that characteristics such as courage, fortitude, and endur
ance were highly valued, serving to ensure status and recognition. 

Beside the criterion of age and the prescribed structure of 
authority, performance was another important basis for respect. A 
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father exercised authority over his household, and a son was obliged 
to respect and obey his father. However, the esteem and social status 
that accrued to an individual in the larger society depended upon 
public evaluation of his performan-e. The social status accorded an 
individual was determined morc by achievements than by descent. 

Contemporary Operational Pattern of Authority in Putu 

In the early 1920s, the Liberian government imposed ol Nutu and 
other interior areas a system ofinterior administration very similar to 
the British colonial system of"indirect rile" (I.ugard model). This 
arrangement organized indigenous authority into hierarchies in 
which villages were brought together into clans, and clans into 
chiefUonis. A paramount chic fwas selected fbr each chiefdom and a 
clan chief fOr cach clan. For quite some time, the governennt 
appoint,.d clan and paramount chiefs. Bogus elections were organ
ized for these positions after the practice of direct appointmclts 
ended. 

Paramou,nt chiefs arc rcsponsible to the district commissioner 
who reports to the supcrintenidcnt of the county. The superintcn
dent, in turn, reports to the minister of' internal atfairs, a cabinet 
oflicer who reports to the president. Thc "election" of paranlount 
chietf provides for the selection of leaders by a new set of critcria that 
arc largcly external to Putu society. Access to financial and other 
resources and to a support base outside Putu has become as impor
tant in "winning elections" in Plutu as it is clsewlhere in Liberia. 

The imposition of the new authority structure radically trans
formed authority relations in Putt, as it did elsewhere among the 
accphalous societies of southeastern ILiberia. By installing a para
mount chief,, who was responsible to an autthority outside the society, 
the status of the Council of EIlders and Owners of the Land was 
reduced to that of advisory bodies. In such a situation, the position 
of paramount chief, too, was usually untenable. On some occasions 
he had to rely upon the military forcc of the central governmcnt to 
ensure his efliectiveness. Many times, a crafty paramount chief would 
seek to walk the tightrope of invoking local support through the 
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Council of Elders and Owners of the Land in order to ensure greater 
compliance. More oftien than not, the relationship between the 
Peoplc of Pttu and the local authorities of the central government 
was laden with conflict. 

This conflict led to the central government's decision to withhold 
key infrastructures from Putu. The tirst medically qualified person, 
a phyvsician assistant, was assigned to Pttu only in the earls, 1970s. 
The nearest dtctor was at a h(spital more than a hour's di-ivc from 
Pcnckori oin the main highway and several days' walk along footpaths 
from all the ,ther villages. A dilapidated elementary school built by 
the commtnity with thrcc teachers and 150 students was located in 
Pcnokcn. ()nly, onc of the teachers was paid by the government. 
About 800 children awaited turns to attend some classes. 

Until 1980, a hut tax in the amount of ten dollars per hut and a 
development tax in the amount of fivc dollars per adult were 
collected annualh' irom the people of Putl as they were from all 
citizcns inl rural Iliberia. In addition, ntimerous official "contribu
tions" \\'elc exacted for "coutty development" or "national develop
ment" poects. Put ti has rarely been abenliciary ofthese resources. 
Although tile hut tax was abolished in 1980, otficial and unoticial 
requests fbr "contributions" have increased. 

Most essential commodities not available to local villages have 
had to bc obtained from the county seat under conditions of great 
hardship. I itr in Putti is rugged and austere. Although the people 
have reached an uneasy accommodation with the imposition of 
central government authority, they have remained proud and uni
daLu ntcd. 

A History of the Putu Development Association 

In the earlv 19 70s, a f \rw professionals who were or had been 
associated with the University of Liberia organized aconsortium in 
an cflrt to address some oftthc social and economi: problems of the 
society. The ending of the twenty-seven-year rule of William ib
man as president of Liberia in 1971 dccpcnCd their desire to explore 
ways of'dCvcloping institutional capacities fbr democratization. This 
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multidisciplinary group was called SUSUKUU and was legally 
incorporated as a nonprofit agency designed to study problems of' 
urban and rural pov'erty. I Konobo District became one of' 
SUSUKLJU's target areas because of the documented indices of 
extreme poverty in Konobo that appeared in national economic 
Sti l' \,s. 

Upon hearing of the existence ofSUSUKUU and its interests, the 
Youth Association of Putu invited it to Putu in July 1976. The 
association consisted of two groups of young men from the age-set
ofabout 15 to 25. One group was resident in Monrovia; many of its 
members were students of' various schools or employees in low
paying clerical and service jobs. The other group resided in Putu and 
consisted largely Of part-time fhrmers, hunters, and seasonal employ
ees of timber companies that operated in the area. I SUSUKUU was 
introduc,:d to Putu by a respected local association. This enabled it 
to be perceived without suspicion. 

The principal ofthe school and the president of the local youth 
association proved indispesablk in organizing the approach to 
community-\vide decision making and partici 'dtion. These two 
organized a meeting vith the Speaker of Putu and a later meeting 
among the Speaker, the paramount chief, and SUSUKUU represen
tatives. As a result of the la',cr, a general meeting of the chiefiom's 
people was organized by the paramount chief Such a meeting could 
have been :aled by the Owners of the Land and would have been 
considered a significant one, about grave internal matters; however, 
it would have lacked official sanction or aroused suspicion. 

Representatives of every sector of the population were present at 
the general meeting. Among the represented were three female age
sets, two men's age sets, and number of social clubs and artisana 
groups. In addition, a number of town chies and the entire Council 
of' Elldes of Penoken and all the Owners of the Land were present.
The meeting brought together the official leadership of the chiefdom 
as well as the traditional leadership. The youth organization and the 
principal of the local school played important and catalytic roles. 

It was clear from the discussion that while there was a unanimity
in the perception of the problem, there were significant differences 
in how the problem should be resolved. The lack of educational, 
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health, and employment opportunities was the major concern of all 
of the people. The paramount chief attributed these problems to the 
laziness of'the people. The wonen blamed the lack of internal 
cohesion. The youth blamed tile government. General, but unspo
ken, agreement existed that the central governmcrit was the chief 
cause of Putu's poverty. 

The Owners of the Land remained silent throughout most of the 
discussions. Occasionally an elder would intervene to correct an 
erroneous statement or to provide some information. The Speaker, 
who shared the presiding officer's role with the paramount chief, 
would occasionally ask a question o'r seek clarification of a point. 
Much of the debate involved the paramount and clan chiefs, the 
youth, women, and others such as the owner of a local retail shop 
who w\'as a district officer assigned elsewhere in Konoho. 

The paramount chief was enthusiastic about the prospect of co
operation with SUSUKUU and proposed the formation of a com
munity consultative body to work with him on a development 
project for which SUSUKUU would provide funding. The youth 
objected. The idea of organizing a unit of collective choice to 
undertake community development projects was welcomed by all 
sectors of the comlmunity for diff':rent reasons. After several hours of 
vigorous discussion, the participants agreed to organize the Putu 
Development Association to devise a scheme fbr improving the 
conditions of life for tile people of Putu Chiefdom. 

Organizing the Putu Development Association 

About two weeks after the first general community meeting, asecond 
meeting was held for the purpose oforganizing the Putu Develop
ment Association. As aresult of prior consultations among influential 
members of the community, a proposal was made and accepted to 
organize a board of directors and a local management team that 
would be in charge ofday-to-day implementation ofthe association's 
projects. 

As soon as the institutional framework was agreed upon, officers 
were elected. The paramount chief presided over the elections. A 
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nine-man board of directors was elected consisting of all nine 
members of the council reirred to as Owners of the Land. The 
chairman of the Owners of the Land was elected chairman of the 
board and the paramount chief was requested by the board to serve 
as its chief advisor. 

The Speaker was elected to be president and chief Cxecutive 
officer of the association. As cxccutivc officcr, he was head of the 
management body that would supervise the day-to-day activities of 
the association. Four other members were elected to the manage
nient team. These included arepresentative ofthe youth association, 
the leader of the middle age-set women's association, and the 
principal of the primary school. 

The types of officers that were elected demonstrated the resur
gence of traditional institutional structures as a vehicle Ifor collective 
action. The election of the Owners of the Land as aboard ofdirectors 
indicated that the association would be clothed with the full !egiti
macy and moral authority of the people of Putu. It was considered 
agenuine outgrowth of their own initiatives, one that would proceed 
in accordance with their own wishes. 

The chairman of the Owners of the Land, Elder Mehngee, who 
was now chairman of the board of directors, was a stately man of 
about seventy. As hea young man, had displayed valor in the 
resistance of the 19 20s and 1930s. He was considered to be afervent 
protector of the land and the integrity of the society. His calm and 
deliberate manners inspired confidence. He was highly respected 
throughout Putu society. 

Dugbe Saydee ParIC, the Speaker of Putu, who had been elected 
executive officer of the association and a member of the board, was 
eloquent and articulate. He was respected as a courageous spokes
man who could be relied upon to convey the opinions and sentiments 
of the elders. He treated his colleagues with respect, actively seeking
their views and engaging in dialogue and debate with them. He had 
traveled widely throughout southern and southeastern Liberia and 
was aware of and sensitive to the impact of external influences on 
local society. He had been an excellent hunter. Parue, in short, was 
a flamboyant personality. He was barely literate-the only literate 
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member among the Owners of the Land. He was about sixty-five 
years old. 

The election of the principal of the school as a member of the 
management team was also of strategic importance. Principal Jecdo 
was about forty-five years old. He had completed high school in the 
count.,' headquarters in the 1950s and had attended the Zorzor 
Teacher Training Institute in northern Liberia when it was first 
opened in the carly, 1960s. Jcdo could have made a higher salary 
elsewhere, but he had returned to rutu to take over the school that 
had been built as a self-help project. Over the years, he had won the 
confidence of the Owners of the Land and was immensely popular 
among the people of the chiefiom. He wrote and read letters for 
them and undertook most of their transactions that required literacy. 
He had been co-opted as secretary to the Owners of the Land and had 
won the confidence ofmembers to the extent that he was allowed to 
attend their meetings. When the ccntra! government decided to 
establish the position of justice of the peace in Putu Chiefdom, the 
people recommended Principal Jedo for the position. His selection 
tbr such an important position had reduced the potential for conflict 
between official and traditional legal jurisdictions that would other
wise have certainly developed among the people of Putu. jedo, as 
both school principal and justice of the peace, was the single most 
important catalyst. He was knowledgeable about local culture, 
commanded the total confidence of the people, and was committed 
to innovation and change Without alienating local institutions. 

Martha Paye was the representative ofthe middle age-set women's 
organization on the management team. She was a widow of about 
fifty years old and was respected for her skills as a farmer and as an 
organizer. She was not gifted as a public speaker but was extremely 
effective in small groups, and persuasive in interpersonal discussion. 
She owned one of the most productive trms in the chiefdom. 

Pyne Wollo, who represented the youth, was about twenty-six 
years old. He had completed four years of schooling but had lapsed 
into illiteracy. He was an excellent farmer and was respected for his 
physical prowess. He had lived in the mining community ofcentral 
Liberia for a period and had also travelled to Monrovia on many 
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occasions. He worked on and off with local logging companies. He 
was somehow an associate of Kwee and, as such, was close to the 
Owners of the Land. 

The combination of people who formed the board and the man
agement team provided the appropriate mix for authentic and
f'rward-looking community development. The board of directors 
consisting of the Owners of the Land provided the institutional 
legitimacy and authority, while the management team that enjoyed
the full confidence of both the Owners of the Land and the people
understood techno)ogy sufficiently to organize the introduction of
innovations into the society without arousing fear and apprehension.
This arrangement provided the framework for introducing and le
gitimizing change through traditional institutional channels while 
maintaining stability. The interfacing of this arrangement with the 
central government was the one unknown factor. 

In summary, it seems that at least three elements were important
in the formation of the Putu Development Association as a local unit 
of collective choice. First, there was a legitimate, latent, indigenous,
institutional framework that may have had other objectives but could 
constitute the basis for the undertaking of a new endeavor. Second,
there was the availability of innovative influences such as the external 
animating influence of SUSUKUU and the catalytic role of such
 
internal agents as 
Principal Jedo and the Youth Association. Third, 
there was a significant issue or need that was the center of concern 
for most people in the community. 

Formulating a Program and Mobilizing Resources 
At the next general meeting of the association, projects were 
selected. The needs of the society were quite obvious. The major
debate revolved around priorities. The first project agreed upon was 
the construction of an elementary and junior high school capable of 
accommodating 600 students with facilities to train them in the 
fundamentals of a liberal education as well as in the crafts and skills 
that are essential for life in the rural area. A health center was the 
second project agreed upon. Health facilities were needed that could 
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provide out-patient care for many of the public-health-related dis
eases, a maternity ward, and sleeping accommodations for a limited 
number ofreferral cases. The third project identified at the meeting 
was a community shop. The women of the middle age-set lobbied fbr 
this facility, which they proposed to operate project of theiras a 
organization. 

The management team was requested to explore certain long
range possibilities. These included a trunk road to be built with 
community labor and equipmenlt of the logging company. Fuel costs 
were to be paid by the association, and electricity was to be provided 
fbr Penoken, the chief.om headquarter:. 

Community labor was to constitIte the major resource in the 
development of these projects. Not a single proposal was made to 
collect financial contributions locally. In order to mobilize capital, a 
commun.tN fhrm was to be developed. Rice and other food products 
were to be the major products, and cash crop production was to be 
undertaken later. The emphasis on fbod production was perceived to 
be important to this association; it demonstrated that communit-y 
self interest is always at the core of genuine community decision 
making. Puti and al of southeastern I iberia had always experienced 
shortages offood-especially rice, the staple, during certain times of 
the year. It was only logical that an association whose decision 
making was intrinsically democratic would fi)cus on the fbod prob
lem first. This differed from the experience elscwhcrc in Liberia 
where, in spite of' fbod sh-)rtages, "self-help" projects that were 
govcrnmcnt-guided or politician -inspired were forced to produce a 
cash crop even in the face ofsevcrc food shortages.17 

The Role of SUSUKUU. Early in the development of the 
association, SUSUKUU had informed the conmunit that it was not 
a donor agency, or an organization with ready-made answers. Its 
basic interest had been to study the problems ofpoverty first and then 
make sonic sLggCstionis. It was, however, prepared to work with the 
community as long as the projects retained their coiiin, 

, 

nal character 
both in decision making and in implementation. SUSUKUU was 
now requested to sen,e in an advisory capacity to the management 
team. SUSUKUU's immediate task was to devise means by which 

http:shortages.17
http:commun.tN
http:chief.om
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funds could be mobilized to procure a pickup truck and substantial 
quantities of farm implements (machetes and portable power saws), 
and to provide technical assistance in the cultivation of swamp rice.'8 

Within three months, SUSUKUU had secured grants from inter
national agencies to procure a used pickup truck and an assortment 
ofsimple tarm tools. 9 The Community was encouraged by SUSUKUU 
to send two young men to an eighteen-month agricultural training 
program near Monrovia so as to immediately begin developing self
sustaining technical capabilities. 

The procurement of both tools and a truck within such a relatively 
shortperiod by SUSUKUU, with the constant presence ofSUSUKUU 
representatives in the villages, reinforced the commitment of the 
association. The people of Penoken had already begun to see new 
possibilities. Women talked of expanding backyard gardens to pro
duce more pepper tor sale in the county seat. Others ta!ked of 
importing satrwater fish tbr sale in the community. Already increased 
purchasing power and increased possibilitie:; were being perceived. 

Organizing Production. According to an arrangement worked 
out by the management team and the leaders of the various villages 
and approved by the Owners of the Land, each village was to 
contribute a full day's work on the commu,nity, farm on a rotational 
basis twice a month. A schedule was worked out so as not to disrupt 
work on individual farms. Every social group of the village was to 
fUlfill the ustal role assigned to it in the fhrm preparation and 
production cycle. The leaders of age-set groups were to ensure tha 
members of their groups were in full attendance at the appropriate 
times. Their authority as leaders of the groups would be reinforced 
by support of the village Council of Elders and, ultimately, by the 
authority of the Owners of the Land. 

Enforcing Sanctions. Compliance on the part ofeach individual 
in these undertakings relied fu ndamentally on the value of honor that 
was entrenched in PutI culture. The esteem of an individual who did 
not honor his commitment was diminished in the eyes of his peer 
group and others in the society. This shame reflcted on his father 
and houschold. Considerable moral pressure was available to pro
note a sense of duty and a sense of integrity. 
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Kw'ee, a mask dancer, was another important instrument of moral 
pressure. Its function was to extol the virtues of the upright and decry
the vices of the slothful through songs, skits, jokes, and other art 
forms. Every self-respecting member of the society tried to avoid 
becoming the subjct of ridicule and shame by Kwee.:" 

An individual who remained undeterred by Kwee's sanctions and 
continued to be uncooperative or to break rules would be sanctioned 
by the village Council of Elders upon the recommendation of the 
leader of his age-ser group. Such sanctions could involvc the payment 
of' fines in labor or cash, denial of participation in age-set group 
activitics, or expulsion from the village. 

If' the issues involved bore upon the well-being of the larger 
commnit\' ( Putu societ'), the sanctions of Bleah Kwee might be 
invoked With the fill authtority of the Owners of the Land. Bccause 
the boundaries of thc Putu )evelopment As,;ociation wcre cotermi
nous with the boundaries of the chiefdom, and membership in the 
chiefdom was perceived to be cotcrminous with membership in the 
association, all of these sanctions that wcrc available in the wider 
society were available in support of the association. 

Conflict and Conflict Resolution 

'I'he resurgence of' traditional institutions as instruments of social 
change within a society dominated by external institutions, when 
added to the new sense of efficacy, was bound to produce conflict. 
Two types of conflict arose. The first type 'as conflict originating 
within the association as a result of the introduction of technology, 
and by the internal dynamics of the association. The second type of 
conflict was the result of the impact of external authority on the 
association. 

Internal Conflict. As a result of the introduction of the pickup 
truck, portable power saws, and hand tools for agricultural produc
tion, the people began to develop a broadcr perspective of what was 
considered attainable. This, by itself', 'as a potential source of 
conflict. For cxample, the availability of a pickup truck 'as a much
welcomed relief to expectant mothers and traditional midwives. 
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Formerly, preparations fbr a dcliven, inv'olved considerable mobili
zation of financial and other material resources, caLising emotional 
strains. The availability of a pickup truck changed this situation. 
However, competition fbr use of the vehiclk developed, especially,at 
night, from enterprising .(otng men who ventured far out roml the 
village to near the main highway to collect discarded pieces of logs
that they prepared for sale as firewood in the county, seat. Considcr
able conflict also ensued over the private use of tools, especially 
portable power saws. 

Conflict over access to resources also devehped between the 
management team and the paramount chief* Paramount Chief Kai 
Farley tfilt entitled to special privileges including the use oftthe pickup
for official and other purposes. Other local officials of the district 
government, such the revenueas local officer, assistant district 
commissioner, and the physician assistant, threatened to invoke 
central govcrimnt intmecntion unless privileges to which they ftlt 
entitled were granted. Although manr' ofthese officials were resident 
in Putu, they were not originally from Putu and did not fiel 
constrained by the moral and legal authority of traditional institu
tions. Although the Putu Dcvelopmcnt Association had been legally
registered as a nonprofit community association, it could not escape 
such harassment. 

Most of the intcrnal conflicts were resolved through discussions 
aming the management team, the leaders of age-set groulps, and 
represeltatives of the Council of' 1-iders of thc particular village. In 
situations ofenduring conflict, the chairman of the board of'directors 
would be asked to intm'cnc. On one occasion, a conflict about the 
quality of participation of ont villagc required not only a meeting of' 
the f'ull board of'directors but also a general meeting of all grouIps
withini the chief'dom, much like the earlier meetings during which the 
association was organized. 

External Conflict. The major conflicts that hindered production
and almost destroyed the association were a series of conflicts with 
the central govcrnmcnt. Tihe three sources of conflicts were: the 
tradition of resistance to central authority; the desire of local 
representatives of' central govcrnment to "enjoy the spoils"; and 
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central gomcincnt's perception of SUSUKUU. As progrcss with 
the project became visible, the rcsurgencc ofsocial etficacy in Putt 
seemed to revive memories of the resistance. At the level of' the 
district and C()untv hcadquartcrs, the view was that the people of 
PuttI w'ere arrogant and disrespectful to "constituted authority." 
This view was fueled by district and county officials who were cither 
resident in iPutu or had reasons to travel there regularly. Since most 
of the activities of the association involved transactions internal to 
Putu and SUSU KLI U, county officials werc never seriously involvcd 
with the association. The\' could neither claim credit for the success 
that was experienced in PutU nor enjoy the privileges. Their attitudes 
spawned hostile reactions to activities in Putu. 

The reaction f'rom Monrovia grew increasingly hostile. A factor 
that inlfluncCd the government's reaction was the involvement of 
SLISLIKULI. That many' of NLJSLIKLI's members werc associated 
with the Univer'sity of l.ibcria, perceived to be a base ofantigovcrn
ment activities, invoked an automatically negative reaction from the 
central govirnmcnt. The late 19 70s werc aperiod of fermentation in 
urban liberia. Student agitation was high, st ikes by workers were 
freq uent, and an urban-based pressure group successfully registered 
as the first opposition party in twcnty-five y'ears. In 1979, as a result 
of the govecrnmcnt's attempt to break up a demonstration against 
proposed increases in the price of rice, riots broke ott ill Monrovia 
in the course of which about 200 people were killed and millions of 
dollars' worth of'propcrty 'as destroyed. 

The Putu 1)evClopment Association began production in 1978 
and w\'as mid-way into the second farming season when the rice riots 
broke out. Many students of thc university who were associated with 
SUSUKUU were arrested during the demonstrations. SUSUKUU 
wvas accused of instigating trouble in Putu. As a result, the govern
ment arrested about 400 men and boys in PttI and transported and 
detained about 30 of'the men in prisons around the country. This 
conflict took place at the beginning of the fatrming season wv'hen 43 
acres of land were being cleared for cultivation. The w'omcn of PUtu 
took charge of the turil and, under special dispensation from the 
Bodio, the "high Priest," were pcrmittcd to fill trees and cut through 
\cry thick v'egetation, tasks normally reserved strictly fbr men. 
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SUSUKUU was obliged to withdraw from Putu. The govcrn
ment ordered stronger supervision ofactivities in Putu by the super
intendent of Grand Gedch COun'.CotIit' otficials created count' 
anministrative machinery under which tile PuI Development Asso
ciation was to operate. Under the new military regime in 198 1,a new 
management team consisting of local politicians was organized, and 
the association virtually fhded away about a y'ear later. 

Lessons from Putu 

Achievements in Putu. Given the short active liii: of the Putu 
l)evclopment Association, not many material successes can be 
claimed for it. Only one harv'cst of 20 acres of rice was produced. 
Inconie from sale of firewood and other activities was applied to 
commence construction of the school. The land clearing fbr the 
health center w\'as completed and about 6,000 sun-dried bricks were 
made to begin construction. A rice milling machine had been 
purchased to reduce the cost of rice preparation by about 30 percent.
The involvement of'nursing and medical students in Putu had led to 
improvcd health education and improved public hcalth practices. 
For example, breast-feeding, which was being discontinu cd in favor 
of fieding with a homemade porridge, was widely resuimed, and 
better waste disposal prac-iccs \were introduced. 

The primar , success of the Putut Dcvelopmcnt Association, 
however, was the resurgence of selforganizing capabilities and the 
renewal ofa sense of social eflicacy. The people of Putu had used their 
traditional institutiols as basic infrastructure, and had adapted inno
vations that enabled those institutions to constitute a viable friame
work for genuine participation in the pursuit of modern v'alucs. This 
development dcicd those theories of' modernization that assume 
that traditional institutions arc always preoccupied with primordial 
considerations that arc anti-modern. Moreover, the Putu Devclop
ment Association demonstrated that, by taking advantage of possi
bilities for selforganization, acommunity, no matter how poor, can 
undcrtakc capital fbrmation once it is lcft relatively free to do so. Putt, 
showed that important as money is, the organizational ingCnuity of 
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a comluinity and the work that it can mobilize arc more important 
forms of capital. i particular, the committed leadership and cn
trcprcncurship of individuals such as the school principal appear to 
have becn crucial in ftirthering Putu activities. 

Dilemma of Self-Governance within Hierarchical Orders 

The Putu D'clopmcnt Association was put together in a way that 
made it internall' viable as an instrument fbr collective action in 
devcl)ping c(mm(n-prperty resources alld public tacilities. It had 
established a system of' rules that defined the local community of 
imerest, idCntificd what it might accomplish, csi ablished the rights 
and dutiCs 01'participants, and arranged for the enforcement of those 
rules. The Putt1i Dcvcl opmcnt Associati(1 \.Ias so cc )nstituted that it 
was internally adapti,'c by modi'ing rIles ovCr time. The Putu 

rpeople had put tgetCthcr i11stmcn tali ties for collectivc action that 
were viable arrangements 16r unndertaking a communally organized 
program ft'collect i\C act 1 m.22 

The basic tensic m that dCst1oved the infrastructure that the Puti 
people had dcvclopCd was their rclationship to the larger structure of'
authority rclationships in the g)cvrnmcnt of Liberia. A critical 
problem that allectcd the association had to do With the dCmlands of" 
individuals such as scct md-lc\cl count' ,nd district oflicials w\'ho, b\' 
virtue oftheir residenty in Putu, 'ere perceived by the association as 
having legitimate claims to the use of rcsurces. TIhese individuals 
apparently perceived themselves as hav'ing greater proprietary rights 
than others. Such a situatiim obviously requires a mechanism capable 
of disposing of such claims citlicr within the organization or else
where, in the more extended system oft'gov'crnmcnt. In the case of 
the Putu l)evehpmcnt Association, no such mechanism was avail
able within Putu. Those making claims for priori.y did not perceive 
the internal mechanisms of' the association to be competent to 
dispose oftheir demands; they sought remedies outside the boUtlta
ries of' the association within a larger hierarchy with which the 
association already had a tenuous relationship. 

http:1l)crcopme.nt
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The survival of local units of collective action depends upon their 
being nested in a larger system of federated aUthority relationships. 
Elinor Ostrom stresses the need for "effective communication" with 
those organizations and authorities that are beyond the boundaries 
of the local organization, and the need to seek the "nesting of 
organizational arrangcments in federated structurcs ofvarious kinds" 
(1985: 27). This suggestion poses a tremendous challenge for local 
organizations that strive to survive within the confines of large and 
prcdator\' hicrarchies. The predatory character of hicrarchics takes anl 
official as well as an unofficial form. Officially, it takes the form of 
legal demands fbr taxes and for restricting and regulating behavior 
promoting its own interests. Unoflicially, individuals who occupy 
positions in such hierarchies take the liberty from time to time to 
harass, intimidate, extort resources, and claim private privileges. In 
suIch situations, it is most difficult, if not impossible, to e.tablish 
efel'ctive communication that ensures the resolution of conflict while 
preserving tile integrity of local units of collective action. It is 
essential that the larger system, within Which such local collectivities 
are nested, should see the survival and cflicicnt performance of these 
organizations as important in the development of society. 

One method sometimes used by local organizations involves 
making infbrnnal payments to local, regional, and national officials in 
rcturn for their support. The problem with this approach is that it 
directs capital rcsou rccs away from production and is therefore a bad 
bargain, since a false sense of autonomy is being bought at the 
expense of those same objectives for which autonomy was perceived 
to be nccssarv and desirable. Autolnomy now becones meaningless. 
Moreover, the payment of such protection money rcsults in the 
development of a dce fhctC Unitary authority structure. 

The eflective nesting of local units of collective action in a larger 
system to ensure their survival can facilitate the formation of other 
similar units in other communities. By helping others to develop self
organizing capabilities, a collcctivity can eventually transform a 
situation that had been perceived by the larger hierarchy as a special 
case into a common feature of the society. This is one way that 
innovation occurs. 
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There is another possibility to be explored. When a donor agency 
is involved, it may reduce the predatory impact of the larger 
hierarchy. The ri:k is that a new dependence on the external donor 
agency is created. There arc interlocking relationships among gov
ernent and nongovcrnment donor agencies. The provision of 
assistance by such agencies to specific endeavors within a given 
society makes the agencies interested parties and implies a commit
mcnt to the encouragement of certain trends in social development 
in the recipient society. Too often donor ag,:ncics arc silent partners 
of predatory states. 

The general situation in most developing countries is that devcl
opment is perceived to consist ofactivitics organized in various local 
communities by central government and donor agencies. Local 
people are usually called upon to participate in the implementation 
of those projects. Although some projects have successfully im
proved the lot of some local people, the general case is that the lot 
of most people in local commu,nities has not been improved. Among 
the important elements missing from this approach to development 
is the opportunity for genuine participation of local people in the 
design and implementation of the activities. The PutI Development 
Association departed from this pattern and indicated considerable 
selforganizing capabilities that increased the potential for self
governance at the community lcvcl. 

The tension bctwencc the development of sclf-organizing capa
bilities in local communitics and the imposition of control fi'om 
larger national hierarchies is one of the fundamental conflicts under
lying the development process in African societies. The United 
Nations Research Institute tbr Social Development (UNRISD) has 
recognized both the existence of this problem in the wider context 
of the Third World and the indispensability of community self
governance fbr the development of society. UNIUSD has asserted 
that: 

authentic participation heightening the participants' awareness of 
values, issues, and the possibility of making choices, influencing the 
content of'development, generating new ways of doing things, and 
also saf guarding the participants' right to an equitable share in the 
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fruits ofdevelopment remains an elusive aspiration. But the conver
sion ofthis aspiration into reality maywell in the end nrovc the central
requisite for a style of development enabling a socictv to function 
over the long term 1lr the well-being of its members. (;Il Machooka, 
1984: 60) 

If freedom of association i: conidcred to be a fundamental 
human right, there could not be any better evidence of its exercise
than in the frccdom of ).conmmnjity of people to organize and 
imprmvc themselves through self-governance. This problem deserves 
greater attention. 

Notes 

1. Huntington and Nelson discovered firom a review of several 
studies of participation in the Third World that the nature of"
participation in these societies is influenced more by the attitude of 
the political elites than by any other factor. 

2. The word "modernization" is gcnerally used interchangeably
with the word "development" (see, for instance, Ilchman and 
Bhargava, 1971 ). 

3. For an excellent example of how a top-down approach can be 
made more efficicnt, see Glynn Cochrane (1986).

4. The claim w-.s z:ht the three central values that drove society
 
were 
national UAit-V, ccon(,,-!c development, and political stability,

andi that the quest for chcse required a minimum of internal dissen
sion. It is no
coincidence that the perpetuation of leaders in office also
 
requires a minimul of internal di,;scnsion (see Weiner, ! 966: 208).


5. Scholars concerned with modernization had persikteidy asked 
what the impact of large-scale political participation oin economic 
development in developing countries might be, but they remained 
equivocal on the issue. Myron Weiner (1966) had suggcstcd, rather 
tentatively, that there was no direct relationship betcn the two.

6. Four types of' decentralization have been identified from a
review of several decentralization projects: deconccntration, or the
redistribution of administrative responsibilities within central gov
ernment; delegation to semiautonomotjs atgencies such as public 
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corporations; devolution, which in its purest but rarely used forms 
has to do with the creation ofindependent local authorities; and the 
involvement of nongovcrnmental organizations, or NGO's (see 
Chccma and Rondinclli, 1983). 

7. There arc cases where decentralization has been used to 
promote experimentation in technology transfier and other forms of 
sfcial engineering by research agencies (sec lcdlicka, 1977; Langley, 
1982 ). 

8. The major problems ofdecentralization pointed out by Cherna 
and Rondinclli have to do with the lack ofadministrative capabilities, 
of political commitment, and of an orientation promoting decen
tralization in bureaucracies. They also mention problems of design 
deficiency and inadequate htum1an and financial resources. Most of 
these problems relate to management activities at the top. 

9. Kortcn asserts that in order to be considered successful, a 
project must have achieved a high degree of "fit" between program 
desigii, beneficiary needs, and the capabilities of assisting organiza
tions. Thc concept of"fit" is taken from a theory of organizational 
design that explores the critical relationships between task, strategy, 
and structure (see Chandler, 1962; Galbraith and Nathanson, 1978). 

10. Writing about a development project in Cameroun, Philip 
Langlcy has dramatized the behavior of the authorities vis-a-vis 
donor agencies: "The picture that emerges from the discourse of 
institutional representatives in this study is closely akin to the prayers 
made in the Cargo Cult, going so far in one case to infbrm European
 
donors of their 'prayerful interest for greater things to come'" (see
 
Langley, 1984: 196).
 

11. Bryant and White have conceived of participation as empow
crmcnt and as a %alucin its own right; however, they quickly prescribe 
it as an "antidote fbr the psychological pain ofcolonization," thereby 
rnarginalizing its importance for all peoples( 1982: 211 ). 

12. The poverty- stricken condition ")fthe area can be judged from 
the fact that its average income is below the estimated national rural 
income of $70 and its litcracy rate is tid2r 10 percent-well below 
the national average of 30 percent. Over half of its population is 
under 18; infant mortality is about 137 per 1,000, and average life 
expectancy is below 45 years. Malaria, diarrhea, tuberculosis, and 
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other communicable diseases that result firom poor public health 
conditions arc Common. 

13. While land was communally held, usufruct rights were 
observed and farms w'ere owned by households or individ!als. The 
slash-and-burn method of clearing and a rotatic.i pattern of' five to 
eight years were employed. 

14. PutU is the name of the mountain that dominates the region.
It is also the of the in tile immediate vicinity of thename area 
mountain where the group of autonomous villages that constitutes 
the subject ofthis discussiop is located. Putu is also a political concept 
that ref rs t,) the association of autonomous political entities. For 
details of Krabl ethlograph, see Seihel and Schroeder (1974). 

!5.The word SUSUKUU is coined from a combination of two 
weid,; ;isu and kni. Susu isan indigenous loan association to which 
members contribute and for which in turn they are eligible to 
borrow. iKu is an organization for '.i!ectivc clearing of the bush fbr 
fimsn of individual members. Intii,;,,.ion on the Putu experience 
and tile SUSUKUU's role was compiled by the author, who was a 
partncipant observer of these de,'eloprnents. I am grateful to Togba 
Nah Tipotch, director of SUSUKUlJ, fbr sharing his reflections 
about Putil with mC. "ee also Kimara (1983). 

16. This extension of a rural, community-based peer group asso
ciation into urban areas is not uncommon. Such relationships form 
an important link for the infusion of material resources and value
oricntations from urban areas into rural areas and vice versa. 

17. For an excellent analysis of fbod production and availability 
in Liberia, see Kailmara (1987). 

18. A!though fctbrts arc sometimes made to introduce swamp
UicC, upland rice cultivation is the type of rice production widely 
known in this region of I .ikeria. 

19. Grants were received for the projet from a West German 
ecumenical foundation, a 1butchI international agency for coopera
tion with non-governmental development organizations, and a 
Canadian development-oriented agency. 

20. Kwee is not to be confused with Bleah Kwee. The latter 
represented a deeper source of authority and more severe forms of 
sanctions than Kwee. 
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21. For an excellent rebuttal of this view, see Gusfield (1971). 
22. The conditions specified in this paragraph have been devcl

oped by Elinor Ostrom (1985). 
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9 Amos Sawyer 

The Development of
 
Autocracy in Liberia
 

Introduction 

Since the end ofWorld War II, and the transformation of the former 
colonial territories of Africa and Asia into independent countries, 
scholars have used a variety of approaches to explain and predict 
patterns ofpolitical development and modernization in these societies. 
Many of these scholars have assumed that political development and 
modernization in Africa should proceed in stages. In the early stages 
traditional and communal institutions would be dominant. After a 
"transitional" stage the countries would be transformed into modern 
polities (1.crner, 1958; Pye, 1966; Palmer, 1985). This pattern of 
development implies a pro'ess of political integration in which 
diverse ethnic groups are brought together into unified nation-states 
(Weiner, 1965; Cohen and Middleton, 1970). Traditional political 

Comments by Carl Burrowcs, Elinor Ostrom, Vincent Ostrom, Hartmut Picht, Susan Wynne,
and Tai-Shucnn Yang have bect, most helpful 



280 AMiOs SAWYER 

arrangements, it is thought, will bc superseded by modern polirical
structures characterized by "structural diflcrentiation" and "functional 
specificity" (Almond and Powcll, 1966; Almond, 1970).

Another approach has seen development largely as the institu
tionalization of political organizations and procedures to enSurc 
stability. Huntington, for example, argues that national develop
ment is signified by the centralization of' authority in recognized
national law-making institutions, the development of complex and
disciplined administrative hierarchies, and broad-based political
participation. Failure to achieve these conditions induces, he argues, 
a process of dceinstitutionalization and political decay (Huntington, 
1968). 

Evidence abounds that political order in Africa has not evolved 
patterns of structural diftirentiation or functional specificity, nor 
have the structurcs, which were intended to be "institutionalized,"
been capable of achieving n.itional integration or socioeconomic 
progress.' The process of modernization and lation-building in 
Africa should be perceived within a broader framework of compara
tive historical analysis frce ofprcconceivcd, culture-bound notions of 
what a "developed Africa" should look like.' In this respect, the 
problem of unstable regimes and socioeconomic stagnation and de
cline, which is cvidcnt in Africa, should be perceived as related to the 
larger problems bearing upon the constitution of order in African 
societies.' 

Any heuristic that seeks to exp!z:v; the constitution of order in
Africa would need to take into accou,;t the nature of the precolonial
political order in African society, the impact of colonialism, the 
nature of the process ::f dccolonization, and the strategies adopted
by African governments as they have striven to fbrmulate and
implement their ,ocioeconomic programs. When considered all 
together, these factors have resulted in the development of highly
centralized structures of authority. Authority has been concentrated 
into fc%%wr and fewcr hands. Personal and autocratic rule has evolved 
instead of democracy and sel f-determination. These developments
retard the capacity of societies to enhance their social well-being. 
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Using Liberia as the point of reference, the purpose of this paper 
is to examine the process by which centralized authority, as cstab
lished and constituted in modern African societies, has led to the 
development of autocracy. This is the first step in exploring alterna
tives to autocratic rul: in Africa. The analysis delineates thctors that 
have resulted in the ccntralization and concentration of authority in 
African societies. This pattern is then examined in the specific case of 
Liberia, which shows the development otautocratic tendencies that 
have stifled the possibilities for selt-governance and socioeconomic 
development in one of Africa's oldest examples of centralized mo
dern government. 

Foundations of African Political Order 

Several scholars have previously attempted comparative analyses of 
African political orders by taking into account the historical processes 
and cultural experiences that have both resulted from and contrib
uted to their developmcnt. Aristide R. Zolberg (1966), for example, 
posits that four factors have interacted within African societies to 
create political orders that are highly centralized, predatory, and 
without much legitimacy in their wider societies. These arc: (1) the 
colonial political arrangements that were characterized by authori
tarian structures, (2) independence movements that were largely 
urban-centered and not broadly supported, (3) mass-based political 
organizations whose organizational coherence and efficiency were 
much exaggerated, and (4) Western-educated, organization-minded, 
Pan-African-oriented leaders who had been deeply aflected by the 
social, cultural, and economic changes that began after World War 
I. Zolberg further argues that African leaders were being highly 
motivated by the challenges and opportunities of independence, 
especially the challenge of integrating disparate ethnic groups into 
one "nation-state." They adopted a one-party ideology and at
tempted to transform the political organizations, which had been in
strumental in gaining independence, into the dominant instrument 
for pursuing national unity and social progress, even though their so
cieties were largely dominated by ethnic loyalties and social tics that 
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militated against one-party centralization. This pursuit created ten
sion between centralized authority, exercised through a single-party 
and a government bureaucracy, and the larger society. 

Tension was further exacerbated by the pressure ofinternational 
politics to adopt either "socialist" or "capitalist" economic strate
gies, and to build alliances in a competitive bipolar world system. Not 
only did this pressure raise the general sense of crisis and insecurity, 
it strained the Pan-Africanist orientations that had been at the 
foundation of the anti-colonial struggle. International pressure also 
made fbr fierce competition among neighbors, deepened territorial 
nationalism, and reinforced the tendency toward strong, centralized 
rule. 

Confronted with rising expectations and enormous claims from 
many sectors of society, by eltorts to politicize disparate ethnic 
loyalties, and by tremendous setbacks in achieving economic and 
social progress, African regimes moved toward modif.ing parry' and 
government so as to further concentrate authority in the hands of an 
already powerful leadership. African regimes employed methods of 
co-optation, intimidation, manipulation and control that eventually 
ensured the achievement of personal rule (Zolberg, 1966: 66-92). 
Zolberg concludes that although diffe.rences in style, emphasis, 
ideological pronouncements, and patterns of alliances exist, the 
process of constituting political order in Africa has strayed far from 
the direction of broaden.. . ,litical participation and the institution
alization of structures rooted in the society. Instead, the process has 
been dominated by the creation of centralized, 'authoritarian and 
personalized political orders whose major purpose is the "self-main
tenance of incumbents" (pp. 124-125). 

Zolberg's analysis is supported by the work of J. P. Nettl and 
Roland Robertson (1968), Sheldon Gellar (1973), and Robert H. 
Jackson and Carl G. Rosberg (1982). Nettl and Robertson argue 
that the creation of the modern African state is similar to an 
(inheritance situation) in which the granting of independence by the 
coloniI p('ers corresponded to the bequeathing of ownership to 
bencficiaiies (inheritance elites) who assumed control of the instru
ments ofcolonial authority. This analogy is employed to describe the 
decol(nization process in the majority of African states, toand 
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provide a basis fbr understanding the nature of the "neocolonill" 
arrangement that developed between the inheritance elites and the 
metropolitan powers. The perception of political authority anas 
inheritance also speaks to the nature of the relationship between the 
inheritance elitc and the society. The character and constraints of the 
inheritance situation have dominated societies irrespective of the 
ideological preferenccs and international sympathies of the regimes 
that govern them. It is the manipulation of authoritarian structures 
bequeathed to inheritance elites by colonial authority, and the 
utilization of instruments of control such as the police, army, and 
legal system, that have established patterns of order in African 
societies. 

Gcellar's use of the concept of "neopatrimonialism" is meant to 
explain the character of centralized authority that, with limited re
sources and little legitimacy, seeks to penetrate and control the 
society through a system of clienteles and through the instrumental
ity of a central bureaucracy (Gellar, 1973). Patrimonial rule in Africa 
has many personal styles and forms. Jackson and Rosberg provide a 
useful discussion of personal rule in Africa. They argue that a 
pertinent condition leading to the development of personal rule is 
the absence of a "relevant and viable institutional tradition in the 
political life of'a state" (Jackson and Rosberg, 1982: 21 ). They stress 
that in newly tormed, modern political systems, whose members 
have not shared a common political tradition and political culture as 
was the case in Europe, personal rule takes the place of institutional 
rule. In the case of Africa, the territories of the new states were not 
congruent with traditional African political systems. As a result, there 
was no opportunity to resurrect and build upon traditional political 
institu'ions at independence. In the absence of such unifing and 
authoritative political institutions, rulers rule on the basis of their 
skills, craftiness, fiortunes, and ability to monopolize instruments of 
coercion. Law becomes "a license of unrestricted command." Per
sonal rule is, therefore, by definition arbitrary and vulnerable. 

Jackson and Rosberg identified fbur types ofpersonal rule systems 
that have emerged in Africa. They include the "princely" type, in 
which a ruler rules by manipulating clients, lieutenants and other 
subrulers to cultivate their loyalty, cooperation and support. The 
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"autocrat" is described by Jackson and Rosberg as one who deploys
the instruments of authority directly, and does not share authority
with sub-rulers. His rulership resembles that of absolute lonarches. 
A third category, called "prophetic," has more to do w%'ith the 
purpose of'rulership than with its style. Prophetic rulers arc autocrats 
or princely rulers with a vision, usually a radical visiom, of society, who 
seek to transform society accordingly. "Ty'ranny" is the fburth type
of personal rule, and one into which any of the other firnis may
deterioratc. In such situations, the moral constraints on the use of 
force arc removed. Tyranny is marked by "particularly impulsive,
oppressive, and brutal rule that flacks I elementary respect--and has 
sometimes shown complete disdain-not only for the rights of 
persons and property but also for the very sanctity of human life" 
(1982: 80) 

In Summary, the pattern of political order that has emerged in 
Africa is the result of the dynamic interplay of such forces as: ( I ) the 
pre-colonial social formations whose tendencies, though domi nated 
by colonialism, were not extinguished by it; (2) the nature and 
structure of colonial authority; (3) the nature of the process of 
decolonization; and (4) the objectives of national policy since 
independence and the strategies devised to achie'e those policy
objectives. Each of these factors has contributcd to the emergence of 
overcentralization and pcrsonalization of authority the mode ofas 
"government" in modern Africa. In its domination of Afirican
 
societies for a 
 century, colonialism imposed authoritarian control 
over traditional political cultures of' di'ersc types. The rcsurgcncc
after independence of these diverse political cultures posed a serious 
problem for the new system of political authority, which was 
thshioned at ;ndcpcndcence in the mold of the authoritarian colonial 
arrangements it replaced. The new leaders, being bounded by certain 
perceptions of national unity and strategies for social dev'elopment,
and confronted with growing local and intcrnational pressures,
sought solutions by centralizing control and imposing persoral rule. 
This pattern ofpolitical order constitutes a general pattern that is also 
observablc in many fbrmer colonies in Asia as well (Wriggins, 
1969).4 
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I will not attempt here to elaborate a theory of constitutional 
choice for self-governance in Liberia. I will, however, take the first 
step in showing how certralized atthority, was constituted, consoli
dated, and transformed into personal and autocratic rule in Liberia. 
I will then critically reflect upon the conceptualization used Lo 

constitute the syst em of governance in Liberia and the relationship 
of this conceptualization to the emergence of personalized auto
cratic rulership. 

Creating the Liberian Political Order 

The individuais who were repatriated to Africa at the beginning of 
the nineteenth century to organize vhe Republic of Liberia were 
products of American slavery. The exigencies of the repatriates' 
situation did not allow tendencies toward democratic development 
to take firm root. Instead, environmental conditions, a quest for 
cultural homogeneity, th,- persistently hostile attitude of the native 
African communities, and the intervention of European imperial 
powers constrained the desire for equality and liberty; a higher 
priority was assigned to security than to justice, and to a hierarchy of 
authority rather than to democratic selfgovcrnance. The Liberian 
experience reveals the paradoxical situation of a group impelled by 
democratic ideals but employing the colonial methods of the day in 
an attempt to establish a republican form of government in Africa. 

I will begin by discussing the conceptual toundations of Liberian 
national political arrangements. Then I will turn to a brief investiga
tion of the African societies within whose midst repatriation took 
place and Liberian national institutions developed. I will then look 
at the process by which centralized authority, once established, was 
consolidated into personalized authority, thereby impairing the 
potential for democratic development and fostering the develop
ment of an autocracy. I will conclude with some thoughts on the 
problem that confionts Liberia and other African countries, in 
identifing the foundations f'or selfgovernance. 

The Idea of Repatriation. The repatriation of slaves was one of 
the earliest and more enduring proposed solutions to the American 
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dilemma.5 The first plan for repatriation was that of a prosperous
black trader from Massachusetts called Paul Cuffe. In 1815 CufCe,
largely at his own expense, repatriated thirty-eight blacks to Sierra 
Leone. Cuffiee's initiatives w%'ere not approvcd by all blacks. Black 
Americans remained divided on the question of repatriation as a
solution to their plight in the Western Hemisphere. The majority,
including Frederick Douglass, agreed with the "raoical" abolitionists 
that repatriation was a conspiracy to deny blacks the right to live 
freely in the land of their toil (Douglass, 1859). Others, such as the
Reverend Martin Delaney, maintained that black progress in Amer
ica was linked co the demonstration abroad, particularly in Africa,
that black people were capable of developing a major civilization 
(Delaney and Campbell, 1969). 

The repatriation movement appeared to be driven by objectives
that had been expressed in a letter of February 1816 to John P.
Munford of New York from the Reverend Robert Finley of New 
Jersey, the leading organizer of the American Society fbr Colonizing
the Free People of Color of the United States, later known as the 
American Colonization Socievy (ACS). 

The state of free blacks I-as VC1V much oppressed my mind. Their
numbers increase greatly, and their wretchedness too as appears to 
me. Everything connected with their condition, including their
color, is against them; nor is there much prospect that their state can 
ever be ameliorated, while they' shall continue among us. ... Ourfathcrs brotUght them here, and we arc bound, if possible, to repair
the injtrics inflicted by our fathers. Could they be sent back to Aftice,
a thrce-tild benefit would arise. We should be cleared of them; we
should send to Africa a population partially civilizcd and Christian
ized fbr its benefit; our blacks thc;elves would be put in a better 
situation. (in Wickstrom, 1958: 22) 

The removal of free blacks thus represented mixed motives of 
questionable integrity. The opportunity to extend Christianity andWestern civilization to Africa, the search for better opportunities for 
blacks elsewhere, and a desire to get rid of blacks seem to have been 
among the major motives behind repatriation as sponsored by the 
ACS." 
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One may conclude tiat repatriation of blacks w, Africa was a 
problemaatic concept from the start. The tvin objectives of "Chris
tianizing and civilizing" w,'ere moral justifications that contained a 
latent tension inl a dominant African environment. This inherent 
tension was never resolved. It was destined to ose a perennial 
problem for LIberian society and to become a major factor in the 
development of a highly centralized and auti,:ratic structure of au
thoritv. The rcpatriation scheme, being flawed as it v/as in concept 
and design, was hound to prodUcc a false start. Black Americans 
were, accordingly, never enthusiastic about it. Only a small number 
of them were prepared to be repatriated to Africa .7 I -ill now look 
very briefly at the region and the African societies into which the 
repatriate; were introduced. 

The hidigenous African Setting. The area that iatcr became 
Liberia was located on the edges of what was known in the nine
tccnth century as the Western Suudan. the savann. region from which 
the empires of Ghana, Mali, and Songhai sprung betwmen the 
eleventh and sixteenth cenwurles. This portion of the Western Sudan, 
whicli ran along the Atlantic coast, was cons, !ered part of the so
called Grain Coast, a sub-rcgic-n of the Lower GC inea Coast. 8 

A do'n-iant geographic ft'aturc of the Grai Coast subregion was 
an extensive tropic, Irain forest (Mabogunjc, 1976). Except for a few 
salt factories alont [i1 coast and wild kokl nuts in the forest, there was 
little that connected tills region with the -enter of economic and 
pnlitical activities in the s,'wanna region to dhe northwest. Occasion
ally, a group seeking refibge would take sanctuary in the rain forest. 
FIor centuries, only scatcrcd human communities existed in this 
region in virtual isolation from the interior. As a result, no major 
societies had ever developed tLere. 

Two major e\vclts took place in the late fii-eenth and early 
sixteenth centuries that had a tremenrdous impact on I eXregion. The 
first was the disintegration of the Mali Empire. The fccond was the 
arrival of European traders along the coast. The breakup of the Mali 
Ermpire created disturbances in the savanna region that had a sus
tained ripple effect, pushing peripheral groups deeper into the trop
ical rain forest. As a result, small autonomous political communitics, 
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based on ethnic lineages, were formed and had to work out an ac
commodation among themselves. 

The conflict and competition among these groups intensified 
when European traders, cspccially slave tradc-s, entcrcd the region.
Several confederacics and alliances w':re organized largely to ensure 
control and use of trade routes. These alliances were tenuous and 
short-lived because of the changing circumstances and variable 
fortunes of individual political Communities.' This situation still 
characttrized the arena into which the repatriates cntcrcd in the early
nineteenth ccntury. Although the political cnvironment was rif with 
conflict, competition, and tcnuous alliances, there wLre stable social 
institutions with clear and discrete patterns of order within each 
cthinic autonomous political community. 

Afr-ican Social Or,.a,tization. Carl Burrowc (1986) has esti
mated that by the ycar 1700 the population of the coastal belt of this 
region was about 143,000. This population covcred an area extend
ing son,c 300 miles cast firom what was known as the Gallinas, in 
present-day southeastern Sierra Leone. to the Cavalla River, the 
current border with the Ivory Coast. While it is not known how many
people lived in the rest of the rcgion, it is known that the population 
consisted of some sixteen ethnic groups, the product of three 
ethnolinguistic stocks: the Mel-, Mande-, and Kwa-speaking
peoples. " The Mel and Mande groups arc to be found in the western 
and northern sections of' the region, while the Kwa groups arc 
generally located in the southern (coastil) and eastern sections.II 

Although the Mel- and Mande-speaking groups were part of two 
larger and distinct linguistic groups, the close association among
their constitueht ethnic groups over somc five centuries had, by the 
nineteenth century, made them similar in their social organization 
and authority relationships. The Kwa-spcaking groups, on the other 
hand, employed a pattern of social organization and authority
relationships diflkcrent from the Mel and Mandce. Nonetheles- some 
key features of social organization were common to all three groups. 

In all of the African political communities, the household is the 
basic unit of social organization. The core of the household is the 
nuclear polygamous family that is derived from a patrilineal descent 
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line. The household is both the physical structure (the main house 
and its satellite house or houses), and a domestic social unit. It is the 
most important unit for production, especially agricultural produc
tion. The status of individuals in the household depends upon their 
relationship to the head of the household, so that the senior wife is 
the most def-trrcd to, and the oldest son of the senior wife is the 
immediate heir. The social status of the household depends upon the 
status of the head of the household in the larger social unit, the 
"quarter." 

The "quarter" consists of related households. Among the Mel 
and Mande it is a lineage segment and, as such, it is more than the 
physical cluster oflhousholds. It embodies asentimental attachment 
of relatives bonded by a presumed kinship derived from a common 
patrilircagc, real or fictivc. Among the Niel and Mande, the political 
community consists of a number of lineage segments, or quarters, 
ranked in order of relation to the lineage ,:gment of a founding 
ancestor. Social status is determined on the basis of a relationship to 
that core lineage. Among the Kwa, the equivalent ofthe quarter is the 
"panton." The panton is a cluster of related patrilineal households 
with sentiments, allegiances, and history that may connect with 
clusters of related patrilineal ltouscholds in other political communi
ties based on the myth or reality of a common odyssey. The quarter 
or panton is the most important political and social unit. The eldest 
male of the quarter who is the nearest kin to the founder of the 
quarter is its leader. He governs the quarter in consultation with 
elderly male relatives, who constitute a council. 

The village or town and its adjoining service "half towns" (the 
actual cites of production) constitute dhe political community. 
Among the Mel and Mande, the head ofthe quarter of the founding 
ancestor has to be the chief or head of the political community. 
1)ecisions are made by consensus by the chief and council of elders, 
which consists of prominent elders of the quarters. Among the Mel 
and Mande, in case ofa thilure to reach consensus, the matter is taken 
to the Poro, a secret society, for resolution. Among the Kwa, there 
is a tendency, when the ciders have failed to reach a consensus, to 
place the issue before a broader constituency that includes the 
women and young people of tlbcommunity. Only matters relating 
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to war or the negotiation of peace would be discussed by a irumi 
limited to males. The ascriptive nature of political leadership is 
particularly strong anong the Mel and somehow less so among the 
Mande. It is Vit'tually nonexistent among many Kwa-speaking groups 
on the southern coast and in the eastern section. 

There i:; a greater tendency among the K\'a to encourage 
achievcnent and individualism. This tendency has induced a higher 
degree of competitiveness, smaller social organizations, and more 
conflictual relationships than are fiund among the Mel- and Mande
speaking peoples. In Kwa societies pcople l;\c in small, scattered 
communities; quite frequently, disgruntled people may (pt out of a 
political community and establish one of their own. 

Poro AuthoritY. The Poro and Salde societies arc important 
features of life in the region of western antd northern Liberia among 
the Mel and Mande peoples. The Sandc is a rites-of-passage organi
zation for women. Il addition to being a rites-of-passage organiza
tion for men, tle Poro is also a secret society that provides , deeper 
basis for order in the political comnlnllnity. It is the Por that 
legitimizes the political order, guards the belief system, sets rules of 
conduct and brings sanctions to bear, and unite,; the secular and 
religious elements of the society. It ensures a common socializing 
experience for all members of the numerous micro political comm1u
nities of western and northern Liberia. It is the final authority in 
interethnic and intcrcommunity disputes. 

The Poro society is a panethnic institution that has existed in all 
of the Mande and Mel societies in Libcria, Sierra Leone, and Guinea 
since the fifteenth century. Only COmmunities that arc Islamized do 
not have Poro institutions. This is because Islam fbrbids participation 
in organizations that arc not Islamic. Each political community has 
its Poro authority structure, which is linked to other such societies in 
a panethnic and transethnic configuration in the region. 

The Poro also exercises a supervisory and restraining role vis-a-vis 
the hierarchical authority structure headed by the chief. In some 
ways, this role seeks to prcvent arbitrariness and to ensure conformity 
within a deeper constitutional order. The widespread existence of 
Poro societies in the northern and western areas of Liberia accentu



77)e Developmnt o/'Autocrac , in Liberia 291 

ates the diflkrcncc between these areas and the southern and eastern 
areas in which the Kwa nolive and where there is Poro or any 
equivalent institution. 2 

Land, lropcrtv, and Commodity Production.The political com
munities of the region have been largely agricultural, producing 
grain and tubers tor local consumption. Until the coming of Evro
pcan traders, the major commercial commodity items w'erc wild kola 
nuts from the rain forest and salt from the coast. With the appearance 
of the Europeans, a market was also created fbr spices and tropical 
fibers. By the cighteenth century, however, slaves had become the 
most important trade itcm. The introduction of slaves as acomler
cial commodity in the seventeenth cCntury intensified hostile inter
action aimong the political communities and encouraged confisca
torT raiding. 

Although commodity production was important, land remained 
conmmunity property under the control of the chief and the elders. 
Land was apportioned to quarters, which in turn made assignments 
to households. While certain internal arrangements readjusting the 
assignment within or between quarters wcre possible, use of land, no 
matter how consistent, did not confer ownership upon the user. The 
products of the land, however, were considered the personal prop
crty of' the producer. Therefore, individual heads of households 
could accrue substantial resources as a result ofthe skillful organiza
tion of iouschold production, supplemental entrepreneurship, and 
control over other factors affecting production. 

Artisans also enjoyed considerable influence in the community. 
The blacksmith was the most important of these. His craft was 
considered to bc on the frontier oftcchinology. He did not farm, but 
received support from the tribute given to the chief as well as from 
individuals for whom he made tools. The skills of the blacksmith, like 
those of most artisans, were transferred through hereditary descent. 
His products were essential tools fbr both agricultural and military 
purposes. 

Among the coastal Kwa political communities, there wcre some 
diferenccs. Thc development of a seafaring culture showed differ
cnces in the nature and organization of production in that area. Not 
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only was fishing the major production activity along the coast, but 
control of the trade with the Europeans was also very important. The 
seafaring Kwa communities had long established commercial rela
tionships with Europeans and were already engaged in long-distance 
seagoing travel before the arrival of the repatriates. Their control of 
seaports and access to Europeans, both of which wcrc independent 
of the political communit, established by the repatriates, eventually 
constituted a significant source of conflict. 

In summary, before the introduction of the Liberian state, the 
region now called Liberia was replete with numerous autonomous 
micropolitical communities, defined by the ethnic lineage of their 
leaderships but consisting of a heterogeneous population. These 
autonomous political communities were at \,arying levels of social 
development by the early nineteenth century. Some had developed 
strong orientations toward individualism and achievcnecnt while 
others showed a greater tendency toward reliance on ascription. 
Linkages among them were weak and rather tenuous. In the case of 
the Mande and Mel, the Poro provided a common basic value 
system, and a higher level of authority. Nonagricultural production 
was neither very extensive nor complex. As a result, artisans and other 
specialists including merchants had not developed as groups capable 
of significantly influencing the structure of authority or social 
organization. 

As was the case generally in West Africa, the slave trade intensified 
the conflict in the region and produced an enormously unstable 
environment. By the turn of the nineteenth century, European 
prcsence had become a permanent factor in the region. Europeans 
had established strong commercial links with the Kru, Grebo, Bassa 
(Kwa-speaking), and Vai (Mande-speaking) along the coast. This 
was the nature of the environment in which the repatriates (settlers) 
from the Western Hemisphere were to attempt to develop a new 
society, Liberia. 

Forming the New Society 

If the conception and planning of repatriation were one source of 
tension, the manner of acquiring territory in West Africa was 
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another. On Deccmt'er 15, 1821, U. S. Naval Captain Robert F. 
Stockton and Dr. Eli Ayres, agent for the U. S. government, met with 
Dei and Bassa, (Kwa-speaking) chies whose territories would be
come the site of the first settlement. Captain Stockton, in a move to 
speed Ip the "negotiations," pulled out his pistol, put it to the head 
of one of the chief's, and obtained a favorable agreement to the 
Doukor Contract, as the "agreement" is sometimes called. "3 

The permanent ceding of land through purchase was alien to local 
African practice despite previous contacts with Europeans. The es
tablishment of' a permanent alien settlement along the coast was 
unanticipated, as was the expansionist character of the alien society 
once established. The establishment of' repatriate settlements under 
such conditions required a permanent state of vigilance and mobili
zation on the part of the repatriates. In such circumstances it was easy 
for the repatriate society to develop a centralized authority system. 

Conceptualizing the Constitutional Order. Even befbre land 
had been acquired, the ACS had formulated a constitution for the 
settlement that was to be established. The Constitution fbr the 
Government of the African Settlement, as it va!; called, was adopted 
by the ACS on June 26, i821. The constitution as formulated 
prescribed what amounted to an ideal Hobbesian model of govern
ance.' 4 It centralized legislative, judicial, and executive authority in 
the hands of the ACS. In doing so, the constitution established the 
ACS as the sovereign authority. The ACS was not accountable to the 
repatriates. 

Problems of unfriendly relationships with the surrounding Afri
can societies and growing economic difficulties quickly began to 
strain the settlers' relationship with the ACS. Also, in the course of 
their normal daily interaction as they sought to cope witnh their 
situation, the repatriates began to develop an alternative pattern of 
order. Periodic town meetings were one of the institutions that 
emerged. From 1823, the town meeting became an important insi
tution in settler society and remained so throughout the nineteenth 
century and well into the twentieth. The concerns of town meetings 
were broad. They ranged from organizing for public works purposes 
to considerations regarding the role of the communities in matters 
of constitutional importance such as the appointment of magistrates, 
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formulation of rules governing distribution of land, and relations 
with the surrounding African societies. As authority was continually 
being centralized, the town meeting became less important as a 
framework for community decision making. Its value in promoting 
community esprit dc corps was its major acinievemcnt. 

Three issues required effective local authority to resolve. The first 
was the persistent occurrence of skirmishes with the surrounding 
African societies. These skirmishes not only resulted firom conflicts 
over the settlers' acquisition of African territory but also from their 
intervention in the continuing transactions in slaves berwenco Euro
pean slave traders and some African chiefis. Tihe second issue was 
internal to the new society. It related to the inability of the ACS to 
meet the challenges causcd by the expansion of repatriate settle
ments. The transfer ofauthority, from the ACS to the settlers was now 
a necessity. Fundancntal problems involved control over land and 
the settlement ofrecaptured African slaves. The insisteno ofthe ACS 
on maintailing control over large tracts of land in and around the 
major settlements was a major bone of contention between it and the 
settlers. 

The third issue that required effective local authority for resolu
tion was the continued incursion of the British and Frenh into 
territory claimed by the Liberian government. British and French 
merchants continucd to establish trading posts and to maintain trade 
relationships in the area in total disregard of Liberian claims. With the 
support oftheir governments, tile merchants refused to pay customs 
levies and to recognize Liberian authority. Both powers claimed that 
Liberia was not a sovereign state and, therefore, was in no position 
to exercise sovereign prerogatives. A legal declaration of independ
ence and the transfer ofsovereign authority internallh were perceived 
by the settlers to be the most appropriate measures. 

A new constitution was drafted by a Constitutional Convention 
that met in Monrovia in July 1847. The new constitution established 
a centralized authority system with separation of pow"ers among 
three branches ofgovernment: tile legislature, the executive, and the 
judiciary. It assigned strong appointment powers to the president. 
Except for the members of the bicameral legislature, all public 
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officials, including iudgcs, were to be appointed by the president. 
With the exception of judges, all appointed officials were to serve at 
the president'!; pleasure. 

The constitution seemed to have only transferred authority from 
an external soUrce, the ACS, to a national triumvirate located high 

above the society. No provisions were made for the exercise of local 
atthority. In doing this, the designers seemed to have expressed a 
preference for anl arrangement facilitative of centrally mobilized 
action against external forces rather than of democratic growth and 
development. It would appear that the incursions of the Pritish and 
French, and the persistent skirmishes with the surrounding African 
societies in whose galaxy the settler republic w\'as now one of the 
major actors, had led the drafters to perceive a need for strong 
centralized leadership above all else. 

One of the ironies of the Liberian experience is that in spite of the 
assigment of total authority to national structures, the capacity to 
resolve the pressing issues of the society did not increase as was 
anticipated. Relations with the surrounding African societies re
mained tenuous, at best, for the next century. Relationship with the 
British and French did not improve until both powers had consoli
dated their empires a half century later. The internal desire for local 
participation remained un fulfilled. The constitutional arrangements 
had centralized authority in three branches of gow'erment. As this 
arrangement evolved, authority would become increasingly concen
trated in the executive branch of government. This process can be 
seen as the gov'ernment of Liberia sought to consolidate its hold over 
the region. 

The Consolidation of Authority. The national government 
sought to consolidate its atthority over the territory by two methods: 
pacification, and co-optation of the indigenots African societies. 
These strategies involved the use ofmilitary force and the conclusion 
of treaties of amity and commerce. 1- There were two exploratory 
missions to the interior (Anderson, 1971 ).1" Despite this, it was not 

until the British and French made significant incursions at the turn 
ofthe century that the Liberian government formulated a plan for the 
interior. i 
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In an effort to achieve effective control over the interior, President 
Arthur Barclay's government, in 1904, announced a new interior 
policy known as the Barclay P!an. The plan was ascheme for "indirect 
rule" over the interior much like the British "indirect rule" plan of 
colonial administration in Africa and Asia (Gopal, 1963; Kirkwood, 
1965; Hatch, 1969). It called for the grouping of villages into 
districts. The chiefs and councils of elders wiho had governed 
autonomous political conmunities would hencefiorth report to 
district commissioners. Over the next thirty years, the scheme would 
evolve as a hierarchical grouping of villages and towns into clans,
clans into chieldoms, chiefdoms into districts, and districts into 
provinces. At each in hicrarchy,level the cxecutivc and judicial
functions were niergcd and exercised by "native" authorities holding
their positions by grace of the secrc.arN of the interior, who prcsided 
over the entire machinery and reported to che president. 

A second part of the plan was the creation of the liberian Frontier 
Force, supposedly a standing proftcssional military force on the order 
of the Sierra Lcone Frontier Fercc created by the British in the late 
18 00s for pacification purposes. The new interior policy inarked a 
significant shift in authority relations within the Liberian govern
ment. Never before had there been a permanently organized ma
chinen , for interior relations. Nor had there been a standing military
force. Relations with the interior had been sporadic and confined to 
eflorts to secure wcwv sources of trade. Both the new interior
 
bureaucracy and the Frontier Force 
were responsible to the presi
dent. By vesting the interior administration With both judicial and 
executive powers, the presidency grew stronger. In addition, the 
opportunities allowed the executive to revise the plan through
e:cycutivc rders, and "departmental regulations" significantly ex
panded -he legislative authority of the presidency.

By 1930, as a result of serious abuses in the system of interior 
administration, liberia was investigated by the League of Nations 
and found to be indulging in forced labor practices. These charges
emanated from contracts signed between Spanish plantation owners 
on the island of Fernando Po and officials of the Liberian govern
ment acting in a private capacity, but with the approval of the 
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government, to supply wvork'.ers to Fernando Po cocoa plantations. 
The supplv arrangcment degenerated into raiding indigenous com
munities and pressing people into forced labor under harsh condi
tions and low wages. Similar measures \\,ere employed by the 
government to recruit workers tor the Firestone Plantations Corn
panNv, which was in its intancv in liberia, and other private rubber 
plantation owners. The Lcaguc's tiiidings produced expressions of 
moral outrage. [he president and vice-president of Liberia were 
trccd to resign. Ihe authority of the national government was 
severcly shaken. The new president, Edwin Barclay, nephew of the 
author of the B'arclay Plan, used stringent means to restore presiden
tial authority. Some of the most repressive laws onl sedition, treason, 
and press restrictions were passed during this period (League of 
Nations, 1930). 

The concentration of authority in the presidency was reinforced 
as competition in party politics declined. The True Whig Party 
(TXVP), \vhich ascended to pover in 1869, became the only party to 
control the government. Until the ascendency of the TWP, the 
Republican Party, which was the party, of the Monrovia trading 
interests and coastal mulatto political k.aders, controlled the govern
ment. The TIVP mobilized the support of the agriculturally based 
settler communities outside Monrovia and the immediate coastal 
strip, and combined that support with lower-class urban support 
from Monrovia. These groups togcthcr constituted the majority of 
the settlers and provided amajor tran~sformation in power alignment. 
The Republican Party, which had held power until it wa,defeated by 
the T1WP in 1868, proved to be an incffectivc rival after about ten 
years ofTVP rule. A number ofsporadic challenges were made to the 
IWP during the first halfof this century, but none materialized into 
sustained opposition. 

Having consolidated its position as the only party to control the 
govcrnlment, the TWP underwent internal transformations at the 
turn of the nineteenth century. Bctwecn 1900 and 1920 the position 
ofpart chairman, which wias the most powerful position in the party, 
lost considerable clout. The president or standard bearer became 
institutionalized as the center of power in the party. This develop
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ment coincided with the formation of tile interior bureaucracy and
its capacity to mobilize votes and determine elections (I.icenow, 

1969). 

The Personalization of Authority. When William 'l'ubman SuC
ceeded Barclay in 1944, hc inherited a presidency that towered over
all other national institutions. The presidency had also heclme a 
source of fear fi most l.ibcians in the interio()r. "l'u bman intro
duced two policies that werc radical depart ures from Barclay's
policies: the open d(00r p()l icy and the tillification p )licy.


The ()pen d()or pl icv, which 
was his stratcgiy for thec economic
de\'ehlpmCnt ofI iheria, was dCsigned to at trael" fliegn investment 
and respired to the ad\anccs 0)1 in tinatil"Ial C()rp()rati ns that were 
now the major source offiiternatimal invcst mcnt. ''his dif-Strateg'

tiercd markcdly flh that of his
n predecessor, \%h()sc approach to
econoillc dC\'Clopment had relied largely1on attempts to expand
commellcrce. [irestieI ad been the oInly major foreign investor prior
t ) 1945. In the next twcnt\-ti\c \,ears, mining became the dominant 
form'nl of investment capital in Ib.i hra ihrotugh the crcati( ) ofjoint
\'nture comipanies with the l.iberian g( wrnimct. 'lIh transition to 
capital -innsie.C pr1)dticti )n duhlring this pCric()d required s(phisti
cated technical skills that, in tIrin, requnired an expanded educational 
system. The rc,ult was in a shift 1-m1 subsistence torming to wage
labor that imcnsificd tic rural-urban drift. All ofthis pit more stress 
on 	the social infrastructures.
 

The uinification policy was meant 
 to adjust the social situation, 
particularly ii, light oftthc new demands placed upon the society bVthe economic policy. S fIrage was extended to all hut-tax-paving
individuals in the interior; ' "
physical and social inf'rastructUrc was ex
panded, and an 
ongoing dialogue with chilefs was instituted through 
a series of Unification (o nCils. ILike his predecessor, Tulmlan also
sought to regulate the Poro and Sande organizations (Department 
of Interior, 1962 ). 

In 1964 the govcrnmnlt created fitir new counties and, fbr the
first time, established a unifi)rnil s\'stcl of'local administration fbr the
entire cointr. This \%'as an exceedingly popular move in the interior.
It created a psychological prcsunmptioin ofeqUalitx' and provided bu 
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reaucratic sinecures for protirssienals f'om the interior who found it 
difficult to compete with their coastal counterparts for public offices. 

Other measures were taken by Tubman that led to the personali
zation of authort\'. In 195 1, upon approaching the end of the single 
eight-year term of oflice allowed by the constitution, he pushed 
througl the legislature a bill amending the Constitution so that he 
could run for an indefinite number of tcrmns. Through this amend
ment, he remained in office until his death twenty years later. He 
built an elaborate security network that included a personal network 
ofinformants, called Public Relations Officers (PRO's), financed by 
the public treasury. 

Tubman also developed a personal system of patronage and 
cliCntelism that was supported by public fhnds. Public accountability 
broke down as he encouraged personal loyalty and sycophancy and 
destroyed cfhorts to build a civil service. The person of the president 
became indistinguislablC from the institution of the presidency-.liHs 
personal resources were also indistilnguishable from the public 
treasury. "1'hus, while Edwin Barclay had made the presidency an 
exceedingly strong and dreaded institution, Tubman transhormd it 
into an instrument of personal power. He developed a system of 
personal rulership that vacillated between princely and autocratic 
rule. 

In the carly 1970s, the prices ofliberia's major export cornmodi
ties began to decline at the same time as the price of oil rose 
dramatically. The economic boom that had begun with the establish
menit of the iron ore economy in the early 1950s and peaked in the 
mid-to-late 1960s was now in sharp decline. It was at this time that 
Tubman's vice president of nineteen \,ears. William Tolbert, suc
ceeded him. In his haste to stamp his own imprint on the presidency, 
Tolbert embarked on a series of expensive projects that included the 
construction oa village for a summit confirencc ofthe Organization 
of African Unity (OALJ). 

By temperament, style, and taste, Tolbert was unwilling and 
unable to fit into I'ubman's mode or to develop his own mode of 
personal rule. Thc declining economic situiation also denied him the 
resources to establish his own personalized regime. More impor
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tantly, seeds of social change had bccn planted by the expansion of 
educational opportunities in the 19 50s and 19 60s by the deveh)p
mcit of a large mining labor force, and bN' the alienation of peasant
land through the expansion ofagribusiness and the timber industry.
All ofthese forces posed powerful challenges that became rcady to be 
articulated in the earl' 19 70s as Tolbert took otficc. Other national 
institutions, having been stripped of what residual legitimacv they
had had, were unable to respond to the challenges. The result was the 
total collapse of the authority of the national govcrnmenct and a 
military takeover on April 12, 1980.2' Over nextthe six years, 
military rule degenerated into brutal tyranny. 

Conjectures and Conclusions 

The Republic of Liberia, when it was founded diverged markedly
from nineteenth -century patterns of European imperialism. The 
motives that inspired development of the Liberian venture in human 
governance were provided by a philanthropic group organized as a 
voluntary association rather than an imperial power bent on con
quest and the exercise ofimpcrial hegemony. Yet the result is verysimilar to what has occurred among other African states with distinct 
colonial heritages. Arc there humanitarian motives that have yielded 
similar results? 

The humanitarian impulse in the resettlement offormer slaves in 
Libcria involved mixed motives. The motive to extend Western civi
lization and to advance Clhristianity vere easily transformed into 
imperial impulscs. The motive of' getting rid of blacks was less than 
humanitarian. Perhaps the most critical aspect was to presume that 
the ACS could exercise ultimate authority over the governance of 
affairs among the settlers in Liberia and thcrcafter create a demo
cratic society by transferring authority to centralized structures. This 
is the same basic conception that is used in all imperial ventures. It 
has usually resulted in the creation of autocracies in which coercion 
is the principal motor driving society. There is a basic presumption 
in any such conception that governments govern and that states rule 
over society. 
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The struggle in achieving democratic syst,.ms of govenment has 
been to constrain the exercise of governmental prerogatives so that 
they arc exerciscd with the consent of the governed; so that taxation 
does not occur witho-ut re)resentation, the prerogatives of govern
ment are subject to a nide oflaw and exercised by a due process oflaw; 
so that the basic integrity and ftindamental rights of human beings 
are recognized as inalienable; and so thot citizens exercise a funda
mental voice in the conduct of government. The ACS bequeathed 
the ftindations ofan imperial heritage to an "inheritance elite" who, 
through pacification of local populations and the development of a 
system of indirect rule, put into place a system of control similar to 
the patterns ofimperial control that existed among the other colonial 

-domains of Africa. As a result, this system of control has produced 
the same predatory strategies as in other African states. The system, 
as is evident since the military takeover of Liberia in 1980, now 
operates irrespective of the background; or origins of the rulers. A 
minority group of Krahn (Kwa-speaking) soldiers, having installed 
themsclves in auth(rit.'., acquired the same icers and prerogatives 
and pursued the same predatory strategies that had been entrenched 
in the system ofcontrol (liebenow, 1987). 

One such strategy is reflected in the patterns of economic 
development in Liberia. 22 These derived from changes in the consti
tutional order and in world circumstances. The establishment of the 
interior bureaucracy created entrepreneurial opportunities fbr the 
president and his associates and agents who ran the government as 
their proprietary' domain. World War II and economic reconstruc
tion in Furopc after World War II created new opportunities for 
economic development. The involvement of multinational corpora
tions in Liberia's economy became more intensive. While the major 
infrastructural development that took place at this time was related 
to the economic activities of multinationals, considerable improve
ment also took place in the development of the general social and 
physical infrasCructure of the country. 2" 

Since that period, however, there has been an alarming decline in 
real wages and a persistent rise in unemployment. This decline has in. 
tensified since 1980-especially in rural Liberia, where about 70 

http:syst,.ms
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percent of Libcrians engage in rraditional agriculture.2 
1 Most strik

ing of all, regarding the problem ofagriculturc, is the government's 
monopoly control over the distribution of the agricultural prod
ucts.2" Against the declining economic situation of the rural areas, 
there exists the ever increasing demand fbr taxes and other "contri

2,
'bUtions. 

Even those economists who arc noted for being charitable to the 
Liberian government over the years have observed intensive preda
tion. While the\, consider this predation to be a problem stemming 
from the lack of' planming and d,:ficiencics in technology, one can 
perceive a mecre serious problem associated with ecoi ornic decline. 
This problem is related to the enduring constraints upon opportu
nities to engage in productive enterprise, a condition that parallels 
the concentration and personalization of authority in the society. 
The opportunities for gainful central employment are reduced by the 
predator' tendencies of governmental authorities. The government 
has become the major employer. 

What wc have seen in liberia, as is the case elsewhere in Africa, 
is how improperly institutionalized central authority has given way 
to personalized and autocratic rule that, in turn, has had serious 
consequences for Liberian society. Not only has personalized rule 
made the institution of the presidency indistinguishable from the 
person of the president; it has greatly restricted social space and 
circumscribed social institutions through the overwhlchning pres
ence of the person of the president throughout the society. It has 
Undermined respect for rules because rules are sporadically and 
selectively applied and, more importantly, because the ruler and 
those associated with him live outside the rules and are known to be 
doing so. Social prestige accrues to those who demonstrate an ability 
to avoid paying taxes, drive cars Without license tags, and run though 
red traffic lights with impunity. 

What we have seen is the use of the instrumentalities of govern
mcnt by a fiw or, perhaps, by a single individual to make decisions 
that are generally construed to be collective decisions. Collecive 
action is then exacted largely through coercion and disincentives. 
This presents a situation that is always tense and on the brink. 



303 Y7e Dei'elopnenrof AutocraO, in Liberia 

Collective action depends upon people acting in accordance with 
decisions taken. This cannot always be done on the basis ofcomnand 
alone. Although coercion may atlect people's calculations, instru 
ments of coercion cannot be relied upon to make everyone do what 
a policy requires. Collective action requires that those who are to 
undertake it develop shared understandings and common interests. 
People must have an understanding of the decision-the policy
and perceive an incentive for themselves in tai'ng collective action 
with others to implement it. It is collective action that constitutes a 
deeper form of participation than parricipation in the form of voting. 
Voting is too easily manipulated by those who run the government. 
Where government is conducted with the consent of the governed, 
both voting and collective action must be grounded in institutions 
that are consonant with principles of self-government. 

Notes 

1. More than 80 percent of African societies are under military or 
militarized rule. Economic stagnation and social degeneration have 
been well documented by the OAU (1980) and the World Bank 
(1983, 1984).
 

2. See Sheldon Gellar's (1973) excellent critique of many ofthe 
theoretical approaches now applied to Africa. 

3. The view that the developmcnt of human societies turns upon 
the conception and design of their system of ordering, so that self
governance is essential to political development, is a perspective I 
have adopted from the work of Elinor Ostrom and Vincent Ostrom 
and the Workshop in Political Theory and Policy Analysis, Indiana 
University. 

4. For an interesting case study on Burma, see U. Maung Maung 
(1969). 

5. In 1691, the Legislature of Virginia enacted a law prohibiting 
the emancipation of' slaves unless for purposes of deportation. 
Between this time and the early nineteenth century, several such 
proposals werc made, one by Thomas Jefferson in 1777 to the 
Legislature ofVirginia. See G. B. Stebbins (1853; 5), Kathrine Harris 
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(1982: 29), and Tom Shick (1977: 4-5). 
6. It should be stated here that an economic motive has also been 

advanced. T. L. Spraggins has stated that some supporters of 
repatriation argued that it would have providcd an economic foot
hold in the tropics by creating a pool of black U.S. workers 
potentially trainable by U.S. businesses there. It was also argued, 
according to Spraggins, that the removal of free blacks from the U.S. 
labor fbrce Would have made room tor more rapid absorption of 
immigrants from Europe. See T. L.Spraggins (1957). For another 
aspect of the economic motive argument, see also Phil S. Sigler 
(1969, esp. ch. 2). 

7. It is .estimatcd that in 1821 there were about 500,000 free 
blacks and more than 3 million slaves. Only 18,700 blacks were 
repatriated from 1821 to 1865. Of these, 5,000 were free black men, 
womcn and children; 8,000 were slaves manumitted purposely fbr 
repatriation; and 5,700 were Africans who had been recaptured from 
slavers by antislave patrols. See Sigler (1969: i). 

8. In the sixteenth ccnturv, the Portuguese designated the region 
from Cape Blanco to Sierra Leone the "Upper Guinea Co-ist," and 
from Sierra Leone to Cameroon the "'Lower Guinea Coast." 
St[rcgions of the Lower Guinea Coast were designated by their 
principle exports: thus, the area now known as Liberia was called the 
Grain Coast because of the large quantities of "grain of paradise" 
(malagueta pepper) fbund there. Also, European ship captains 
sometimes referred to the coast of the subregion as the Windward 
Coast because of the direction of the prevailing winds in that part of 
the Atlantic. See J. D. Fage (1969: 57) and Basil Davidson (1977: 
252). 

9. One of the most important during the early nineteenth century 
was the Condo Confederation organized by Sao Boso; see Svend 
Holsoe (1966). 

10. Taken together, these groups account for about 96 percent 
of Liberia's current population. The Mel ethno-linguistic stock 
consists of two ethnic groups: the Gola and Kissi. The Mande 
consists o"eight: Vai, Mandingo, Loma, Gbande, Kpelle, Mende, 
Dan, and Mah. There are six ethnic groups that comprise the Kwa 
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ethno-linguistic stock; they are the Belle, Dci, Bassa, Kru, Krahn, and 
Grebo. For latest population figures, see Ministry of Planning and 
Economic Aflhirs (1974). The population of recaptured Africans 
that numbered about 5,700 in 1865 had been totally assimilated into 
the ranks of the American settlers by the second decade of the 
twentieth ccntury. 

11. This discussion of African social organization has drawn from 
the works ofWarren I. d'Azevedo ( 1959, 1962a, 1962b, 1969), H. 
Scudder Mckecl (1937), James L. Gibbs (1960, 1965), George 
Brooks, Jr. (1972), Jane J. Martin (1968), and William Siegma in 
(1969). 

12. Some Kwa-spcaking societies that border Mande-speaking 
societies, tor example, have adopted Poro institutions. These are ex
ceptions. 

13. "Doukor" is the name given Monrovia by the Vai. 
14. Refrcnce is made to Hobbes's concept of sovereignty as 

discussed in his Lciathan, Michael Oakeshott, ed. ([ 16511 1960). 
i5. The pacification campaign ofthe Liberian government against 

the "uncooperative" Afiican societies predated 1847. In 1822, for 
example, the first major hostilities broke out between the repatriates 
and the Gola. The hostilities were ended with a treaty of friendship 
and commerce. However, hostilities broke out again in 1838. In 
1841, there were skirmishes with the Bassa after which Bassa chiefs 
were held to a treaty of peace in which indemnity was exacted. In 
1852, there \\,ere more conflicts with the Bassa. Four years later, 
there was a major outbreak of fighting against the Kru. In 1875 and 
1893, two campaigns were waged against the Grcbo. From 1898 to 
1900, there were violent uprisings in the northwestern region. More 
hostilities against the Grebo took. place in 1910 and 1915, against the 
Gola in 1918, the Kpclle in 1920, and against the Kru in 1936. The 
history of the relationship between th.: settlers and the African 
societies is replete with hostile cncountcrs that span more than a 
centu,ry'. See Raymond Buell ( 1928, vol. 2: 704-889), M. D. Akpan 
(1973), and H, Abcodu Jones (1962). A few major efforts at 
incorporation through inducements are recorded. The first was 
befort independence in 1842 when then Governor Roberts, upon 
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touring the interior, attempted through a treaty of fiiendship and 
commerce to induce certain African leaders to put tlkw territories 
under the jurisdiction ofthe Liberian government. In a similar move 
in 1879, before the British annexed the Gallinas to Sierra Leone, the 
Liberian government invited Ibrahim Sesa' and other chief' of tile 
area to take seats in the Liberian legislature. The government had 
already passed an act permitting ncnvoting representation from 
surrounding African societies upon payment of a charge of one 
hundred dollars. See Akpan (1973: 220-224) and Charles 1-enry 
Huberich (1947, vol. 1: 149). 

16. In 1868 and 1874, the Liberian government commissioned 
the noted Liberian naturalist and surveyor, B.J.1t . Anderson, to 
explore the interior as a basis for formulating an interior policy.
Anderson's two trips took him as fhr north as Musardu in the 
kingdom of the Western Mandingo. He signed numerous treaties of 
amity and commerce. Upon his return, he expressed concern about 
the activities of the French in the northern region and recommended 
that an intensive program involving commercial relationships and 
educational opportunities be developed for the area. See his Narra
tive oj'aJourneY to Musardu (new edition, 1971, first published in 
1870.) 

17. In the colonial "scramble" during the latter part of the
 
nineteenth 
 century, Britain, which had recognized I.iberia's inde
pendence in 1849, now asserted that the Liberian government had
 
not established eihctive control 
 over the territory it claimed. In 
1885, Britain annexed the Gallinas to its colony in Sierra Leone. In 
1891, the French annexed the littoral to the east of the Ivory Coast. 
In 1892, Liberia was constrained to sign agreements with tne French 
ceding a large section ofthe land in the north and east. It was not until 
1911 that last treaties were concluded with these European powers, 
treaties that defined Liberia's current borders. 

18. In his attempt to strengthen the administrative capacity ofthe 
government, Barclay had sought to rationalize the civil service, 
further centalize inteior administration, and enhance government's 
penetration of the Poro and Sande by requiring government over



7h le)veclopmuc of'Aut(cra in Liberia, 307 

coast in 1936, and executed some chictk. By the end of the decade, 
not only was it clear that the government had established control 
over the territory; it was equally clcar that the presidency was the 
supreme authority. 

19. The hut tax was later enforced as if it were a head tax paid by 
each male adult in the interior. It was abolished in 1980 after the 
military takeover. 

20. The militarn takeover in 1980 was not the first arbitrary Use 
offorce to cflkcct a change of government in Libcria. Fie first wvas in 
1871, when supporters of the Rcpublican Party, through, mob 
action, overthrew the government of President E. J. Roye and 
imprisoned him. 

21. One grim episode in the pacification campaign occurred in 
1912, when eight Gbandc chictk (Mandc-speaking) were deposed 
for "treusonablc practics." They had opposed the high-handed 
methods of two district commissioners. The two district commis
sioners were recalled but not before tle' had hanged the eight chiiefs 
and installed new hand-picked replacements. VhCn unrest broke out 
after the new paramount chief was murdered by a rival who was a 
relative of thc formcr chief, the Liberian Frontier Force was sent in. 
See Akpan ( 1973)). 

22. For a discussion of tie political economy of Liberia before 
1940, see George Brown (1941 ). See Robert Clower, ct al. (1966) 
fir developments since World War II. Elliot Berg (1982), J. Gus 
liebenow (1987), and logba-Nah Tipotch (1987) have provided 
current perspectives relevant to the period of military rule. C. E. v'an 
Santen's (1974) excellent study ficuses on agricultural problems. 
Ministry of Planning and Economic Affairs (1971-1980, 1974) 
provides data on social and physical infrastructural development. 

23. The tir;t major road system that was begun in 1909 by the 
Liberian Frontier Force consisted in little more than a trunk road of 
some 45 miles (see Brown, 1941 ). By 1940, 1,200 miles of road had 
been built. By 1980, there were at least 7,000 miles of all-weather 
roads. There are four deep-w\'ater ports, constructed largely to ac
conimodate the mining and timber industries (see Ministry of 
Planning and Economic Affairs, 1971-1980). Regarding social 
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infrastructure, literacy rose from less than 3 percent in 1920 to about 
15 percent in 1950 and about 3(0 percent by 1980. School enroll
ment, which was less than 20 percent of school-aged children in 
1950, had risen to .Ibout 66 percent by 1980. There were two 
hospitals in 1940; there are more than twent "today. While these 
indices suggest remarkable progress, there is still a clroni," sh,;, tage 
ofqualified teachers, and ofeCuipment and supplies in schools and 
hospitals. The tbrm of progress most often ,noted was the tremen
douIs economic growth of nearly 6 percent annually experienced in 
the 1960s and the accompanying expansion of wage employment. 
About one-third of the adult male population was said to be in wage 
employment. This placed Liberia among the high-income econo
mics of the I.ess Developed Countries (I.DC's) in the 1960s. 

24. From 1970 to 1979, agrici~tural workers experienced a 52 
percent decline in real wages; mining workers, a 36 percent decline; 
and government salaried employees a decline of 25 percent. Since 
1980, there has been an annual decline oft4.5 percent in real gross 
domestic product and close to a 50 percent decline in real income. 
Per capita income, which was S160 in 1970, is less than S100 today 
(see Tipoteh, 1987). There is only one agriculturc extension oflicer 
for every 10,000 people in the rural area and, according to the United 
Nations Food and Agriculture Organization (FAO), they arc handi
capped in the pr'rracc ofItheir work by lack oftransportation and 
by demand, for pre rential treatment by "gov'ernment officials" and 
others with connections (see van Santen, 197/4). 

25. The Liberian Produce Marketing Corporation (LPMC), 
which was established in the early 1970s with an initial capital of 
$250,000, declared a profit of 100 percent aftcr its first year of 
operation. In 1979, it contributed $7 million to the government for 
the hosting oftthe summit conferencc ofthe OAU. In addition to the 
enormotus profits being reaped by the LPMC, there are at least two 
levels of middlenien between the thrmer and the agency. As a result, 
in spite of world market prices, prices paid to farmers remain 
constantly low (see Tipoteh, 1987). 

26. Until 1980, there existed a regressive hu,t tax that was a levy 
of $10 to $15 annually onl every household in the rural area. 
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Although the hut tax has been abolished, there remain numerous 
exactions in cash and kind as contributions to the president, pro
posed "development" projects, or a show of rural hospitality to 
visiting government officials. 
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10 J. Roumasset and S. J. La Croix 

The Coevolution of Property
 
Rights and Political Order:
 

An Illustration from
 
Nineteenth- Century Hawaii
 

Introduction 

Throughout much of economic intellectual history, property rights 
have bccn treated as exogenous, Economists concerned with prop
erty rights have lbcuscd their attention on the coriscquences of those 
rights. Reccntly, however, some economists have begun to treat 
property rights as endogenous. Harold I)cmsctz, for instance, asserts 
"that property rights arise when it becomes economic for those 
aflected by externalities to internalize benefits and costs" (1967: 
353). Numerous economists have analyzed the evolution of property 

We wish to thank the editors and John Joseph Wallis, Torben Andersen, and 1. Bruce Johnsen 
fir their helpful comments. 
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rights within this "efficiency tradition" (e.g., Davis and North, 1971; 
North and Thomas, 1971, 1973; North, 1981; ClhLung, 1970; 
Pejovich, 1972; Anderson and Hill, 1975). Several authors, includ
ing Terry L. Anderson and P. J. Hill, have complained that the 
assertion that private property rights arc eflicient is vague, ad hoc, 
and tautological. Most discussions of the evolution oftprivate prop
crtv rights arc suggestive ofaan in\vestmcnt problem. Borrwming lan
guage from the "new institutional economics" (Villiamson, 1985), 
we can restate Drmsctz's proposition as follows: Investment in 
governance structures to deihnc and cnforce property rights will 
proceed until the marginal social benefit of such investment is equal 
to tile marginal social cost. 

There are two difliculties with this formulation. First, it camot be 
made operational without an explicit modcl of goVCrean1 c struc
tures. (On this point see especially Baumol's ( 1986) discussion oftthe 
new institutional economics.) More importantly, it inappropriately 
assumes that private property is always more etlicient than common 
property.' This hacks the pro)poncnts of private property into a 
corner and forces theii to resort to unspecified costs of change in 
order to explain the existence ofcommon property. 

In this paper we assume instead that the relative efficiency of' 
economic institutions depends on the economic and political 'nvi
ronment in which the\, exist. Wc also assume that the evolution of 
institutions is drivCn both by clicicncy and by rent-secking and other 
political considerations. The divergence between costs and benefits 
from the viewpoint ofsociety as a whole and the divergence fiom the 
viewpoint of elite decision makers leads to rent-secking behavior; as 
the divergence approaches zero, self-interested behavior by decision 
makers becomcs consistent with efficiency. As wc illustrate in our 
discussiOn of' ninCtCCnth-ccntury Hawaii, the effect of rent-seeking 
behavior on the evolution of institutions should not be prejudged. 

There is also a long intellCctual history in economics that views 
governmental institutions as analytically exogenous and focusCs on 
the conscquenccs of'govcrnmcntal intervention. More recently, this 
tradition too has been challenged. In the "new economic history" 
(North, 1981) and in "neoclassical political economy" (Colander, 
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1984), both governmental institutions and economic policies are 
treated as endogenous to analysis. In this paper wc argue that both 
property rights and government institutions are endogenous and 
that their evolutionary paths arc highly related. 

The plan of this chapter follows. The coCvol utionary perspective 
is devcloped in the second section with a reference to the English 
enclosures. In tile third section the perspective is illustrated with an 
application to the Hawaiian case. Concluding remarks are offered in 
the fourth section, including comments on tile relevance of the 
cocvolutionary perspective for economic devc'opment. 

The Coevolution of Property Rights and PoPtical Order 

The presupposition of the ncw institutional economics is that tle 
performance of institutions should not be prejudged according to 
the structure of institutions (Coase, 1937, 1960; Williamson, 1975, 
1985; Roumasset, 1974, 1978). There is a long histor, ofviolations 
of this rule. In industrial organization there has been a tradition 
(Bain, 1951 ) ofcondemning industries containing a few firms on the 
grounds that small numbers Cacilitatc collusion and the extraction of 
monopoly rents. William J.Baumol, John C. Panzar, and Robert 1). 
Willig's ( 1982 ) analysis of contestable markets has helped to reverse 
this tradition by treating market structure as the endogenous prod
uct of more fundamental economic variables. 

A similar tradition exists in the economic development literature 
of condemiing the activities of landlords, middlemen, and toreign 
investors as both exploitative and incflTicicnt. Hired labor has been 
regarded as a symbo! ofprolctarization and the exploitation of labor. 
More recently, labor-market structure has been cflictively analyzed 
as an endogenous institutional arrangement (Stiglitz, 1974, 1986; 
Feeny, 1983). When institutions are modeled as the cndogenous 
creations of more fundamcntal economic variables, it is notmeaning
ful to rank hypothetical altenat'e institutions according to their 
performance apart from the environment affecting their structure 
and performance. Following Ronald H. Coase's (1960) emphasis on 
comparative institutional analysis, wC conclude it is competition that 
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drives perfbrmance and that eflicient performance manifi:sts itself in 
different forms in different economic environments. 

Curiously, many authors of the property rights school, while 
enamored with the comparative institutions approach!, seem to lose 
sight of it when they come to cvaluating private property and market 
institutions. Demsetz's (1967) assertion that privatc property is 
more efficient than commor. property is at variance with his emphasis 
on comparative institutional analysis in other context,; (Demsctz, 
1969). It is a common presumption that private property and 
markets are nccessarily more efficient than either communal organi
zations (e.g., I'Cudalistic institutions and pre-markct agriculture) or 
central control by the state. We take the more fundamental position 
that there are some environments wherein communal organization 
may be more efficient thai. market organization. 

Instead of asking when the nct benefits of market institutions
always alleged to be positive--Justify the transition costs ofchanging 
institutional regimes, wc ask what is logically the prior question 
concerning what confirs positive net benefits to market institutions. 
By judging the nonmarket organization of economic activity to be 
incfficient a priori,the property rights school has departed from the 
central principle of comparative instituttional analysis, namely, that 
the relative efficicncy of alternative institutions depends on the 
cnvironmcnts in which they are found. 

Under \cry plausible assumptions, competitive market pricing, 
the hallmark of market organization, is infeasible. In the early stage 
of economic development, as described by Adam Smith, labor 
productivity increases as the growth of' population and declining 
transportation costs open up ncw possibilities for a division of labor. 
The increasing returns to scale afforded by specialization produce a 
nonconvcxit-y in the aggregate production function such that mar
ginal product pricing Would more than exhaust output (Day, 1982). 
Only when the land fi'onticr is closed and diminishing returns to 
labor set in does marginal product pricing become feasible. On the 
basis of this fundamental assumption about returns to scale, Richard 
H. Day dcvclops a theory ofhe transition from one type ofcommon
property regime, manorialism, to a private-property regime based on 
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the use of markets to transfer rights in land. He argues further that 
the transition to competitive markets could only be accomplished 
following a lag, given that this institutional change requires a 
redistribution of' income toward landowners. This fundamental 
analysis of' nonconvexity, produced by increased coordination and 
specialization, provides a fresh perspective on the causes of the 
English enclosures. Ifwe define cfliciency to include transaction 
costs, then what is not ftasible cannot be eflicient.2 Accordingly, 
private property would not have been more efficient than rhe 
communal property regime based on the manor in the early stages of 
development. 

On the other hand, we would not expect immediate transforma
tions of extant economic organizations into the institutions of 
private property and market exchange at the instant they become 
technically feasible. In the labor market, neoclassical exchange 
becomes fteasible when the marginal product of labor declines to its 
average product. Rather, we would expect that, as the marginal 
product of labor fell bclo\\ its average product, the nobility (land
lords) would ha\'c had increasing incentives to invest in governance 
structures that tied the peasants to their own manor, thereby 
extracting some monopsony rents. if population pressure continues 
to increase in this scenario, then the marginal product will eventually 
fall to the point \\,here it is the landowner who gains from switching 
to market pricing. Both the prospect of a lower "\%,age bill" and 
investment in land improvements and intensive cultivation practices, 
which private property protects, increase the potential rents that can 
be captured under private property. Peasants will resist transforma
tion to private property, thereby imparting inertia to manorialism, 
but eventually the potential gains will be sufficiently attractive for 
landlords to invest resources to overcome that resistance. 

This scenario leads one to hypothesize that by the time a parcel 
of land is actually transfbrmed to private property, its rental value 
under the new institutions will be substantially higher than under 
manorialism. The hypothesis is borne out by evidence presented in 
Robert C. Allen (1982), who show- that English enclosures in the 
eighteenth and nineteenth centuries conferred rents on landlords 
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that were two to three times as high as those they \were able to garner 
through the traditional feudal institutions.-' This was not generally 
typical of the earlier enclosures, however, when lords occasionally 
overcame political resistance and were able to capture rents even 
befbre it was eflicient to do so (Allen, 1986). 

It appears then that tile evolution of property rights is driven 'IN, 
rent-seeking behavior. That this behavior is frequently consistent 
with etliciencv leads us to reject the more pessimistic conclusions of 
the rent-seeking literature, that such behavior is always destructive. 4 

Population pressure and other changes increase the benefits of 
governance structures that exploit greater specialization and ex
change. The prospect of private propert-y and appropriable rents 
induces investments in obtaining those rents, including investments 
in more centralized governance structures to enforce specialization 
and exchange over a broader spectrum of agents (Wallis and North, 
1986). 

Government power per se does not stimulate markets. It is the 
functions of the commonwealth articulated by Adam Smith (de
fense, standards of'contracting, law enforcement, and public works) 
that facilitate market growth, not governmental activities that re
place markets. In general, while the development of property rights 
and the growth of markets have often spurred dic growth of central 
government, the converse of this proposition does not hold. Central 
governments can grow for a variety of other reasons such as changes 
in military and police technology, variations in the outside forces 
posing challenges to the state, movements in relative factor prices 
and the terms of trade, and variations in the ability to collect taxes. 

The development of central government in Russia provides an 
example where the evolution of markets and the central government 
did not go hand in hand. While the Czars were consolidating their 
reign in the sixteenth and seventeenth centuries, service obligations 
were being imposed on all holders ofland (Pipes, 1974:93-95). This 
conrasts with the development ofcentral government in France and 
England during the fourteenth and fiftee~ith centuries; centraliza
tion corresponded with the decline of traditional feudal institutions 
and passing of fiefs into outright ownership. Royal monopolies, 
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internal tolls and tariitts on commerce, prohibitions on peasant 
trading, and restrictions oi foreign merchants were present until the 
reign of' Peter the Great in the early eighteenth century (pp. 
207-211 ). In both Russia and Hawaii (see the discussion below) the 
rise of a central government corresponded with an initial repression 
ofthe market. In Russia, market institutions evolved in response to 
new pressures on the central government; changes in military 
technology (pp. 116-12 1) and outside pressure by Charles XII of 
Sweden prompted a recognition that for the Czar's government to 
endure, additional tax revenues tr the militar had to be generated., 
In Hawaii, the introduction of new military technology, the threat 
from imperial powers, changing relative factor prices and movements 
in the terms of trade prompted a demand for additional revenue by 
the central government and resulted in a drain on its treasury. In both 
cases, for additional taxes to be generated, the economy had to grow 
at a tster rate, and, given changes in the underlying economic 
environment, a movement toward market institutions provided a 
solution to this problem. The analysis by David Feceny (1982) of the 
evolution of property rights in nineteenthl-century Thailand parallels 
this discussion. 

The traditional view, that markets and governmental institutions 
arc alternatives, thils to recognize a distinction between institutions 
that cxcCtitc resource allocations, production, and exchange, and 
institutions that stipport such cxchange.- ' In the cecvolutionary view, 
the samc fbrces that drive the creation ofprivate property and market 
exchange also drive the evolution of governance structures to 
support broader contracting and exchange. However, the story does 
not end there. In a morc centralized government, the potential for 
enforcing a solution that deviates from the compctiti\ Loutcome also 
increases, that is, the incentives for rent-seeking behavior increase. In 
this way, governance structures that have been largely induced by 
ctliciency become the primary cause of inefficiency. This is the 
findamental dilemma of economies based on market exchange and 
privatc-property rights. 
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An Application to Nineteenth-Century Hawaii 

When Captain Cook's ships came to anchor otlithc village ofWaimca 
on January 20, 1778, it was not long bti)re the Hawaiians realized 
litie would never be the same. New visitors from Europe and the 
United States quick!Ny introduced Hawaiians to the potc;tial gains 
from trade with orl-cr countries, to ncw production technologies 
that Would change traditional ways of lift, and to Vestern diseases 
that w-ould afiect Hawaii more severely than the Black Death aflkctcd 
tburteenth-ccnturv Europe. 

At the time of contact, Cook encountered tour competing 
political entities bound together by a common culture." Hawaii's 
250,000-400,000 people lived on all eight major islands and were 
sharply divided into three social classes: ali'i (chicf), maki 'ainana 
(common people), and kahuna (priests). Each political cntity was 
ruled b\' an all'i nui (ruling chief), who owned all land and material 
goods. He gave temporary land grants to his a'I'retainers, who in 
turn gave land grants to konohiki (landlords who managed the land , 
who then sublet the land to maka 'ainana.A ruling chief could in 
principle confiscate or redistribute material wealth at any time, but 
in practice redistribution occurred most frequently wvhen a ruling 
chicf assumed power or \\hen the kingdom was conquered. 

Most of the population consisted of miaka 'ainanawho generally 
worked the land or engaged in a varicty of other occupations such as 
canoe building, house building, bird catching, and tishing. 
Maka 'ainanawho \vorkcd the land owed labor dues to the ali'i nui 
and to their konohiki. )uring the 1820s, Protestant missionaries 
noted that the ali 'i were able to appropriate approximatelv two
thirds ofan individual's output. During earlier periods, the percent
age appropriated may have bccn lower, as carl, historians of Hawaii 
havc generally concluded that commoners were able to live above 
subsistence levels. Unlike scrt in medie'al Europe wvho were bound 
to the soil, maka 'ainanawcrc frec to migrate to other districts or 
islands. This ability to respond to better opportunities placed con
straints on the transfers ai'i could exact from nmaka ainana. In 
addition, the Stone Age status of veaponry in precontact Hawaii 
implied that large numbers ofmaka 'ainanacould overwhclm a small 
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numbCr of ai'i.David Malo's writings ( 1951: 195) on prccontact 
Hawaii detail specific instances in which commoners rcvolted against 
opprCssiVC ali'iand aHli' nli. 

-lawaii's religion %\a;much intet twined with tile political order. 
AlthoUgh kabitli (priest:,) led the people in avariety offritUals to the 
majlor gods, the tli i nui, th()ught to be a direct descendant of the 
gods, was ihe religious leader of the kingdom. He supervised the 
building ald rebuilding of"large stonc temlcs by maka'ainana. 
Malo (pp. 141- 176) made caretil note oftthc large quantities oftood 
and livestock used in the rituals. A system of religious law (known as 
the kaipu) helped to make up tImr the govcrnmCIs lack of a 
c mqparatiVC advantage in Violence. Since the ali'inui\w'as associated 
with the gods, vi(lation ()fthc kapit or a command of the a/i'i nui 
could make OFlc slscCptiblC to puntishment th egods.wb\ 


At this pfiI t,it may be usCfll to caution that the use of'religion 
by rulers to reduce CnlforcCment costs is not a tice good. Significant 
rsColrcC CXpecnditurcs to establish and to preserve the vitality of the 
doctrincs are necessary. More importantly, the system of religious 
law may create an ethical standard w.hich in turn places constraints on 
the rulCr's act i ns and/O r may create obligations that the ruler must 
t1iltill. In I awaii, a/i'i and duaka 'ainanawere alike bound b the 
prohibitions Of"the kapit svsicm. Similar considerations apply to 
i)(uglass C. Nrth's ( 1981) discurssion of'tle role of commonl\, held 
valCs in redtucing rTeC-ridini.t in communal activities. 

(:,,mpet itim reigned in the political aicna as well as in the labor 
market. Constantly waging war with other kingdoms, ali'i nuti 
derived their power from the number (and quality) of a/i'iwarriors 
in their armies. A larger arm' w\'as difficult to raise, however, as 
marginal land \w'as V'or' unprr,)ductivC. While the balance of power 
was, thereftre, difficult to disturb, that did not stop the a/i'inuifrom 
waging war on each other. 

This cquilibrium was upset by the arrival of Cook's ships. Contact 
with the rcmaindcr of the world altered several constraints for the 
ali 'i.First, the prospects of trade raised the present value of the rents 
generated by the economic system. Since additional rents were 
availa tk: lIm extraction, the gains from being a member of the ruling 
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coalition were enlarged. In addition. the gains that would accrue to 
one ali'ifrom conquering other kingdoms increased. Without any 
change in militan' technology, it would seem, however, that such 
wars would be as futile and ill-tated as in the prccontact era. 

Second, the introduction of modern weaponry changed this 
calculus. As trading ships began to visit the islands regularly, ali'i nui 
competed to purchase lighting ships, cannon, and muskets, as well 
as advice Lonccrning their usage. It is debatable w'hether modern 
weaponry changed the cost of unitving the islands; if' both sides 
acquired the new weapons, it is unclear whether it would be more or 
less costly to win a war. It is more certain that the new military 
tchnology: (1 ) convCcd a first-mover advantage to one ruling chief 
and (2) reduced the cost of maintaining a Unified kingdom, that is, 
acartel ofchicts. With the advent of large ships, an army ofthe central 
government could be quickly transported to islands that were 
experiencing unrest or where a chief 'was mounting a rebcllion. In 
earlier times armies had to row log canoes across dangcrous stretches 
of ocean to invade another island. Equally as important, modern 
arms reduccd the importance of large nutim bers of warriors. Prior to 
contact large numbers would have sufticcd to o\crthrow an ali'inui. 
With the introduction of western wcaponii,, a small group of loyal 
supporters could hold ofl'a large unarmed maka 'ainanagroup. in 
cflect, it became more diflicult for a dissident group to mount a 
rebellion. 

It is not surprising that one a/i'inui,King Kamelhancha I, began 
to wage war on other ruling chietfs shortly after contact. The cost of 
maintaining acoalition of chiefs had fallen, while the rents potentially 
available torextraction by governmental authorities had risen. Hawaii 
presents an interesting case of'a centralized state that arose to extract 
rents created by the transition from autarchy to international trading. 
With the unification of the islands (except for distant Kauai) in 1795, 
the position of' the ali'iwas strengthened. Maka 'ainanamigrating 
to another island would no longer encounter a new political author.
ity, only another of the king's retainers. The "wholesome fear of th 
people" on the part of their rulers that Malo ( 1951: 195) attributed 
to earlier a/i'inuiwas less necessary given the monopoly by the king 
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(and his al'i retainers) over modern arms. It wvas predictable that as 
ali'ibccamc less and less constrained by the possibility of popular 
revolts and migration to other islands, a')propriations (in the fbrm of 
additional taxes or higher land rents) of income above the subsis
tence levcl would incrcase. Thus the first two decades of the 
nineteenth century can be characterized as an era in which property 
rights in the control (ver men were strengthened (Fully, 1982). 
This change is consistent wv'dh archaeological evidence that land was 
sparsely utilized and that labor was the scarce resourcc. 

Thc introduction of modern weaponry also aflccted the relation
ship between the political ordcr and religion. In the absence of a 
comparative adv'antage in violence, the ali'ihad invested substantial 
rcsources in the established religion in order to maintain the legiti
macy of the political system. The introduction of Western arms 
reduccd the benefits derived from popular support and increased 
benefits dcrivcd from the possession of Western militar-Y technology. 
Thus the resources devoted to building and maintaining the massive 
stone templcs could be protitably reallocated to other uses. We do 
not mean to imply that economic factors were the only relevant ones 
behind the dowvnfall of the traditiomil religion. Contact with Euro
pcaii and American cultures surely challenged the ability of the 
religion to represent the people's experiences (Vocgelin, 1952). 

The 1819 abolition of' the kaput system and the established 
religion (which occurred prior to the arrival of the protestant 
missionaries in 1820) by Karmchamcha II can be usefully analyzed 
from the perspective of rent-secking. A governing coalition can only 
extract rents iftit has the power to cxcludc other potential ciaimants 
to the rents. Wben the costs associated with different methods of 
exclusion change, the adoption of the lcast-cost method is a condi
tion fbr the long-term survival ofthe governing coalition. If the least
cost exclusion technique is not used, the coalition becomes vulner
able to defections and to competing groups who can promise to 
extract additional rents (net of exclusion costs).8 That the elimina
tion of the kapu system in 1819 occurred while the new king was 
acting to strengthen his ruling coalition is certainly consistent with 
this analysis. The redistribution of income from the kahuna who 
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provided the outdated Lxclusion technology, to the ali'i, who 
provided the new one, lends some perspective to the subsequent 
revolt by traditional interests. Quickly put down by tile superior 
firepowver ofgovernmeiit troops, the revolt emphatically proved the 
superiority of the newV exclusion technology. More importantly, the 
decision by traditionalists to engage in a somewhat quixotic revolt 
against superior forces illustrates the size of the stakes associated with 
the process of'rent-seeking. 

The enforcemcnt powers of the ruling coalition, enhanced by 
Western arms, allowed the king and his supporters to extract rents 
not only in the labor market but also in the product market. Trade 
in sandalwood wvith the United States and China grew to significant 
levels after the War of 1812 aniid continued through the late 1820s 
until the stock was virtuially exhaustcd. King Kamchameha I had a 
monopoly on sandalwood sales, but turned ovcr 40 percent of the 
gross proceeds to the chiets. This arrangement prevented ali'i,who 
had limited tenure in the land, from indiscriminately harvesting 
sandalwood. Given their limited tenure, chiefs would then compete 
to supply Kmehamcha's quantities with sandalwood from their 
lands. The exclusive marketing arrangement allowed Kamnehameha 
(and his ali'i supporters) to reap monopoly rents while ensuring 
competition in the supply of the resource. 

After the death of' Kamchamcha I in the spring of 1819, the 
structure of propcrty rights evolved to reflect changes in the exclu
sion tcchnology. Kamchamcha II fhccd competition from traditional 
forces; giv'rn the new military technology, he was also more depend
ent onl the support of his ali 'i retainers, who had access to the new 
arms. To strengthen his ruling coalition, Kamehamcha II gave up his 
right to market the sandalwood for export. With uncertain land 
tenure, the ali'i had incentives to sell sandalwood immediately 
witnour regard to futUre prices. Thc resulting surgc in sandalwood 
sales surely helped the king remain in power, but just as certainly did 
not maximize the present valuc ofsandalwood sales. In this instance, 
the king continued to share rents with the elite, but the tradeoff with 
efficiency indicates the rent-seking nature of this transaction. Contrary 
to conventional wisdom, centralized political control over natural 
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resources is insufficient to prevent rent-seeking and the dissipation of 
the resources' rents. 

The opening of trade and the introduction ofWestern arms were 
the most important forces behind social change in the first fit' years 
after contact. Howevcr, by the late 1820s their efleicts were over
whelmed by the continual population decline induced by the intro
duction of western diseases (e.g., syphilis, gonorrhea, influenza, 
mumps, measles, and cholera, etc.) to the islands. Although there is 
much controversy over population estimates (250,000-400,000) 
for 1778, the first official census in 1850 revealed anative population 
of only 84,165, a remarkable decline regardless of the initial popi
lation estimate adopted. By 1900. the census showed just 37,656 
Native (fibfl or part) Hawaiians. 

The population decline appears to have been one of two tactors 

behind the transitton in the 1840s to private property." We postulate 
that as the stock of labor declined, land rents decreased and vage 
rates increased. Cursory supporting evidence f)r this assumption is 
that much land was abandoned in the decades after Western co,..act 
(Beechcert, 1985: 29). The increased competition for labor cftrc

tivclv ended the ali'i labor cartel, but more importantly, it led to a 
crisis for the government and its ali 'i supporters. (.(\'el'lllllellt 

revenue was derived from land rents, with the ali'i and konohiki 

serving as tax fhrmers. 
Moreov'er,governance isalabor-intensive activitv. The change in 

relative factor prices simultaneou~sly reduced go'crnicnt's income 
and increased its expenditures. For the Hawaiian government to 
survive, it had to generate revenue flows suflicient to provide public 
goods of the same value as could be supplied by a competing 
domestic coalition or a fbreign government. Indeed, cutting expen

ditures druring an era of imperial expansion in the Pacific was not a 
viable option for the government to choose. Domestic borrowing 
was hampered by the primitive state oftthc financial system; interna
tional debts incurred b the chiet had brought foreign warships to 
Hawaii's waters several times in the 1820s. The government acted to 
increase revenue by imposing additional taxes, e.g., apoll tax, but the 
revenue shortfall could not be made LIp 1 such measures alone. 
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Finally, the government did what individuals often do to meet 
revenue shortfalls: it sold a major asset, its land. In a process known 
as thegreatmahele,the king and the chief%arranged for a division of 
iand bctween the king, the government, the chiefs, antd the common 
people. After the 1848 signing of the mahelcagreement between the 
King and the oIi'i,which specified the methods to be employed in 
dividing the land, a Board of Commissioners to Quiet Land Titles 
was appointed by the king to consider the rights and interest of 
individuals who filed claims to title in land. Testimony was taken and 
bourdaries on claimed land were surveycd; if a claim was judged to 
be valid, then aLand Commission award was granted to the claimant. 
Upon payment ofcommutation, a monetary payment representing 
the interest of the government in the land, the applicant received a 
royal patent, a fiee-simple title to the land. Although the casual 
strveying of the larger tracts of land led to much later litigation, the 
process proceeded remarkably smoothly and was completed by 
1855. 

Between 1840 .and 1861 the go\'ernmcnt then proceedI to sell 
31 percent of its total holdings, which amounted to approximately 
one-third of the islands' total land area. From 1849 to 1856, revenue 
from government land sales produ ced 3.5 percent ofthe govern ment's 
annual reventue. 

Land was only onc of the valuable assets held by the "govcrr,
,uc.nt" (which could not be distinguished from the kinzg tuntil the 
Constitution of 1839). Why did the Hawaiian government sell the 
land instead of following the example of the fifteenth- and sixteenth
century European governments that covered reventue shortfhlls by 
selling long-term monopoly rights to the provision of various 
services and goods? North (1981: 28) has suggested that "the 
property rights structures that will maximize rents to the ruler (or the 
rt,ling class) are in conflict with those that would produce economic 
growth." North's theory implies that rtlers will raise revenue from 
asset sales by selling those property rights that, fbr a given sales price, 
produce the lowest excess burden. However, Hawaii represents an 
interesting exception to this argument, as we arguc below, in that the 
government's land sales did not detract from, but encouraged 
economic growth. 
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Fcen\v details a similar process for the evolution of land rights in 
nineteenth,-century Thailand. lie argues that formal property rights 
in land were established by the government becausC tI e elite (a group 
corresponding to the ali'i in Hawaii) shared in the gains resulting 
from a more secure property rights system. )eclining real wages in 
Thailand also lessened opposition of the elite to "the abolition of 
slavery and corenw, actions which were in the interests o'the monarch, 
who had a clear political incentive in seeking to abolish the control 
of manpower by Ihis potential opposition" (Fccny, !982: 98). In 
both Hawaii and Thailand, the establishment of large crown hold
ings of land under a formal system ofpropery rights acted to secure 
a reliable source of income and wealth for the crow\ n during a period 
of rapid social anid economic change. These observations lead us to 
the conclu1sion that, in Hawaii and Thailand, rent-secking by the elite 
during the mid-nincteenth century resulted in an efficient step in the 

"
cVolution oftpropcrty rights. 
The second aator behind the land reform was the change in terms 

of trade. With the advent of substantial economic activity on North 
America's west coast in the I840s, the potential market for Hawaiian 
agricultural prOduct; expanded, thereby improving Hawaii's terms 
oftrade. The new market \''as not tor traditional Hawaiian agricul
tural products, such as taro and sweet potatoes, but fur sugar. A crop 
usually grown most economically on plantations, sugar in Hawaii 
required for its efficient production that large tracts of land be 
assembled and that ,Ubstantial capital investments be incurred. Prior 
to the 1840s, land could be rented only to forcign agricultural 
producers. As tenants, they were reluctant to incur expenses to 
prepare the land for sugar production, since the landlord could 
extract quasi-rents by breaking the lease or raising the rent. Convcr
sioa to private property enabled the requisite capital flows to take 
place and more eflicient production techniqtues to be Used. 

This the Hawaiian example helps to generalize the theory of the 
coevolution of thc political order and property rights. The history of 
Western Europe as well as the economics of Adam Smith suggest that 
technological change and population growth drivc intensification 
and specialization. The new opportunities for capttiing rcnts help to 
induce both privatc propert' and a stronger central government. In 
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Hawaii, a centralized state arose to extract newly created rents from
international trade. Yet in later y'cars continued rent-seeking by the
ali'i and the king did not produce deadweight losses but, forti-
tously, was consistent with the promotion of economic growth andc!'ficienlcy. 

Concluding Remarks 

Institutional change is driven in part by individuals or grotips
investing in eflorts to capture rents. Since efliciency isdirectly related 
to the potential rents that are available for capture, institutiolns often 
driven by rent-seeking behavior ma' be devised that respond to new 
opportunities f)r capturing efficienct, gains. In the case of' the 
English enclosures, increasing p)pulation triggered an evolution of 
pri'ate property that improved the cfficiency of agriculture. landowners wcre willing to invest in overcoming resistance to changing
land-tenure institutions in order to appropriate the rcsu.lting higher 
!and rents. 

In Hawaii, population growth did not trigger the cvolution of
 
private property; in tact, the populatiom was in decline. Instead, new

markets for new agricultural products providCd incentives consistent
 
with cfficicncy to transform land-tenure institutions. The increased
 
toreign demInd for agricultural goods raised potential rents, and

therefbre incrc.sed the potential returns m investing in land im
provcmen ts. Such investmen ts were accelerated by the conversion to 
private property, which facilitated private capture of' returns to 
investment. 

Rent-seeking also played a significant part in the timing of the
conversion to private propcrty, as rcventie from government land 
sales supplemented other tax reventies during aperiod when revenuc 
(from the government's land rents) were thlling. In this case rent
seeking was consistent with eflicient economic growth, thus provid
ing a case in which the usual tradcof'is absent. The divergence from 
the ustial tradeoffimay have been caused by the large changes in factor
endowments and price:; that occurred during the first half of the 
nineteenth century, i Hawaii. Government, which maximizes tax 
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rcvenue rather than national income, has incentives to expand 
bcyond the point at which national inc(7,me is maximized. ()ne 
consequence is that, at the margin, additional increases in govern
mCnt taxes (and Cxpcnditulres) will reduce national income, thereby 
generating a tradeot bctwccn clicicncy and government revenue. 
iLarge changes in factor prices or the terms oftrade could, howecr, 
change the elicicnt size of'government, that is, the I vcl of cxpcn
diturCs that maximizes inco1mc. If optimal go-'crnmcr size increases 
stuflicicntly, then the government that had "ovcrexpandcd" prior to 
the relative price changes may now be "too small." Marginal 
increases in taxes will then lead to rising incomes and tax receipts. 

The Hawaiian case also nicely illustrates the cocvolution of, 
property rights and political ordtcr. (cntralization o,"government 
shortly after contact was induced, in part, by the increased rents that 
could be captured by acentralized political order and, in part, by the 
decreased costs of' maintaining a centralized political order. The 
establishment of"an ali'i monopsony cartel ill the labor market 
allowed rents created by the opening of trade to be extracted by the 
ruling elite. When the stability oflthc ruling coalition was threatened 
after the death of'King Kame hamcha I, his sulcccssor trde rights to 
participate in the ,N,ildak\\ ()d trade fior support oflhis regime. This 
episode is more cv()cative: of the Eutiropean kings' sales of monopoly 
priv'ileges than of Kamehamcha I II's dismantling of the feud-I land 
tenure systcm. 

As the sandalwood rcso urcc approached exhaustion, new oppor
tunities for agricultural exports appeared (e.g., sugar to California) 
that increased the benlits of' private propeirty, and rencwcd the 
impetus ior e ~tab!ishig govcrn- structurcs supporting markct 
exchange. In lawaii this process was accelerated, since the -cntral 
administration taccd a revenue crisis and utilized land sales as an 
instrument of public finance. The evolution of the rcgimc was soon 
transformed by the annexation of Hawaii to the United States 
(1898), the extension of tcrritorial status (1900), and statehood in 
the American constitutional €;rdcr(1959). 

In contrast with the English enclosures, which were retarded by 
political prcssurc firom the peasants, the development of market 
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exchange and private property rights in Hawaii was accelerated by
political pressures, thus illustrating that rent-seeking behavior b 
government is not necessarily contrary to efficiency. The pessimistic
view that rent-seeking is always contrary to efliciency must therefore 
be modified. The etliciency of rent-seeking will be determined by the
dixergence between the costs and benefits ofactions to society and 
those to the decision makers. That a divergencc is often present and 
is frequently of significant proportions has been demonstrated by 
case studies presented by economists in the public choice tradition. 
WC hope the cases outlincd in this study will give public choice 
theorists and economic historians pause befbre they leap to tile 
general conclusion that rent-seeking behavior is always at variance 
with efficient behavior. 

Notes 

1. See Dlahlman (1980) for an excellent analysis of the system of
 
property rights associated with the manor.
 

2. A similar notion, namely, the prohibitive infbrmation and
 
en f rcement costs of' nondistortionary taxation, led Samuelson
 
(1950) to distinguish the "fcasibility frontier" from the conventional
 
"Pareto-optimal f'ontier."
 

3. Allen obscures this interpretation, however, by assuming that 
the efficiency explanation and the income redistribution explanation
 
of the enclosurcs are mutually exclusive.
 

4. Lee (1987) uses a similar approach; he examines the industrial 
and environmental interest groups that influence environmental 
regulation and questions whether the resulting legislation produces 
a resource allocation that can be significantly improved. Ttllock 
(1967) presents a more pessimistic view of rent-seeking, arguing that 
it not only reduces gains firom trade but often causes positive damage.

5. F. A. Hayek (1948) has, however, emphasized this point in his 
writings. 

6. Kuykendall (1968) and Beechert (1985) provide in-depth
reviews of the relevant historical materials. L.a Croix and Roumasset 
(1984, 1987) examine specific episodes in greater detail. 
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7. See La Croix and Rounmassct (1984) for additional discussion 
of the role of'violence in establi;hing state institutions. 

8. In other words, even though a government may, almost by 
definition, be a natural monopoly, the monopoly may be contest
able. See Baumol, ianizar, and Willig (1982) for a full discussion of 
contestabilivy theory. 

9. See ILa Croix and Roumasset (1987) tbr an extended discussion 
of tle population decline, as well as a discussion of the background 
and mechanics of land rcform (i.e., the Great Mahlec). 

10. Feeny (1982: ch. 5) also presents several episodes in Thai 
history in which the rent-seeking behavior of the elite led to 
institutional e'olution that did not promote economic growth. 
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How Markets
 
Alleviate Scarcity
 

Introduction 

Economics rests on the broad supposition that individuals desire 
many goods and seek many goals and that, for every individual, at 
least some goods are scarce. The inability of all individuals within a 
society to satisfy all their wants implies that they must compete with 
each other for a share of the resources available. 

The fundamental economic problem within any society, there
fore, is to evolve-whether by design, accident, or somc combina
tion ofboth-a set of rules fbr channeling competition and resolving 
the conflict. These rules, embedded in a framework of formal and 
informal institutions (laws and customs, for example), sanction the 
range of permissible behavior by specifying the nature of the rights 
that individuals may hold to the use of resources (including their own 

The author has henclited h-om thorough and helpful comments by Vincent Ostrom, David 
Fceny, Hartmiut Picht, and David G. Davies. 
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persons), to the income that t'e resources generate, and to the 
transferability of the resources to others. The resulting system of 
property rights determines how prices, whether explicit or implicit, 
arc set and, thus, how the benefits and the harms resulting from a 
decision arc allocated between the ones making decisions and others 
(Alchian, 1965, 1967). 

The central insight ofeconomics, first clearly articulated by Adam 
Smith (117761 1937), is that individuals respond predictably to 
opportunities for gain. Because different economic systems embody 
different structures ofpropcrtv rights, they confront decision makers, 
with different opportunities for gain and thus alect their choices 
systematically. For example, the system oftpropcrty rights atltcts such 
economic considerations as the quantity, quality, and prices of 
output; the quantit , and combinations of inputs; the development 
and adoption of new production techniques; the structure of indus
tries; and the allocation of resources between present and future 
consumption. It also affects other individual choices such as where 
to live and \\,hat sort of work to do, when and whom to marry, how 
many children to have and how to raise them, and when to die. In 
short, it afl'kcts all choices in which at least some of the options arc 
mutually exclusive. 

In a world of scarcity, individuals can increase their welfare 
through specialization and exchange. Specialization in production 
allows individuals to engage in those activities in which each has a 
comparative advantage, including participation in joint production 
within a firm, and thus results in a larger aggregate output. Exchange 
then allows each individual to obtain a prefierred combination of 
goods and services, and thus provides the incentive to specialize. But 
even ifthere were no production and all individuals received identical 
baskets ofgoods at the beginning ofeach period, they would still gain 
from trade if the relative values they subjectively attached to these 
commodities differed at the margin (Bator, 1957; Radfbrd, 1945). 
Trade expands consumption opportunities beyond those that would 
have existed without it, allowing each individual to obtain a con
sumption basket that is preferred (as the chooser sees it) and thus to 
enjoy a better standard of living. 
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The market is simply a low-cost institution fbr facilitating speciali
zation and exchange. It reduces scarcity by guiding the allocation of 
resources to their highest-valued uses by means of prices, which 
provide both consumers and producers with the information and the 
incentive to respond to changes in individual circumstances. The 
effectiveness of the market in relieving scarcity is closely tied to the 
extent to which property rights are fully allocated, privately held, and 
voluntarily exchangeable at relatively low transactian costs. Thus, 
the market both favors and is favored by a political environment of 
individual freedom. 

At this point a caveat seems useful. Although economics provides 
the tools fbr analyzing the consequences of alternative economic 
systems, it does not provide the criteria for deciding which outcomes 
are preferablc. Like any other positive science, that choice rests on 
normati'e (ethical) judgments. This statement, of course, does not 
deny that economics may be useful in explaining why certain ethical 
norms have evolved, or that considerations of the sort embedded in 
the Golden Rule ("I)o not that to another, which thou wouldst not 
have done to thyscit"') may yield some generally acceptable criteria 
for making interpersonal comparisons (Ostrom, 1984). 

Policies frequently would benefit if decision makers had a clearer 
understanding of how markets work and the consequences of using 
the market relative to some other control mechanism. Accordingly, 
this chapter addresses the main characteristics ofa market system; the 
gains from specialization and exchange; how the market may be used 
to solve the economic problem; and some limitations of the market 
and of proposed alternatives, concluding with some general remarks 
regarding the choice of economic systems. 

Characteristics of a Market System 

Economic theory, although quite complex in its more rigorous 
formulations, rests on a few simple propositions (Bator, 1957). 
Briefly, these arc that each individual desires many goods; that these 
arc substitutable; that as the individual substitutes one good for 
another, keeping the level of satisfaction unchanged, the subjective 
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value of an additional unit of thc good being acquired f'lls relative 
to that of the good being given up, and that, for each individual, at 
least some goods arc scarce. The postulate that goods arc substitut
able means that there is no hierarchy of wants; individuals, Cvcn the 
poorest, seek to satist; a varictv ofowants. 

ThIese propositions apply to all individuals, regardless of' the 
cconomic system in which they live and their role as decision makers 
(e.g., consumers, business managers, er government cmployccs). If' 
dittrcnt individuals attach diftlrcnt w\'eights to ditklrent goals (e.g., 
health, comfort, powcr, the wclfIre of others) including diftrent 
means (e.g., persuasion, compulsion) ofachieving them, then each 
individual has the incentive to advance those goals that he or she 
pref'ers. For predictive purposes, thcrcorc,decisions taken within a,mily,a firm, agovcrnmcnt bureau, asocicty, or any' ot h,:r oup aic 

6est analyzed as the outcome of' choices made by members of the 
group in pursuit of their own individual interests, including their 
viewv of\what is best f'€rother individuals and f'or the group as a whole. 
Thus, the individual is used as the basic unit ofanalysis not because 
of a normative judg'"innt in favor of individual 'aleICs but beC,,uIse 
this approach yields more accurate predictions (Blaug, 1980; Dc 
Alessi, 1983). 

The abilit, of' individuals to satist\, their wants isdetermined by 
the quantities of'rcsources (including entitlements) available, their 
allocation, thcii' productivity, and the systcm ofpropcrty rights. The 
typical postulates underlying production functions arc that inputs arc 
substitutable; that increasing all inputs in the same proportion 
eventually results in total outptit increasing at adecreasing rate; and 
that, at the margin, the productivity of any input cvcntually de
creases. Yhcsc postulates apply to all productivc activitics, including 
those undertaken by households, firms, and government bureaus. 

The framework just sketched, buttressed by more detailed speci
fication of' both prcfercnccs and constraints, yields the familiar 
implication that the lower the cost (whatever has to be foregone) of 
any good (whatever is asource ofsatisfaction to the chooser) or any 
input (whatever is Used in production), the more the user will 
acquire; demand curves fbr both inputs and outptits are negatively 
sloped. Moreover, individuals respond to in expansion of the 
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opportunities available to them (fbr instance, through an increase ill 
productivit') by consuming more of all goods. And because inputs 
are costly and production functions have tile characteristics that they 
do, additional units of output typically can be obtained only at higher 
cost; supply curves arc positivcl\v sloped. 

The hypothesis that individuals use more of a resource wI'hen its 
opportunit 3, cost falls applies to all choices under constraints. Thus, 
it applies not on' to tile usual consumption and production deci
sions but to tile entire range of' choices among alternative pecuniary 
and nonpccuniary sourccs ofs:itistaction that an individual fIccs both 
on and offthe job. For example, limiting tile profits that a lirm may 
earn lowers tile cost to its managers of' engaging in race or sex 
discrimination, and more of both will occur (Becker, 1957). Simi
larly, a subsidy to married couples for each additional child implies 
that idividuals are more likely to marry as well as to marry earlier in 
lif: and have more children. 

The cconomic principles discussed so far hold regardless of the 
systcm of propcrt3.' rights and whether trade takes place or not. Thus, 
the hypothesis that demand curves arc negatively s!oped implies that 
ifa flood renders a river crossing more dangerous or time-consuming 
than another crossing, then, other things being the same, some 
individuals will shiif trom the higher-cost to the lower-cost crossing 
and, in the aggregate, flower crossings will take place. 

The structure of property rights ftmund within a society typically 
is quite complex. For example, individual rights to the use of 
resources ma\' be exclusive and voluntarily transticrable (e.g., pri
\,ate), cxclusi-.'e but not tnansfirable (e.g., usuftruct), or both nonex-
Clusivc and noi tr,,sc rabic (e.g., common-property with open 
access). Moreover, propcrty rights in a particular good ma\' be 
partitioned, so that difhkrcnt individuals mavy hold difl rent rights to 
its use. For example, the private owner of' a house may have tile 
exclusive right to use it, sell it, or lease it; a lessor may have the right 
to use it but not to paint it or sublet it, and certainly not to :ell it; a 
neighbor may have the right (casement) to run pipes under its fiont 
lawn; and cvcrx'onc in the community may share in common the right 
to dump smoke and noise on it. 

File spectrum ofpossible economic systems obviously isenormous. 
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Some of the archetypal arrangements toti nd along the continuum 
include anarchy, in which individuals cnforcc thejr own rights; 
capitalism, in which individuals hold gowcrnmcnt-cnforced private
property rights to Consumption and production goods, including 
their own labor; socialism, in which individuals typically hold usu
fi'uct rights, assigned and entbrccd by govcrnmcnt employees, to 
incormc-producing goods; and communism, in which central direc
tion extends to the choice of jobs. 

Diftecnt systems of property rights prcs'_-nt individuals with 
dift rcnt con;traints, thereby altering tile opportunities or gaan and 
afrccting choiccs systematically ( Furubotn and Pcjovich, 1972). 
Under a system otprivate property rights, future consequences arc 
capitalized i ito current transfer prices and rctlectcd in owners' 
wealth. In the limit when resources arc fully allocated and transaction 
costs are zero, decision makers bear the full value consequences of 
their choices and thus have the incetnti\vc to take lin fully into 
account; there arc no external eolects. C mmon ownership witht 
open access, on the other hand, means that individuals lack exclusive, 
transftrablc rights to the use of'resourc,_s. Because they cannot 
capture th,: full gains fi'om any improvements they might undertake, 
the v have less incentive to conse-rvc the rCsources held in common 
(e.g., to postpone grazing) and to ivCst in them (c.g., build irriga
tion ditches 0i common pastures), and have more incentive to invest 
in the privately owned resources (e.g., sheep) used jointly in produc
tion (l)e Alessi, 1980). If private property is feasible (that is, if 
transaction costs arc sullicintlV low), dhon under common owner
ship resources arc less likely to be assigned to their highest-valued use 
and output is smaller. 

Gains from Specialization in Consumption. If the subjcctivc 
rates at which individuals arc willing to substitutc one commodity for 
another difler at the margin, there will be incentive to trade. For 
example, stippCsc that A is willing to substitute 2 apples tr 1 loaf of 
bread whereas 3 is willing to substitute 3 apples for 1 loaf of bread, 
each individual remaining at the same level of satist'action. A would 
be just as well off'with Iless loafof bread and 2 more apples, whereas 
Bwould be just as well offwith 1 more loaf of bread and 3 less apples. 
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Thus, both gain ifA gives 1 loaf of bread to B in exchange for more 
than 2 but less than 3 apples. The possibility of trade cffectiveiy has 
created an additional apple, the gain from trade, that A and B may 
share. Moweovcr, both A and B have the incentive to continue trading 
until their subjective rates of substitution become equal at the 
margin. This analysis applies to the choices ofa primitive man as well 
as to those of a modern urban dveller. Trade evolved because it 
allowed individuals to become better off; although it may be severely 
limited in many parts of the world, it is ubiquitous. 

Differences in the subjective rate of substitution may be due to 
difTrences in tastes or in the endo\vment of resources, including 
dif rcnces in natural skills, investment in human capital, wealth, and 
degr!c of control over various assets. For trade to take place, 
however, the reason vhv the subjective rates of substitution differ is 
irrelevant. All that matters is that they differ, thereby creating the 
possibility of mutual gain through exchange. 

Although dif'crcnces in the subjectivc rates of substitution arc a 
prerequisite for trade, the\, are not sufficient. The extent of trade 
clearly depends upon the limits set by the system of property rights 
and by transaction costs, broadly defined as the costs of negotiating 
and enforcing contracts as well as of acquiring and processing 
information about alternatives. IfA and B own the right to consume 
the apples and bread that they hold but are not allowed to exchange 
them, thcn the "extra" apples and bread made possible by trade will 
not be realized. 

Depending upon the coomic system, individuals may be al
lowed to own certain rights but not others, and some ownership 
rights may allow use but not exchange. Moreover, the rights that an 
individual is allowcd to own and trade may be constrained by such 
variables as age (e.g., a minor may not have legal standing in certain 
matters), health (e.g., a cancer patient may have the right to own and 
use a particular drug but a healthy individual may not), time (e.g., a 
store may be open only during certain hours), place (e.g., zoning 
regulations may control land use), special qualifications (e.g., only a 
doctor of medicine may perform certain activities), and other consid
erations. To the extent that such limitations arc agreed to voluntarily 
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by the members of the community, they need not reduce welfhre. 
Typicallv, however, trade restrictions arc designed to protect specific 
groups from competition. 

Transaction costs also inhibit exchange. Indeed, if transaction 
costs exceeded the gains from exchange, individuals would not trade. 
Thus, if transaction costs had been greater than 1 apple tbr each loaf 
of bread exchanged, A and B would not have traded. 

Factors helping to determine the nature and mix of'rights adopted
within asociety include the cost of detining and enforcing alternative 
property relations, preferences regarding the nature of the economic 
system, comparative advantage in the use of political power, and 
chance. If private property rights arc too costly to establish and 
enfbrcc relative to the benefits, then other arrangements, such as 
Col1i0( owncrship with open access, will evolve. If the costs of 
privatization !all or the benefits increase, however, there will be 
incentive to move toward asystem of private property rights (1)cnsctz, 
1967). The choice of propcrty rights is also aftected by prefi.rences, 
wh ich shape and are shaped by a society's moral code and view\' of 
justice; the activities of interest groups seeking to obtain special
rights for their supporters (e.g., members of'a business cartel or ofa 
labor lllioll ); and chance, duc to incomplete knowledge about the 
range ofpossible systems oftproperty rights as well as about the fill 
consequences of known arrangements. 

(onceptually', in a market system, the role of the government is 
limited to helping decide who owns what rights and to helping 
protect those rights. Within this framcwvork, individuals have the 
incentive to specialize in production, thereby increasing their in
come, and then spend this income to mo\vc outsidc the boundary
imposed by their production possibilities and obtain a preferred 
consumption basket. 

To maximize their welfhre subject to an income constraint, 
individuals have the incentive to revise their consumption as long as, 
at the margin, the subjective rate of substitution between any two 
goods diflers from the ratio of their prices. For example, if'apples sell 
fbr $0. 10 each and loaves of bread 60r $0.30 each, then individuals 
have the incentive to allot ate their income between apples and bread 



347 Hoit,Markets A lievia te Scarcitv 

so that, at the margin, they would be willing to substitute 3 apples 
for I loaf of bread. If the price of bread were to fill to $0.20, 
individuals would become better off if they shifted their consump
tion from apples to bread until, at the margin, they were willing to 
substitute 2 apples for 1 loaf of bread. 

Thus, adecrease in the price of bread implies that individuals will 
consume more of it; dcmajii curves are negatively sloped. They also 
consume nore of those goods (e.g., cheese) that are complementary 
to bread, because the relative price of that combination has gone 
down, and less of those goods (e.g., rice) that are c:lose substitutes for 
bread, because their relative price has gone up. And individuals will 
respond to an increase in income by consuming more bread, cheese, 
rice, and all other (noninterior) goods. 

The prices that determine the choices of a user, of course, are not 
simply the nominal prices asked by the sellers. IRather, they are the fhll 
prices reflecting the till opportunity cost of acquiring the good. The 
full price includes time spent traveling and qucucing tIp, other 
resources used up in getting to and firom the store, bribes, tips, and 
all other explicit and implicit costs incurred by the consumer. In 
some societies the monetary payment made at the time of purchase 
is a trivial portion of the good's actual cost to the consumer and so 
plays a minor role in guiding the decisions of both users and 
producers. 

In a market system, most costs arc explicit and included in the 
nominal price. Buyers and sellers, however, arc pcrfcctly free to 
negotiate nonpricc means of compensation, and frequently they do. 
For example, the transaction price may vary\ according to the dates 
at which the good is to be delivered and payment is to be made, the 
warranty that accompanies the good, and other fhctors, such as the 
promise of some futurc service (e.g., the owner of an apartment may 
accept a lower rent in exchange for the promise of better mainte
nance by the tenant). As the nonprice dimensions become more 
complex and extensive, however, monitoring, enforcing, and other 
transaction costs increase. The use of prices based on a generally 
accepted medium of exchange lowers transaction costs and facilitates 
specialization in both production and consumption. 
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Demand curves show the maxinmL price that individuals are 
willing and able to pay tor each additional unit of a good rather than 
do withou~t it. To the e'ttent that the price individuals actually pay tr 
each Unit is less than the maxinmum they would have been willing to 
pay, the diflerence represents the gain from trade-the increase in 
welfare or consumer's surplus. This gain is maximized when consum
ers arc able to buy as much as the' wish of a good at the prevailing 
market price, a condition fi)stered by competitive processes. More
over, ifall individuals look at the same prices,, then at the margin they 
attach the same relative value to all the goods they consume, and 
consumers' welfhre is maximized in the Pareto that itsense is 
impossible to make someone better ofi'without making Someone else 
worse off (if production is also Pareto-eficient). 

In practice, the equilibrium conditions of'a market system, like 
those of any other economic system, ncevr hold. Circu instances are 
always changing, and the system is always being butflktted toward a 
ne1 equilibriuml. The fundamental significance of a market system, 
howvever, is not as a set ofequilibrium conditions, but as a process f)r 
channeling competition by providing both producers and consum
ers with the incentive to seek and exploit opportunities tr gain. 

Gains from Specialization in Production. Consider first 'n in
dividual in isolation. If thc marginal rate at which that individual is 
able to substitute one input for another in production v'aries among 
goods, then reallocating inputs from the uses in which they are 
relatively less productive to those in which they are relatively more 
productive al!o\ws more of'all goods to be produced. For example, 
suppose that a frimer can substitute 3 units of land for I unit of labor 
in wheat production and 2 Units of land for I Unit of labor in corn 
productionl, leaving the output ofboth wheat and corn unchanged.
Then reallocating 1 unit of labor from corn to wheat releases 3 units 
of land, only 2 of which are necessary to maintain the oLItptt of corn 
unchanged, yielding an "extra" unit of land that the fhrmer may use 
to increase the output of wheat, corn, or both. If the fhrmer can 
capture the full increase in ou~tput, he or she will have the incentive 
to reallocate inputs until the marginal rate of substitution is the same 
in the production of all outputs. 
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Exactly the same reasoning applies ifthe marginal rate at which 
inputs may be substitUted in production differs among individuals. 
If the rights to the use of'rcsources are transfirablc, owners wvill have 
incentive to trade until these diftlrences arc eliminated, allowing 
each individual to produce more ')f all goods. 

Further gains from specialization and exchange, however, arc still 
possible. Although the marginal rates of input substitution may be 
the same in all uses, some users max' be more productive than others 
and Some outputs may be more valuable than others. For example, 
suppose that the ratio of the value of the marginal products of land 
to labor in wheat is S 1/S4 for fhrmer C but $2/$8 for farmer 1). 
Then the output of wheat would be higher if both land and labor 
were reallocated from Cto 1). If the rights to the use of land and labor 
are privately hld,their owners have the incentive to allocate each of 
the rights to the use with the highest-valued marginal product, 
whatever that might be. 

Indeed, Under a sy'stem ofprivate property rights resources flow 
to the same uses regardless of their initial assignment, although the 
distribution of' income would differ (Coase, 1960). Whoever at
taches the highest value to a resource right would keep it, ifinitially 
given it, or acquire it, ifinitially assigned to someone else. The extent 
to which this process iscarried out depends upon transaction costs. 

If trade in either inputs or outputs is ruled out, individuals' 
consutmption opportunities are strictly limited to those provided by 
their particular production possibilities. Trade in either inputs or 
outputs allows individuals to extend their consu,mption outside these 
limits, and trade in both allows them to extend it even further. For 
example, workers have the incentive to seek the highest compcnsa
tion, including job-related nmpectuniarv income, and thu,s gravitate 
toward those activities in which they arc more productive. Similarly, 
employers have the incentive to minimize the cost of producing any 
given level of output and to choose an input-output configuration 
that maximizes profits. Thus, all owners of resources (whether 
employees or employers) have the incentive to specialize in those 
activities in which they have a comparative advantage. As a result, the 
value of the output is greater and all parties are better off. 



350 LoIs )l-Ai+.ssi 

Production functions, which specif , how resources may he con 
verted from one firm to another, presumably varn from one pro
ducer to another within the same industry as well as from one 
industry to another. All production functions, however, share the 
general characteristics described earlier. In particular, production 
costs are positive and typically rise at the margin. 

In a market system, producers have the incentive to increase 
output up to the point where marginal cost-the cost of producing 
an additional unit of output--is increasing and just equal to the 
revenue obtained from the sale of the additional output. Because 
competition frces price toward marginal cost, the value that con
sumers attach to a unit of output (measured by price) approaches the 
value of the goods that the resources could have produced in their 
next best use (measured by the marginal cost).

In order to survive and prosper, producers in a market system have 
the incentive to seek opportunities for profit. To the extent they are 
successful, they attract competitors, profits are squeezed out, and 
sun,'ivors carn the competitive rate of return on their capital. This 
rate, which bears little relation to accounting profits, represents the 
return that the owners could have earned if they had allocated their 
capital to its next best tuse. 

The existence of transaction costs implies that property rights are 
not fllly allocated to private users (e.g., some resources are held in
 
common), fully enfbirced (e.g., some theft takes place), or exchanged

(some mutually beneficial trade does not occur). Rcsources still flow
 
to their highest-valued use, but that 
use is diflirent for exactl, the 
same reason that transportation costs affect the geographical distri
bution of goods ( )e Alessi, 1983). 

Moreover, transaction costs explain why firms exist. Individuals 
have the incentive to work together as a team whenever the resulting 
output is greater than the su1m of the outputs thcy could have 
produced separately,. If transaction costs arc positive, individuals 
have the incentive to shirk, enjoying the full bencfits of their own 
shirking while bearing only a pro rata share of thc resulting decrease 
in output. Tlhus business firms arise to lower the cost of monitoring
exchanges and of directing the allocation of jointly cooperating 
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inputs (Alchian and Dcmsctz, 1972). 
In the case of privately owned firms, the dual problem ofchoosing 

the monitors and otproviding them With the appropriate inccntives 
issolved SIlttltaneotISl\v, b\'assigning the monitoring ftinction to the 
owners of the assets most specific to the firm and by giving them the 
right to the firm's residual earnings ( Klein, Crawford, and Alchian, 
1978). Similarly, firms have the intcentivc to integrate vertically in 
order to inhibit shirking, including both opportunistic (Williamson, 
1983) and negligent behavior ( )c Alessi and Staaf, 1987) by agents 
outsidC the coalition. 

"ransactiln costs also help to explain the evolution of business 
organizations. It'ni nitoring costs arc high relative to benefits, and 
if'tcam pr:]uction 'iclds sutIticientl' more output relative to separate 
oper2tion, then protit-sharing arrangements (e.g., partnerships in 
prof ssional and intellectual work, some types of'cooperatives, share 
umntracts in agriculture) evolvc to discourage shirking. If team size 
can be relatively large and monitoring costs arc relatively low, then 
cmployvcr-emplovec contracts evolve (e.g., single proprictorships, 
corporations). 

The histo rical reco rd suggests that the modern corporation with 
limited liability and transflcrable shares evolved to lower the cost of 
raising large sums of-capital when the investment in a firm's specific 
assets is substantial ( De Alessi and Fishc, 1987). The transferability 
ofsharcs in a corporation lowers the transaction costs to current and 
prospective shareholders of' revising their investment portfblio, 
concurrently facilitating the realignment of ownership and the 
formation of coalitions to replace management (Ekclund and Tolli
son, 1980). Limited liability also lowers transaction costs by reduc
ing the demand fi)r information about current and prospective 
stockholdcr!; on the part of creditors and other stockholders 
(Woodward, 1985 ). Moreover, the indefinite life of'the corporation 
allows it to c.;ploit more filly those assets that arc long-lived and 
specific to the firm. 

Within the corporation, shareholders own the assets that arc 
specific to the firm, bear the valuc consequences of exogenous events 
as well as ofdecisions ndc within the firm, and hold ultimate control 
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overt he managers. )ebtholders specialize in the oijershifp of assets 
that arc n)t spccific to the firm (or, at least, not subject to 1moral 
hazard), and in mn)it )ring the firm's co)mpliance wit It he pri)\'isio ns 
of the loan agreements. Managers, acting as agents fr tlie stockllc)ld 
ers, specialize in da- to)- day monitoring and decision making within 
the firm (Jensen and Meckling, 1976; Fama, 1980). The success ()f 
the coalition thus depends IIp() l its SuCCess ill ch()osing managers and 
other key personnel, in adopting contracts that provide a suitable 
incentive structure given the firm's circumstances, and in benefiting 
from unexpected events (Alchian, 1984). 

Under open-market conditions, competitiom fh m ()ther firms as 
well as fim current and prospective members of the team (e.g., 
managers and owners) inhibits shirking and induces managers to 
seek to maximize owners' wealth. C()mlpetitive firces thus induce 
each firm to produtce its outlput at the lmvest cost and sefl it at tile 
lowest price. Indeed, cImlpetitii n encourages the c\'olutim and 
ado()pti(on ()fcontractual relations that enhance proiductivity. 

A market system characterized by property rights that are flilly 
allocated, privately held, and costlessl. exchanged at mutually agree
able prices has the characteristic that no one can be made better oil 
without making s( mc mc else \\'()rsc oil. All p()ssibilitics ofimutually 
beneficial trade arC exhausted. Although these conditions may not 
fully hold, the market process provides cconmic agents, whether 
producers or consumers, with the incentive and the ()pportunity to 
enhance their welftre by reducing scarcity. 

The shirking-monitoring problem also explains government 
production, as distinct from provision, of certain goods ( Dc Alessi, 
1982). Thus, there is incentive to integrate activities into govern
ment when the costs ()f drawing and cnibrcing contracts with 
independent contract(rs become greater than the costs of monitor
ing inputs. 

In concluding this section, it seems uscfhl to note that the term 
competition has not been used to describe the perfictly competitive 
model ofabstract economic theory, a model keyed to '. large number 
of firms producing an identical product with each firm thEing an 
horizontal demand curve. IRathcr, it has been used to describe the 
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process for resolving the conflict among competing claimants to 
scarce resources. In a market system, competition means that both 
entrepreneurs and consumer,; adj ust their activities in search of 
opportunities fbr gain subject to a private property constraint. 

How Markets Are Used to Solve the Economic Problem 

The task of any economic system is to channel competition for the 
use of scarce resources. In particu~lar, it nust provide institutions for 
deciding what and how much to produce, how to produce it, how 
to distribute it, how to allocate consumption over time, and who 
bears the risk associated with these decisions. How well these prob
lems are solved depends in part upon the ability of the system to take 
account of individual circumstances of time and place, this knowl
edge, by its v'ery nature, is dispersed and continually changing 
(Hayek, 1945). 

Planning is Unavoidable. Accordingly, the issue is not whether 
planning must take place, but wV'ho should do it, whether private 
individuals on their own behalf or central planners on behalf ofeveryone in tie community. Central planners, like everyone else, 

maximize their own welfhre, and their choices are affected systemati
call, by the set of' property rights (constraints) embedded in the 
relevant governmental institutions. 

The distinguisiling characteristic of a private property system is 
the use of the market to solve the economic problen through the free 
interaction of demand and supply on market prices. Prices transmit 
inori nation cheaply and quickly while simultaleously providing 
users and owners of rcsourccs with the incentive to respond. Thus, 
an increase in the price ofa good provides users with both the signal 
and the incentive to cut down on the good's consumption, while 
simultaneously giving producers both tie signal and tile incentive to 
increase output. 

For example, supposc that there is a permanent increase in the 
demand tbr beef. As constmers buy more beef at existing prices, 
retailers exhaust their nornal inventory more quickly than they had 
anticipated. Attracted by the prospect of higher profits from in
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creased sales, they wil order more bccf" trom the wh(lcsalers. As 
wholesalers till the increased orders, their mvwi in 'lct( rics will tall 
and, spurrCd 1W tile pr spcCt Ot'lhighcr prhits, ihey will instruct their 
agents to buy mc we cattle. A:, c)idcrs cc<itinci I rlll higher than 
anticipated, increased ccmpctitim,I r the available cattle will driVC 
their prices up, ald the increased c st ot' beet to whmlesalcrs and 
retailers will bcretlected in higher prices to users. 

Tihe higher prices pert1rwm several crucial li ncti()s. (0n the 
demandsie, they\ induce s(ietusers tc ) reduce their c )nsimpti ot 
bcct. No t surprisingly, individuals wvhc use relatively large anc1i its 
of beet'or arc iiio re willing to substitute ther g<mids I'cr beef will be 
the first to C.1t back. Mlcrec er, as time passes, individtuals will have 
greater o)ppo)rtunity. c)adjust by taking advantage of Ihwcr scarch 
costs tor findi ng Ihc 'er cost srbstit tltes and other \\aVs c t econc( mliiz
ing on the use otbccl, ltirt her reducing the quantity demanded. That 
is, demand ClveS are mre elastic in the Img ru.ll1. 

On the supply side, the increase in priccs pr i'idcs new opportu
nit\ t wprc itts, inducing pr-idtccrs tcoincrease c)lttput and reduce the 
scarcity ct'bect ''lic increase in the price ot beef"means an increase 
in the v'alue oft he cmitptit pr ducCd by inputs in the bccfindustry, 
alikwing pr>duccrs t attract resirces by 01.cring higher compen
sation. Resource;, with acomparative adVant agC in the prductio Of 
bCe will icmv tocthat induistry, receivin iga higher price, and other 
resources will be wcith relatively less. As in the case of'consumption, 
the rcspcmse will be greater cwer tiuie. 

The shorter the time period cc )siderCd tr tihe adjust ment, the 
higher is the cppc)rtui nity cost ofi ncreasiig cu t[put, and the greater 
is the uncertainty regarding whether the increase in demand is 
transitcory or permanent. In the very slhcirt run, the increase in 
demand is reflected largely in higher prices. The prospect ci higher 
profits will induce cattlemen to market yotugcr cattle and shift some 
cattle from other pu rpc iscs (e.g., brccding:,,) to current bctoutput. 
All firms invol'vcd in the process ofconverting cattle into steaks have 
an incentive tc lower the attrition t'becefin the production process 
by providing better refrigeraticn, trimming cuts more carefully, and 
so on. The options available, however, arc limited. 
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III tie hnig run, nlicrIc l)wer-c )st altcIrnativ-cs 101r increasing 
otitptlt bcC( Iflc availabIC and C( in tie pCrmaincrCasCd Cmidcncc 
nencc of)t tie dcemand changc prcwidcs li( )rc incciltivc to take 
advantage cf thcm. For example, cattlemen have tle opport unity to 
iIcrcasI tie si/C o'tthe 11cLds anid to gr'o(AV ccf faster bv alteringw 
fceding practiccs. Similarly, who')tcsaltcrs and retailer's may tic able to 
arraniC fastcr tralisp)rtati li (rcducilg tie inlvcnt(rv in transit) and 
take wthcr steps, such as better packaging, to rcducc losses tiomn 
spc ilagc. ( cilCi rrcill., )thtcr cntrcprcncurs may bc expected to 
enter tic market to raise bccf; or Itnp rt bef frc ot tier markets, or 
install bcttcr facilitics f rpro ccssing, stc iig, alld distributing beef*. 
Still ()th[cr individuIals Will havc tie incentivC tI() work m tcchinologi
cal inn)ations t0 pr)ducc better strains of cattlc, better dicts, and 
)t lcr w\avs t( incrcasc output at a hloiwer cost. As tile qulailtitV of b0et 

supplied increases, prices begin to fall and profits arc squeezed out. 
Surpply cuxr\'Cs, tike demand curvcs, arc morc elastic in the long rt 
thaii inl the short run. 

In tie l(h)rll rt1n, both c)utput and prices 0)f' bccf'gcnrally w\'ill be 
higher than tiley had bccn bcforc tile increasc inl dCmald. In some 
cases, of course, tcchnological brcakthroughs stinIulated b ttie 
higher pr()fits (). \'()tlic ccOnonmics permitted by the extension of 
tie market may acttullv' rCsult ill towCr prices. 

Thic next task is to examine morc careftlh how a market system 
sol'es tite central ccono)mic pr)blems of an\, society. 

What and How Much to Produce. l'hese problems arc solved 
through tie interaction of tie dellald alld supptly curves for each 
good. I thle highest price that con1sumers are \\illitig to pay is less than 
tie ho\\'Cst ccost at which tie good cali be produced, then output W,'ill 
bc zero. For example, in today's market consu1mcrs are not vet 
purchasing their own private space shuttles. Thus, the observation 
that SOI CgooCds are Ilot ptOduccd dLcs no10t imply some thilure in the 
s\'stcm to respoIid to consumer wants. More gcierally, the intcrscc
tionm of demand and supply curCs determines the price and quantity 
of cacti good. Competition tbrccs prices toward the corresponding 
marginal costs, and the \alte that consumers attach to each corn
1modity approaches the valuc of the output fOregonc elsewhere. 
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Any event tLt afk.cts the scarcitv ofa commodity will set the 
process of'adji, I ment in mo ti(n. Thus, ifa fire destroys part Of, acity,
the decrease in the stock ofhotusing will induce an increase in its price.
At the higher price some individuals Will IedUce their use ot'houlsing
(e.g., some renters will choose to shift to smaller apartmnients, s(Onle 
owners will rent part ( l'their ho>uses), encouiraging a realhocation f" 
the available housing to) its highest \,altled iseS, and giving th( se 
displaced I-' the fire abetter Opporttunity' to find shelter and improve
their "elfiore. Moreover, no)t )nl\' will the higher price Of1housing
provide landlords withl more incentive to resto re damaged houses 
and build new ones, and dh so more quickly, but it will also enable 
them to pay higher input prices and attract reso urces firni other uses 
to help relieve tlhe scarcity (A'housing. 

lIfiuts On private pro perty rights inhibit the process of' adjust
menit. l'htns, rent controls discot rage the reallocation of' existing

housing among co)petiing users and reduce thlie incentive to repair
 
damaged houses .alld build new ones.
 

How to Produce It. This problem is solved through the inter
action of' the demln.11d aid supply curves fOr each input. A firm's 
demand tir each input is derived fi'ont the demand for the output,
and is determined by the input's prodtctivity. "l'hus, a firm will hire 
additional units of each input until the v'altLe ofthe additional oultput
produced is just eq nal to the increase in tie firm's total cost as aresult 
of hiring the input. 

'I'he supply of an ipptit, liktli tesupply of'anv' othcr good, typically
isdcetcrmincd by its marginal cost. In the case of inputs wvhose suppl ,

is fixed (e.g., an individual'!, supply of'his or her own labor, which is
 
limited by the nunmher of' hours in a day), the supply is determined 
by the diflerence between the amount of stock held by each 
individual and the aniount that lie or she is willing to hold at all 
possible alternative prices. The market supply, of' course, is the 
horizontal summation of' thc individual supply ctrvCs. 

Under open-market conditions, produccrs have the inccntive to 
adopt the technology and inptt combination that allows each 
alternative level of' output to be produced at the lo\vest cost. For 
example, a ditch can be dug by men with shovcls. The higher the cost 
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of'labor relative to the cost of capital, however, the more likely it is 
that men with shovels wi!l tc replaced by men using morc sophisti
cated machinery, thereby reducing the cost of digging ditches and 
releasing rcs( urccs for other purposes. O)wncrs of'rights to the use of 
rCsorccs havc the incentive to allocate them to their highcst-valucd 
use; in particular, tile\, have the inccntivc to rcnt or sell them to those 
who can cmpl',loy them more productivly. 

Production, howv\'cr, also entails the choice of institutions used 
to control inputs. The profitability of any business coalition dcpcnds 
largely upon its success inl choosing team members and inl adopting 
an organizational form with an incentive structure appropriate to the 
team and its prodcti\Vc activities. As disctissed earlier, the market 
provides cntreprencurs with the incentive to cvolvc and adopt 
organizational torms that enhance productivity. 

lo consider an alternative institutional arrangement, suppose 
that individuials hold only nontransfi.rablc, usut'uct rights to a 
resource. For example, under sonic programs of land redistribution, 
such as the ijido system in Mcxico, the recipients can hold the land 
only as long as they use it thcl usclvcs; legally, they cannot lease it or 
sell it to others. As a result, land max not be employed inl its most 
valablC tIses. Bccausc owncrs of ustufruct rights cannot capitalize 
f'uture rcturns into current transfir prices, thcy have less inccntivc to 
plant longer-lived crops (the individual may not be around to collect 
the fll compensation for having forcgonc consumption during the 
growing period), or to make specific investments inl the land, such as 
irrigation works, to maintain or increase its productivity. Accord
ingly, output is smaller than if the rights had been transfi:rablc. 

How to Distribute It. This problem is also solvcd throtgh the 
interaction of the appropriate demand and su'pply curvcs. The
 
income ofcach individual isgiven by the quantities and the prices of 
the rcsources that he or she owns. This incomc, inl conjunction vith 
the individual's preferences, then determines the individual's de
mand for various goods and scrviccs and, vis-a-vis the market prices 
of these goods, the individual's share of the community's output. 

A characteristic of the market system is that individuals' incomes 
very directly, and closely, with the contribution to output of the 
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resou rces they own. Accordingly, individuals have the incentive to 
acquire infimriatioi about the alternative ways of employing the 
resources they own, including their labor, and to cho)ose those that 
yicld the highest co mp,:nsatioil. ()pport ulitiCs that yicld sutficicntl\y 
high returns prOwidC individuals with the incentive to invest (e.g., to 
improve their land, Or"learn a trade) and enhance their pro)d uctivitv, 
increasing their own income while reducing scarcit'. 

As an alternative arringcnicnt, consider nationally n1cgotiated 
wages bt\een an cmplo''ers' aSsociati(m and an emplo'ees' union. 
Among other things, this rule prohibits variations in wages in 
response to changes in local conditions, inhibiting the flow of'labor 
fiom lower- to highcr-valued uses and shifting part oft hc adjustment 
fromn w'ages to cnplo icnt. ,As demand and supply conditionIs 
change, unemployment of labor will increase in tho ecregions \\here 
wages would have fhllen, and sho rtages oflabor wvill increase in those 
regions where wages woulmd have risen. The rule also inhibits the 
ability o fproducers to c()mlpCtC in the output market, and aftlcts the 
kinds, q.antity, and prices olf.;oods produced and their distribution. 

The ado ption olan ec(onmic s'stciii that inhibits use of the price 
system as an allocative mcch;1nism shifts rewards from those charac
teristics that result in higher producti\vity, as lCasurCd ill the market, 
in fhvor of other characteristics, such as a comparative advantage in 
using the political system as an allocative mechanism. Accordingly, 
measured output wVill be smaller. 

Maintenance and Growth oft., . Economy. The interest rate is 
the price of the earlier availability of resources; in a market system, it 
is the key v'arialc in determining the maintcnance and growth of the 
cconon\,. Tb interest rate, in turn, is determined by individuals' 
time preference, productivity, and uncCrtainty regarding the future. 
Thus, individual consumers whose prefirence fbr present over future 
consumption isgreater than the market rate of intcrest borrow, and 
those ftr whom it issmaller lend. Concurrncrtly, individuals have the 
incentive to invest in himan and physical assets until, at the margin, 
the rate of return they receive is equal to the opportunity cost of 
capital. Finally, the greater the unccrtaint , regarding a project's 
payoff (e.g., the prize from investing in acting lessons and plastic 
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surgery) the higher is the rate of return necessary to compensate 
those who arc succCsstul. 

In a market system, the interest rate is the means for capitalizing 
(discounting) future consequences into current transfer prices. The 
interest rate provides individuals in the preseiht generation with the 
incentive to take full account of tie demand and supply conditions 
expected to exist in the fIture, guiding the allocation of resources to 
their highest.-valucd uses between the present and the future. The 
expected wants o|T uture generations are thus taken into account. For 
example, as oil stocks are used up, the price ofoil may be expected 
to increase. The price increase, among other things, will inhibit the 
consumption ofoil, slowing its rate of depletion and increasing the 
profitability of alternative energy sources, thereby encouraging their 
development. 

Alternative systems of property rights yield diflkrent solutions. 
For example, the salary of'governmcnt employees typically increases 
with tile siz Otthe budget and staff'that they supervise. If'the agency 
is responsible for tndertaking investment projects funded from 
special appropriations, then its managers have the inlccntivC to use a 
low discount rate, increasing the present value of'the returns (which 
occur in the future) rClativc to the present value of the costs (which 
usually arc incurired in the present ),and thereby justifying more and
bigger projects. Fr example, the U.S. Army ("orps of' Engineers, 

whose responsibilities include btiilding dams, for \'cars used a zero 
discount rate ill evaluatilg its projects. TIhus, the corps built dams 
larger and earlier in time than market criteria would have indicated 
(De Alessi, 1969). When the corps w\'as ordered to use a positive 
discount rate, its administrators sought to inflate benefits and take a 
longer time horizon into account, thereby continuiig to justify more 
and bigger investments than market criteria would have allowed. 

Who Bears the Risk It shotild not come as a total surprise that 
this problnm is also solved through the interactio.I of the relevant 
demand and supply cuives. Individuals bear risk only to the extent 
that they own assets whose valuc issubject to tictuation. Under a 
market system, individuals can specialize in risk bearing by choosing 
to own certain assets (e.g., hu,man capiLal, homes) and not others 
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(e.g., stocks of oil companies). Moreover, individuals can change
their portfolio ofrisky assets by entcring the market, selling the assets 
no longer desired, and acquiring others. 

Under other sy'stems of property rights, such specialization in
ownership is inhibited or ruled out. Thus, all citizens hold nontrans
ferable shares in all government-owned (political) firms within their 
community, and bear the fill value-consequenccs of decisions taken 
by the firms' managers (and their political supervisors). Individuals 
who wish to change their portfolio of such assets can do so only by
aftkcting the decisions of' the firms' managers or by moving to a
diffirent political jurisdtion-both highcr-cost altcrnatives than 
are found in a market system. 

Citizens of centrally controlled economic systems bear the full 
value-consequenccs of the decisions taken by managers of political
firms. Political firms simply arc not subject to the same conditions for 
survival that apply in a market system to privately owned firms. 

Limitations of the Market and of Some of Its Alternatives 
The analysis so far has described howimarket institutions, relying on 
the incentivc structure provided by a system of' private property
rights, may be used to harness individuals' self-interest to reduce
 
scarcity. 
 '[he market process is a powerful inchanisnm f'or the
 
dissemination and utilization of knowledge, providing indiv-iduals
 
with the incentiv'e to seai'ch for and, through exchange, take advan
tage of opportunities to improve their production and consumption
possibilities. I1ndeed, tinder ideal conditions, the market solution can 
be shown to be Pareto-efficient in the sense tothat it is impossible
make someone better off without making someone else worse off. In
practice, of course, the conditions Under which tile market or any
other economic system actually function arc far firom ideal. 

Several factors limit the extent to which individuals may use the 
market. An important set of' limitations is imposed by formal and
informnal institutional constraints on private ownership. Thus, within 
a society certain rights may be inalienable and other rights may be
exchanged only under certain conditions. For example, individuals 
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may not be allowed to sell thcmsclvcs or others into slavery, work onl 
Sunday, buy and sell certain drugs, eat certain fbods, wear certain 
clothes, or hire someone to commit murder. These rules arise from 
a variety of considerations, such as enhancing the cliectiveness of the 
market by defining and enforcing private property rights, promoting 
outcomes inhibited by the existence of positive information and 
transaction costs, benefiting special interest groups (perhaps by 
excluding competitors), and fhiling to understand how markets 
work. 

Ani equally important and pervasive set of limitations is imposed 
by transaction costs. The higher these costs are, the greater is the 
extent to which they inhibit the establishment, enfbrcemcent, and 
exchange of private pr,)pcrt. rights. As a result, some rights may not 
be ftlly assigned (e.g., property rights in most migratory fish are held 
in common), enfbrced (e.g., not all trespassers arc detected, tried, 
and convicted), or reassigned through exchange (e.g., the transac
tion costs may cxcced the bcncfits of exchange). Rcsourccs still flow 
to their highest-val ned uses, but the latter typically arc different from 
and lower-valued than if'transaction costs had been zero, and output 
is smaller (De Alessi, 1983). The cost of transacting, like gravity, is 
simply a fact of life that must be taken into account in comparing 
alternatives. 

The existence of positive transaction costs implies that decision 
makers do not bear and, therefbre, do not take into account, the full 
cconomic conseqClicces of their actions. The resulting side effects, 
or externalities, may either harm others (e.g., air pollution) or benefit 
them (e.g., a beautiful home). The market undoubtedly provides the 
incentive to internalize many of these side eftcts. For example, 
shopping centers and housing developments are explicitly designed 
to capture beneficial side effects. Indeed, a developer planning the 
construction of a shopping center that will increase the value of 
adjacent land has the incentive to include sonic of that land in the 
initial purchase of the site or to make some other contractual 
arrangement for capturing at least part of the increased value 
(Demsetz, 1964). In many cases, of course, the external effects are 
simply too small to warrant taking into account. In still other cases, 
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however, the external Mimects may be sutficicntly great (e.g., substan
tial air or water polluion) that ncwv property relations (e.g., pollution 
rights) may uscfully be dcv'cl(cpd, providing scope fio go)rt(rncnltalc 

ilctionl.
 

The existence of positive transaction ci,.sts also givcs rise to the 
problem of Samuclsonian public g(ods (e.g., a radio or tClCVision 
signal), defincd as goods or services whose consutlmption by'one 
individual does not detract from anyonc clsc's consu mption (Samuel -
son, 1954). In the case of public goods, the market demand is 
obtained byadding the maximum price that each individual is\villing 
to pay at all alternative amotnts of the good (that is, individual 
demand curves are added vertically rather than horizontally). As in 
the case oftany othcr good, proIt.icti)n \\'()uld then bcdetermined 1y 
the intcrscCtic n of detitand and supply. Individual c nstlnlCrs, 
howcvcr, have the inccntivc toCconceal informa itn abcout their own 
demand cITrves, prefcrring to 1rcc- ridc if'possible. As a result, firms 
supposedly produce less than tle "right" amount. 

To solve this prIcblem, it has bccn suggested that govcrnment 
prIVidc sOm pit blic go)cIds, perhaps contracting vith private firms 
for their pro)dttctiotl and, in so me cases (e.g., 'here the exclusion of 
ncnpaycrs is to co)stly), pricing them at zCro to reflect the zero 
marginal cost it'scrving an additional user. It is nlot clear, ho\vccr, 
how govcrnment planners \vouIld obtain information about individ
ual demand functions or have the incentive to choose the "right" 
output. Indeed, cotistitutional arrangements may pro'ide legislators 
and o>ther govcrnmcnt cmplvccs with the incentive and the oppor
tunitv to use public funds to Win Slppi rt from special interest groups; 
concurrently, individuals with common interests have the inccntive 
to form coalitions to obtain bencfits from government. Many goods 
have both pri\'ate and public characteristics, and each consumcr has 
the incentive to emphasize the pttblic components and seek public 
slbSid\V for private consumption. As a rcsitlt, government may 
fIreqtently be expected to provide more than the "right" amount of 
putbliC gods. MNrc generally, the problem of monopoly power 
sanctioned ot arrogated by government raises fundamental ques
tions regarding the survival of sclf-govcrning societies (Ostrom, 
1986). 
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In many cases, of course, the exclusion of nonpavers is feasible, 
and the probleml of choosing the pricc-output combination can be 
solved under market or quasi-market conditions. Even if the goods 
were provided by a unit of govirnmcnt, however, pricing would still 
provide useful information. Although the cost of allowing an addi
tional viewer to tune in a television signal iszero, setting the price at 
zero would not take account of the cost of producing the program 
being broadcast, which might be anvthing from astation signal to a 
sport event or aconcert, and of viewers' prefirences for one program 
relative to another. Thus, prices would assist in choosing what and 
how1much to pro ice. 

Positive transaction costs also imply that monopoly inhibits 
exchange. A monopolist, broadl\ defined as any firm facing a 
negatively sloped demand curve, must lower its price in order to sell 
more. If' the cost of price discrimination is less than the resulting 
gains, however, the firm must loVer the price on all the units it sells, 
not just on the additional ones, and charge the same price to all 
consumers. As a result, marginal revenue is less than price. It fillows 
that, at the \valth-maximizing output where marginal cost isequal 
to marginal revnut, price is above marginal cost and all mutually 
beneficial trade is not exhausted. Consumers and producers do not 
exhaust all possible gains from trade because the cost of negotiating 
an, enforcing contracts on marginal quantities off, good isprohibi
tivel high. It follows that, if the market is open, monopoly does not 
necessarily imply a misallocation of' resources. 

Undcr open-market conditions, monopoly may arise from several 
sources. I'hCse include nonreproducible characteristics of a com
modity (e.g., a singer's voice or a retailer's location), information 
costs (e.g., briand names become morc important the greater is the 
cost of' determining the quality of a product), collusion (typically 
shor't-lived without government sanction), and economics of scale 
(that is, the cost advantages ofa larger planned voLmc outptit). The 
latter attract considerable attention because they occasionally restilt 
in the large., seemingly powerftul firms that arv popularly associated 
with the term monopoly. 

If marginal cost thlls over a stflicicntly broad range relative to 
demand, then only a relatively small ntimber of firms survive. In the 
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case of so-called natural monopolies (the list t-ypically includes 
electric power, gas, railroads, sewage, and water supply), where only 
one firm would exist in the industry, governments fircqucntly control 
prices, investment, and profits, or own the firm outright, presumablv 
to simulate a competitive solution. The existence of cconomies of 
scale, however, does not imply the existence of monopoly power 
(l)emsetz, 1968). Anmong other things, firms can conpetc for the 
right to serve the whole market. Moreover, govcrnmcnt regulation 
frequently is Used to cnforce collusion or cartclization within an 
industry (examples in the United States include electric Utilities, 
airlines, and railroads) and thus thwarts rather than encoturages 
market outcomes. The regulation and management of business 
enterprises by government cnployccs---who, like cvcryonc else, seck 
to maximize their own weluarce-havc introduced flaws of their own 
if judged by the same standards applied to market processes (l)c 
Alessi, 1980). lnded, fiwcxmonopolies with significant market 
power survive and prosper in the absence of' governmcnt support. 

At least in Western countries, much of the concern with private 
monopoly in open markets seems to be overstated. Empirically, in 
the United States and other mnarket-oriented economies, the welfhre 
loss from all forms of monopoly appears to be relatively small. To put 
the matter in perspective, in the United States wclfhrc losses from 
monopoly have becn estimated at less than 1 percent of gross 
national product (Harbic'ger, 1954), whereas government programs 
adopted since the end of' World Wai II to control the allocation of 
rcsouirces and the distribution ofincoe0 have bccn estimated to have 
rcdtced gross national product by at least 25 percent (Brozen, 
1986). 

Under open-market conditions, monopoly may actually increase 
the welfare of'consumers . First, the threat of actual or prospective 
entr, inhibits deviations from marginal-cost pricing while allowing 
the provision of goods at prices below those that would prevail if 
maximum firm size were set by law and resulted in a larger population 
of smaller firms (Baumol, 1982). Second, many supposed barriers to 
entry, such as large outlays on advertising campaigns or on capital 
equipment, simply neglect the costs of creating and maintaining a 



How Markets All'riateScarcit , 365 

good reputation, bearing the risk of innovation, and building a scale 
of operations appr.,,priatc to conSuners' demand (Demsetz, 1982). 
Third, monopolies arising from such things as patents, copyrights, 
and trademarks contribute to eConomic growth or provide infi, mrla
tion and other benefits to consumers. Fourth, monopolies based on 
product diflerentiation arise from catering to tile wants of specific 
groups of customers and thus enhance users' welthrc and increase 
product variety', which is itself an economic good. 

Under open-market conditions, the effect of monopoly on the 
allocation of resources is limited by actual or potential competition. 
To the extent that significant monopoly power may exist, govern
meit interention to provide mechanisms fbr facilitating competi
tion may appear useful. Even in these circumstances, however, 
goverimi,,nt activities frequently are counterproductive. For cx
ample, there is growing evidence that much antitrust activity in the 
United States has been directed at practices that have enhan'cd 
rather than impeded competition (Haddock, 1982; Brozen, 1982), 
and that bureaucratic and politial considerations rather than eco
nomic measures of monopoly power dominate tile choice of antitrust 
suits brought by both the U.S. )epartment of Justice and the Federal 
Trade Commission (Long, et al., 1973; Asch, 1975; Siegfried, 
1975). Moreovcr, if government regulation (e.g., public utility 
monopolies, licensing laws) is used to close the market, tile process 
of competition is inhibited, and tile deviations from the competitive 
solution wvill be more extensive and longer lasting than if market 
processes were allowed to work. 

A closed market by definition limits entry, and thus allows the 
misallocation of resources to arise and persist. Indeed, the opportu
nity. to earn monopoly rents provides organizations, including firms 
and labor unions, with the incentive to use the power of the state to 
exclude competitors. In the United States, government regulation of 
various industries typically cvol\cd with the active support of the 
firms to be regulated. Indeed, government regulation of the electric 
power and other industries was first introduced in those markets in 
which competition was most active (Jarrell, 1978). The firms to be 
regulated correctly perceived regulatory agencies as low-cost devices 
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(to the regulated companies, the cost being shifted to taxpayers) for 
establishing and enlorcing cartel arrangements. Licensing of, most 
activities typically serves the same purpose. 

Monopoly has also been criticized on the distributivC ground that 
it captures at least part of' each consumer's surplus. On this issue, 
eConomics is silent. There is no ethically neutral judgment on how 
the gains from trade ought to be distributed anmong trading parties. 
The distribution of gains depends upon the system of property 
rights, and the choice of'these rights is not alue-firec. 

More gcncrally, the market system has been criticized ftr gener
ating an unequal distribution of income. Ifin-kind sources of income 
are taken into account, however, the inequality of income distribu,
tion appears to be less in market economies than in comparable 
centrally directed cconomics. Moreover, the level of' income in 
market systems is substantially higher, reflecting the greater uIscful
ncss oftthc market in providing individuals with the information and 
the incentive to allocate resources to their highest-valhed uses and 
produce more output. Indccd, government policies intended to 
reduce income inequalities can easily be counterproductive by 
reducing the opportunities for gain and lowering the general level of 
income. 

Interestingly, the modern record of economic growth in open 
economics seems to suggcst that income equality first falls and dicn 
riscs (Fields, 1980), presumably rcflccting the initial gains reaped by 
succcssftul cntrcprencurs f'ollowed by an increased demand for labor 
and broader-based investments in human capital. 

The activitics revarded undcr alternative economic systems, 
however, difkr. In a market system, the income of an individual is 
determined by the resources owned, including one's own labor, and 
by the use to which the owner chooses to put them. As a result, the 
welfaire of' individuals is closely related to the value consequences, 
both current and anticipated, of' thcir decisions. In other systems, 
comparative advantage in the use of' the political system may be 
rewarded. And competition for benefits through the political process 
not only consu~mes resources, but rcduces the incentive to produce. 

To examine more carefully the eftcts of different economic 
svstems on the allocation of resources, the analysis w\'ill turn briefly to 
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the consequences ofalternative ownership arrangements inl business 
firms. Rccall that, inl market svstcms, firms arise to solve the shirking
monitoring problen of joint production. 

Worker Managed Firms. These arc autonomous firms, owned 

and managed b%, the workers, whose wage paymcnts include the 
return to capital. Although workers share inl the current accounting 

imL(mcne o)ftthe firm through their wages, they cannot liquidate their 
capital assets (not cven w\'hen leaving the firm) and thus cannot 
capitalize 'iiturc returns i,1to current transfer prices. In etfct, they 
share common rights in the capital goods used within the firm. Ac
cordinglv, aworker's decision to forCgo so1mc current wages in favor 
of more capital invcstnent depends not only upon the expected rate 
of return but also upon the expected payout period relativc to the 
worker's expected tcnurc in the firm. Thus, workers Liavc an incen
tivc to choose higher wages and smaller ii'cstments with earlier 
payout profiles, a tendency emphasized the shorter is the expected 
tenure (e.g., workers who arc older or who expect to change 
employment). These implications arc supported by the evidence 
(Furubot, 1974). In a comnpctitivc cnvironmcnt, there may be 
circumstances in which resource ow;'ncrs may choose to form a 
workcr-managcd coalition; tir cxamplc, law firms typically are 
worker (lawycr) managed. Thc sutrvival of the firm is then dctcr
mined by its ability to compete in tihe market pace, including its 
ability to provide on-the-job satisfactionz. Requiring resource owners 
to comubine tindcr particular organizatiot ial forms reduces the oppor
tunity to choose more suitable institutional arrangements, and to 
evolve new ones in response to changed conditions. It theref-re 
results in smaller output with the same inputs. 

Government Regulatory Agencies. The behavior ofgovernment 
cmployccs responsible for regulating business activities is highly 
sensitive to the reward structurcs imbedded inl the regulatory 
institutions. For example, consider rcgulation by government bureau 
or independent commission. Because the compensation of 
commissioners is less dependent upon the activities of their agencies, 
they have less incentive to rcgulate actively. Both theory and evidence 
indicate that, anong other things, independent commissions are 
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more likely to encourage monopolistic arrangcments ( Eckert, 1973). 
Utilities typically are regulated by independent commissions who 

set the rate of return that the utility is allowed to earn and then 
approve the prices that the utility is allowed to charge. A profit 
constraint reduces o\wners' property rights in the firm's incone, 
reducing their incentivc to monitor maiiagers and increasing the 
latter's opportunity for discretionary behavior. Evidence from the 
U.S. electric power industry,suggests that regulation by independent 
commission results in higher prices, Iclor output, and higher 
owncrs' wealth. Moreover, stricter regulation is associated with 
lower rate structures that favor larger users, more fixed capital, and 
less expenditurc on research and development (I)e Alessi, 1980). 

Government-Owned Firms. The main difference between pri
v'ate and government-owncd (political) firms is that ownership in the 
latter eflkctively is not transt'crable, ruling out the capitalization of 
future consequences into current transfer prices and specialization in 
ownership. As a result, the owners' incentive to monitor is reduced 
even more than in the case of' regulated private firms. Moreover, 
consumers and other interested parties, such as producers of substi
tutable and complementary goods, have the incentive useto the
 
political process to advance their own welfare at taxpayers' expense.
 

The evidence regarding the behavior of' public firms is rich and
 
varied. Data from the U.S. electric power industry suggest that,
 
relative to regulated private firms, municipal firms charge lower 
prices, have greater capacity, spend more on plant construction, have 
higher operating costs, relate prices less closely to demand and supply
conditions, change prices less frequently and in response to larger 
changes in their economic determinants, have prices that fhvor
 
business relative to residential 
users and voters relative to nonvoters, 
ofr.r a smaller variety ofoutput, adopt cost-reducing innovations less 
readily, maintain managers in office longer, and exhibit greater 
variation in rates of'return. Evidence from other industries suggests 
that, among other things, government-owned firms are less Success
ful in satisfying consumer wants, incur higher costs, and emphasize 
the production of services more easily monitored by higher-level 
decision makers (Dc Alessi, 1980). 
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Conclusions 

The system ofproperty rights adopted within a society specifies the 
kinds of' competition that may be used to resolve the conflict of 
interests arising from scarcity. Whatever the set ofinstitutions (e.g.,
"capitalism," "socialism"), decisions regarding the allocation of 
resources entail the expression of a preference tbr more of some 
goods relative to some other goods. Decision makers somehow have 
to attribute relative values to both inputs and outputs, and these 
c(eflicients of choice, whether explicit in the form of market prices 
or implicit in the outcomes of' the decisions, are simply prices 
(Scht.mpeter, 1934; Finkc, 1954). 

7e question ql'choosinq the "if't" prices to reduce scarcity or to 
achiei,'esome other objective is reallyi a question of'choosinq the "rhqht" 
institutions. 'hat is, it is a question of choosing how society is to be 
ordered and what each individual may be allowed to do in aworld of 
change and complex interactions (Alchian, 1967). Because prices 
provide both information and incentives to decision makers, the 
right prices must change with changes in circumstances. Accordingly, 
the problem of/choosing the rigthtpricesis th, problm qJ'choosingthe riqht 
institU tio~jfrl pr'oce~sc.s r collectinq, interpretinq,and convcvini infor
mation, ando/'rovidinqincentiesto the appropriatedecisionmakers. 

Under a system of private property rights, market processes 
generate explicit prices that provide information and incentive to 
both consumers and producers. Market prices arc a cheap and 
powerful mechanism for facilitating specialization and exchange as 
well as for solving the valuation p'oblem. Thus, prices help to 
alleviate scarcity by guiding the allocation of resources to their 
highest-valued uses as judged by market criteria. Within such a 
system, the central role of the government is to help define, allocate, 
and enforce private rights to the use of resources. 

The existence of' positive transaction costs implies that not all 
rights to the use of resources are ftully defined, allocated, and 
enforced. Pointing to natural monopoly, public goods, externalities, 
indivisibilitics, and other supposed sources of market failure, econo
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mists have noted various circumstances in which, Under equilibiul
conditions, not all mtitually beneficial trade isexhatisted. In order to 
solve these apparent problems, a broad range of' rcmedics has been 
proposed, incltiding the public provision of' public goods and 
suitably designed taxes, subsidies, and regulatory controls. 

In assessing the desirability of any remedy, several caveats dcscrve 
note. First, some of the advantages of a market s\'stem should not be 
confused with possible limitations. For example, the existence of 
scarcity (including positive transaction c-)sts) suggests that all pos
sible goods would not be produced, that all public goods w\'ould not 
be zero-priced (pricing generates information abett value), and that 
some private goods would be zero-priced ( l)cmsetz, 1964).

Second, the importance ofcquilibrium1 conditions shotild not be 
overestimated. In a world ol'cha e,equilibrium conditions seldom if' 
eier bold, and ihat rcal, matters is the proc"ess ol adustment. As 
already noted, the market is a powcrt, mechanism for allowing
individuals to cho)se and revise their consumption and production
plans in response to changes inl their own individual circumstanccs-
circtImstances that simply are unknowable to a central planner.
Moreover, theoretical limitations may have little practical impor
lance. For example, much of the concern with monopoly seems to 
be misplaced; in many instances, the allocativc cftlcts of' monopoly 
arc trivial. 

Third, adequate consideration should bc given to the conse
quences of' government regulation, incltding the possiblc occur
rcnce ofunintended and undesired side cflkcts. Our understanding

of'how economic systems actually work is still rudimentary, and the
 
ramifications 
 of' a change in institutions on a complex web of 
economic relationships arc more diflictilt to predict tha-i a naive,
one-product, partial-eqiilibritin, analysis may suggest. For example,
recent work on the nature of contractual relations indicates that 
many arrangements previously taken as anticompetitivc in tact 
enhance competition (Williamson, 1979, 1983; Klein, 1980; Klein 
and Lefcler, 1981; Haddock, 1982). And man, governmental at
tempts at regulation demonstrably have made matters worse as a 
result of Unanticipated and Undesired conscqtlCnces. For example, 
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U.S. programs in the 1970s designed to case the oil "crisis" 
discouraged domestic oil production and gcnerally disruptcd adjust
ment. Similarly, stricter regulation of the drug industry apparently 
has resulted in more rather than fever deaths, as the reduction in the 
IInmbcr of'dcaths from dctectivc drugs has been more than oftiset by 
the increase in the number of'dcaths from dclays in the introduction 
of new' drugs ( Pcltzman, 1974). Mlorcovcr, the longer timc requircd 
for approval has lowered the profitability of introducing new drugs, 
and thwcr of them arc being made available. 

Fourth, the rclativc uscfuhcss of" alternative economic systems 
should no€ be assessed by comparing the real-world solutions 
obscrvcd under one system with the theoretical outcomes of an 
alternative system untlder ideal conditions. Comparing the outcomes 
observed in a market systcm tnder positive transaction costs with the 
outcomes that an all-knowing planner would achieve under ideal 
conditions (including the ideal incentive structure) is pointless 
(Demsctz, 1969). 77mc rcal issue is ho, e'll do alternati'eeconomic 

.sVstcms work in practice. 
Fifith, it should be recognized that individuals have the incentive 

to exploit opportunities for gain whether these arc oficred in the 
private or the political realm. Individuals have the incentive to 
manipulate the pc\vcr of government to their own advantage, and 
the alleged limitations ofthe market fi-cqucetly provide the rhetoric 
for groups seeking protection from competitive forces. In the United 
States, tor example, conccrn with the economic consequenccs of 
natural monopoly has provided public justification fbr tcdcrai, state, 
and local regulation of a broad range of goods and scrviccs (e.g., 
electric power, water, gas, telephone, railroads, trucking, airlines, 
communications, and the stock exchange). The evidence, however, 
suggests that-at least until the recent shift in political pressures
independent commissions and other regulatory agencics typically 
have acted to further the interests of those they arc supposed to 
regulate, enbrcing collusion among firms in the industry and 
protecting them from competition. Thus, regulatory agencies typi
cally have cnhanced monopoly powver and reduced consumer wel
fare. Licensing of the profiessions, subsidies, fees, and taxes similarly 
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have been advanced on the ground of'improving the allocation of 
resources, while in practice they have simply been used to redistrib
ute wealth fi'om consumers and taxpayers to groups with a compara
tive advantage in the use of political power (Kalt and Zupan, 1984). 

Governmcnt clearly has a findamental role in helping to define, 
allocate, and cnforcc private property rights, and to provide alterna
tives when such arrangements do more harm than good. 'T'l. 
extension of govcrnmcnt activities byc\ond these limits, however, 
reduces the ability of individuals to respond to changes in circum
stances, inhibiting cntrCprCncurial incentives and weakening the 
efliectivencss of' the market process in reducing scarcity (Kirzncr, 
1973). Understanding the economic consequences of' alternative 
iistitutional arrangements should icilitate the choice of*govern
mental activities, institutions, and policy instruments. 
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12 John F.A. Taylor 

The Ethical Foundations 
of the Market 

Karl Marx cupposed that all social institutions are grounded at last in 
economic institutions, namely, in institutions of production. He 
conceived all culture--al! politics, all forms and manners and obser
vances, all spiritual institutions-to be a superstructure established 
on economic foundations. Every social arrangement is the passive 
register of an economic distinction, every social transformation a 
mute obedience to the material conditions under which our lives are 
passed. 

It is easy to disparage Marx. It is more difficult to answer him. The 
only secure path to an answer is to rediscover the moral foundations 
of society itself. What are the conditions essential to human commu
nity in any of its forms? 

"'he analysis developed in this chapter is turther elaborated in John F. A. Taylor, The Masks of 
Society, An InquirY into the Covenants ofCitilization (New York: Appleton'-Century-Crofts,
1966); and John F.A. Taylor, 77c Public Commiision oft/e UnipersitY (New York: New York 
University Press, 1981). 
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We must be brought to see that the economic domain is not 
original but derivative, that it rests itsClfupon an ethical substructurc, 
and that where that structure of moral co'enant is wanting, we have 
not a society at all but only the illusion of one. 

Where there is no visim, the people perish. We arc as a people, 
even in our honeyed Canaan, in process of perishing. Fi-.we havc 
grown blind to the m0ral premises of our simplest and most quiet 
acts. Therefbrc, I propose to describe the unborrowed ethic that is 
cognate to the business community itself-the ethic that is found in 
it, not an ethic that has been imposed upon it. For the task is not to 
produce an ethic where none was. The task is to articulate the implicit 
ethic that the business community uses but never states. Let it be 
conf ssed that the market is not the City of God. It is nevertheless a 
city, and unless markcters sec it, the city will dic. Ifa "market" is 
intended to mean not the place of the market--the stockyards and 
depots, the concourscs and greengrocers' stalls-but an order of 
persons making exchanges, that is, of economic actors who, in tile 
phrase of'Adam Smith, truck and barter with one another, then I 
Understand the market to be the compendious institution to which 
economic theory is finally addressed. 

For ordinary purposes, among capitalist nations, that decision 
concerning tile use of terms \\'ill excite no arrest. It is hot, however, 
in point of consequence, so innoceot as it may appear. For I do not 
intend by tile use of the term "market" to restrict attention to any 
special tinrm of it. In particular, I do not intend to rescrict attention 
to that special rorm of it that economists are accustomed to describe 
as "tile market system"-the system regulated by the competition of 
independent buyers and sellers in Which, without interference from 
the state, the invisible hand is said to work. The commu,nity of 
exchange is more fundamental than the political agencies that 
historically have sought to regulate it. Exchange is the fundamental 
relation of any economic order-the relation by which economic 
actors arc bound together in their distinctive form of community. 
That community is what I understand by the "market." The market 
will appear whcrcver the relation of exchange appears; the market 
system will not. 
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Traditionally, thcor, has viewed the exchange of goods in the 
market as a natural consequence of the division of labor in human 
productive activity. In any society wvlhose labors are divided, each 
member must depend upon the etorts of those beyond him for the 
satistliction of some of his needs. The market appears as the simple 
result of the inability of any one man to supply all of his pi ;'ate wants. 
The ascetic saint who subsists by his own labors, limiting his needs 
,-o those only that his own labors can supply, will frcqucnt no markct. 
He will draw directly from untenantcd nature its free gratuity, 
without fee of return-for his meat the body of the locust and for his 
drink the honey of wild bee. He is party to no exchange, since he has 
no need that solicits an exchange; therefore he is party to no market, 
Which is simply tile conmmunity of exchangers. The market is the 
commerce of insufficient saints. 

Such is the classical account of the origin of the market. Nor is it 
without its part of truth. The institution of the market is rooted in 
the reciprocal needs of men who traffic in the products of their 
divided labors. That fact is beyond question. Neverthelcss, the belief 
that the division of' labor adequately accounts for the bond of the 
economic community is one of the profoundest illusions of social 
thcor,. 

The division of labor does not supply the bond of the economic 
community; it describes only the condition requiring it. For it does 
not follow, from the circumstance that two men may place a beam 
more casil, than one, that they will join themselves together in 
placing it. They will join thcmselcves together in placing it only onl one 
condition, that each admits in the other a right to a part in the 
common shelter. Without that admission, their act will not occur. 
For the bond of their community, tile tic that Unites them, is not the 
physical beam that they have together lifted but thle unspoken
compact into which they have entered. The bond of community 
among men is measured by the mu,tuality oftheir acknowledgments, 
by the respect for claims that they acknowledge in each other, as 
parties to a connon covenant. 

The covenant may go unspoken. It is nevertheless essential and is 
always, wherever men have VoLntarily contracted an exchange, 
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mutually acknowledged to be binding on them both. For apart from 
their covenant, exchangers have no community; apart from their 
labors they may have it still. The right, the claim, outlives the act that 
earns it. That is why the economic community preserves its uninter
rupted life even when the city sleeps. Its labors cease, its concourses 
are emptied, its goading needs are for a little time quiet or unfdlt; yet 
all that potent mass of life slumbers beneath acommon sky of its own 
making. 

Economists are by profession disposed to study the fhctor of 
wealth in the economic community. I am concerned with the same 
community. But I attend to the fhctor of commonwealth. Where the 
economist sees in the behavior of the market a creation and a flow of 
goods, I see in it a transaction, an exchange of goods-in short, a 
commerce of persons. I shall be viewing the relation of the exchang
ers-not the ratio ofexchange of bread and meat, but the conditions 
essential to the peace of the baker and the butcher. In order to 
provide the terms that will be fbund useful for this purpose, let me 
consider a simple limiting case, a community of t-wo parties only, a 
community of two who contract an exchange with each other. 

Ordinarily, men contract exchanges within an already estaiblished 
legal order that has defined in advance their relations to each other 
and supplied a constnblc to oversee their good behavior. We un
heroic moderns sui.-r the illusion of supposing that the constable is 
essential to our community: we assume that \%,here there is no 
constable there can be no contract. But that is an illusion of our 
positivist mentality. A constable may institute a jail; he is powerless 
to institute a society. He may by fbrce protect a society that others 
have framed; he cannot by any' act of force supply their omission in 
framing it. 

Political science, as it is '-"ltivated in our day, celebrates the 
constable. It fbrgets the cV'. :munity instituted by consent, which 
alone can cvcr juLstify, hik zct or require it. That is why in our day we 
have no science of politics; w have only police administration. We 
live in the dizpilted tradition of Thomas Hobbes, who wrote: 
"Covenants without the sword are but words, and of no strength to 
secure a man at all" (1165111958: 128). It does not follow that the 
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sword without a covenant is a civility. Civility is the condition of 
peace tinder law that we have authorized, and no sword, no force in 
nature or heaven, can authorize it for us. 

Therefore, for the sake of simplicity, let us be rid of the constable 
and of all of the adventitious securities of the legal order. When 
Martin Luther was asked where, if the ban were put upon him, he 
would go, he replied: "Under the sky." In the moral ambiguity ofthe 
tventieth century, we shall do welI to imitate his example. Consider 
simply a community under the sky, the community constituted by 
two parties who have, out of the wilderness ofthe world, entered into 
a relation of exchange. Then, for any concrete analysis, certain 
clemeints will immediately present themselves as essential to that 
relation. 

The two parties to the exchange I shall describe, borrowing a term 
from the law of contract, a,;"persons" (personae): persons are the 
"subjects of exchange." These subjects contract their exlange with 
respect to certain objects: the "things" exchanged (res, in the 
language of the law) will then be technically described as the "objects 
of exchange." Thus, if Tom Sawyer trades with Huck Finn an apple 
core for a bent nail, Tom and Huck are persons, the subjects of 
exchange; the apple core and the bent nail are things, the objects of 
exchange. 

For a discussion of the fbundations of the American or any other 
economy, this exchange is hardly a translation of goods that shall 
have any appreciable effect on the destiny of nations or the economy 
of the Mississippi Valley. Nevertheless, fbr a philosophical purpose, 
that simplicity is precisely the thing wanted. It is possible, but it 
Would be very unwise, to begin with an exchange in which the 
persons implicated were General Motors and the United States 
Government, and the things exchanged were trucks and tax dollars. 
I am interested fbr the moment less in the identity of the terms than 
in the structure of their relations to each other. Such dignity as 
marketers may ever claim will be found at last to depend upon their 
standing in that simple structure, related as Tom and Huck are 
related, as subjects ofexchange, in the mutuality of:a covenant into 
which they have freely entered. 
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Concretely, the topic of economics is a social fact, and we are 
forbidden to ignore the circumstance that this fact embraces persons 
as well as things. All of the men of little Lidice arc dead in the ashes 
of their burned church. In a single stroke of' Nazi vengeance, their 
village had been reduced to a descrt of things. The village still stands; 
every market stall remains still stocked; but there is no market, and 
neither wealth nor commodity nor price. 

Let me turn then to Tom and Huck, who were meditating, Uinder 
the full afflatus ofthe profit motive, the exchange ofan apple core tbr 
a bent nail. Tom examines the apple core, Huck the nail. Visibly, the 
objects have changed hands. An exchange has thcrcfbrc occurred? 
No, the exchange waits upon an agreement, which is not vet. For the 
moment they simply meditate what it would be to make permanent 
this ne\% distribution of the goods of the earth of' which now, 
provisionally and experimentally, they make trial. The exchange does 
not consist of this merely ie facto transfer of objects. The transfir 
essential to exchange is a transfir not of things but of rights. The 
objects may or may not pass between hands. But unless ownership 
passes, there has been no exchange de jure. The exchange, ifit occurs, 
will consist in a transfer of titles, of rights which are held, and arc 
commonly admiritted to be held, by the two parties. 

That common admission of rights is the curious invisible bond 
that unites Tom and Huck at this precarious and painful moment of 
decision in which each weighs the marginal advantage to himself of 
acquiring \%,hat the other owns. Tom and Huck stand related as 
persons for the one sufficient reason that each ;'inits the other to be 
the bearer of a right: each admits in the other the right of governing 
the disposition of the object that he himself now holds. This, and 
never anything short of it, is what we mean by being a person: to be 
a person is to :'e standing and to be a subject of rights. To be a 
person-to b. : - subject of a right-is a fac. necessarily and 
essentially involving, besides the person who has the right, another 
person who accredits it. 

John Locke supposed a man's right to a nut, picked up from the 
forest floor, to be conferred by the labor expended in the act of 
picking it up. For, as Locke thought, in the act of picking it up the 
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gatherer, as it were, congeals the labor of his own body into the nut, 
which belonged till then to nature's great commonl. That is an 
illusion. For it must then tblloAw that ifanother may 1y hrce of seizure 
take from him his nut, the usurper then holds it by the same ground 
of legitimacy, having mixed his labor with it. Oin the contrary, no one 
can have property in anything except as others acknowledge it. My 
property in a thing is the conscquence nolt of the labor that I have put 
into it but of' \'our willingness to accredit it, yo ur willingness to 
accredit the labor as the ground for a claim. And ifyou have not that 
willingness, then though I labor with all my heart, I have no property. 

There lies the paradox of all property: my right of property in a 
thing depends not upon my claim to it but precisely upon your 
readiness to admit m\'claim as privileged. We hcre confront the 
fuidamental condition of all peaceable Intercourse among human 
beings in society. This is the radical sense in which all property is 
public. Private property is apublic fhct, or it is no fhct at all. It is public 
for the rcasoin that it depends quite abjectly on a public concern. It 
is alw\'ays a reciprocal engagement, never a unilateral one. 

Government, lawV court, and police may be invoked to preserve 
property. They arc, however, powerless to originate it, and in fact 
they cvcry'whcre presuppose it as the social condition of any political 
arrangement. 

For we have property only because first we consent to have corn
munitV, and there is no greater mystification of humaan understand
ing than the bclicf'of John Locke that men establish community in 
order to preserve rights of"property which they have apart from it. 
Apart from it they have no propcrty', and can have none. Outside of 
the bond of community a man owns nothing. He has only what he 
holds, and onl\ tbr so long as he holds it or can by force unassisted 
prevent another from holding it in his place. That is the lesson of 
every revolution in all the world. The legal order is temporarily in 
relapse. Then men discover, in a precarious hour, the efrcctive limits 
of their society. Their society extends as far as their mutuality 
extends, and can never by any political dispensation be made to 
extend further. 
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Rights can appear onl, where the demands of moral CommLniV 
have been acknowledged. There is never any point in asking whether 
A apart from B has any rights. A apart from B neither has them nor 
for that matter ever needs them. The only serious question is: Under 
what conditions will B admit rights in A? And to that question there 
isadirect and simple answer: On the one condition that A reciprocate 
by admitting rights in B. All rights arc grounded in such reciprocity, 
in the solidarity ofpersons who, for the sake of rights that run against 
others, admit duties that run against thenselhes. Therefore, if vou 
wVould know the limits of a community, look to the rights that it 
respects in practice. For wherever rights are admitted, there also 
there must be persons; and wherever there are persons, men stand 
Under covenant in each other's presence. 

It is not the business of social analysis to decide tbr mankind 
whether mankind wants civilization. But analysis can show, if man
kind wants it, the terms o 'consent that are essential to the achieve
ment ofit, the terms that are prerequisitc, in every domain of human 
activity, to the establishment of normal expectations among men, 
whether in a legal order, or acommunity of exchange, or a church, 
or a language, or a universe of inquiry. 

I'luat there are material conditions of human society no one 
doubts. But that there are, besides these material conditions, formal 
conditions as well, conditions ofcivility., the instit, ted restraints that 
human beings lay upon themselves and consent to honor in their 
acts, in order that they might have society at all-this tlls beyond the 
ordinary contemplations of actors in society. Practical men of the 
world, they take simply fir granted the social foundations of their 
intercourse With each other. They take them for granted exactly as 
the speakers ofa language take for granted the conventions of syntax 
that are implicit in their community of discourse; or as practicing 
scientists take fi)r granted the rules of proof and evidence that arc 
essential to their community of inquiry; or as the buyers and sellers 
in a market take for granted the unspoken rules of the market that 
govern their peaccful interchanges. Such rules of consent, though 
they arc not noticed or even alluded to LUntil they have been violated 
or abridged, appear in every domain ofcivilized society. They are not 
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matters of sentiment; they are the unexposed foundations of moral 
consent upon which our commlnities-such fragmentary commu
nities as wc have-are reared. 

What arc the conditions ofthe peace of the market? What rules are 
indispensably necessary if marketers are to frame, in spite of their 
competitions and divisions, normal expectation,; of each other? 
Ccrtainly\ wc cannot treat theft as the norm. The market is a 
commnit\' ofexchange. The thief in the marketplace isparty to the 
physical neighborhood, but not party, to the community; the mar
keter in the marketplace is both. What are his assumptions? What 
articles of tacit civility must hC subscribe to, if he is to enter upon that 
remarkable cstate of marketer? 

Every marketer must be able to assume, as Itailling within the 
general consent of all parties to the market, at least two rules: first, 
a "rule of reciprocal exchange," that fbr something given something 
shall be had in return; second, a"rule ofvoluntary bargain," that no 
exchanage, no mutual transfir of rights, shall be accounted binding 
into which the parties to the exchange have not voluntarily entered. 
These rules will not prevent marketers from going broke. They 
nevertheless admit rights to reside in persons, and persons to be 
gathered under terms of peace in one society. They arc the tacit but 
essential conditions of any market, without which there could be no 
market at all. An open market acknowledges the capacity of others 
freely to associate thcnselves with the shared community of under
standing and mutual respect. Without them theft would bc suffi
cient, and exchange superfluous. They are the unwritten 
constitution-what I describe as the coi'enant-of the economic 
comnm.unity. 

That there arc such formal conditions of human community
conditions of' peace accessible to understanding and amenable to 
positive construction-no one who has watched the deprivations of 
dignity in twentieth-century wars and Nazi concentration camps can 
any longer question. Many patterns of society arc consistent with 
human dignity. Some, however, demonstrably prohibit it and abort 
its cssential conditions. And to know those conditions, to know in 
every domain of civilized lite the fbrmal conditions of the dignity of 
persons, is in fhct the study of all positive peace among men. 
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Immanuel Kant used to declare that two things excited his soul, 
the starry heavens above and the moral law within. The modern men
tality shares his wonder, and has even studicd to cxtend his wonder, 
before the first ofthese. There is no danger that a human being, born 
into tile twentieth century, will take lightly the illimitable fact of the 
starry' heavens above. But that same human being, if he has not 
learned to repudiate belief in the moral law within, has become 
neverthcless profoundly suspicious of it. He is apt to see in any
profiession of moral law in human affairs simply the poor professiol
of a time-entangled human soUi, a piece of ideology inherited by
historical accident and perpettuatcd by animal sloth. Kant thought
otherwise. He fbrmulated the moral law, or, as he called it, "the 
categorical imperative," as follows: "Act so as to treat man, in your 
own 
person as well as in that of anyoue else, always as an end, never 
merely as a means" (11785 1 1949: 178). 

A respect for tile dignity of persons is the absolute demand of al,
community wvhatcver. In the critical effort to "get the prices right," 
we encounter all of' the great moral issues that arise out of the 
collisions and omisSions of ou r inlheritance: questi(ns concerning 
human rights and our fundamental liberties; questions concerning 
freedom from want and freedom from ftar; questions concerning the 
rights of women and minorities; child labor; apartheid; abortion; 
equal access to education, to the market, to courts of law; the demand 
fbr social security, peace, and tile orderly resolution of international 
conflicts; the right to work, to sell one's labor for wages, to bargain 
collectively for the terms and conditions of labor. 

Ilist these ex.,, ples without attention to their order or compiete
ness. All of them ill within the jurisdiction of tile moral law, which 
Kant describes as "the realm of ends." There are fir Kant technical 
and prudential imperatives that have not this measure of generality,
that command only conditionally. "Whoever will; the end, so far as 
reason has dccisivc influence on his action, wills also the indispensa
bly necessary means to it that lie in his power." Kant writes: 

In the realm of'ends everything has either aprice or dignity.Whatever 
has a price can be replaced by something else which is equivalcnr,
whatcvcr is above all price, and thercfbre has no equivalcnt, has 
dignity. 
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Whatever is related to the general inclinations and needs ofmankii'd 
has amarkct orice. Bu that which constitutes the condition undzi 
which alone alyf.ling can be an end in itselt has not merely arelative 
valuC or price, but has an intrinsic value; it has diqnitv.... only good 

morals i11d mankinld ...have dignity. (117851 1949: 182-183) 

To have dignity is to be a subject ofrights; to havc price isto be 

an object of rights. The presiding peril of the system offre enterprise 

is the fOrg,-ttlhess of men %.vhotreat the mechanics of the social 

process as their release from social obligation. Saint AuguStinC's 

"l)iligc Ct quod t'isf.ic I lovc and do as you please 1" has shocked the 

ear ofevery generation since his day. That redoubtable old saint is the 

stoutest free enterpriser Of us all. His dictum is not a counsel of 

anarchy. The meaning i,.: "So long as VoIL presere y'our concern for 

one ailoher, von may do as *Ou please: no ollcr restraint may ever 

legitimawly be put upon \'our act." A respect for the rights ofpersons 

is the 1bsolite condition of JaN cormmunity wvhatever. TI'l2 central 

problem of'the free market ishow to reconcile liberty with fraternity, 

freedom with mutuality. 
Nothing in nature torbids that aman should b: treated as a thing. 

Only men in comnmunitv can forbid it. That iswhy Nigger Jim, who 

floats down the M ississippi on a raft, is so pathetic a revelation 

concerning the larger and formally more civilized adult community 

that lies beyond the community of Tom and Huck. In that adult 

community Niggrer Jim is a man. But he lacks the status of being a 

person, of being pary to that conmmnity. He is not a subject of 

rights; he is an objct of rights. He may be bought: he isa chattel, a 

thing with a market price, a piece of capital or land according as you 

regard him as a producer's tool or as a raw natural resource. He has 

price, but not dignity.,. All communities are at last, like Tom's and 

Huck's, under the sky. And the sky isas wide as wc make it-as wide 

and as narrow as men"s sympathies, as benignant or cruel as the 

restraints we put upon ourselves. 
When we press the conception of "getting the prices right" to 

consider more broadly the terins oil which alternatives are available, 

including those terms and conditions on how hunan beings relate to 

one another, there is al\\ avs the issue ofhuman dignity and the way 

that human dignity gains expression in the structure of human 

http:t'isf.ic
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institutions. The market as exchange must first meet the conditionwhere human beings can relate to one another with respect for eachother's dignity and allow choice as among the objects that areavailable. It is by Such methods that human beings might strive toalleviate scarcity and contribute to mutually respectfiul relatonships
with one another in self-governing communities. 
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Opportunity, Diversity, 
and Complexity 

Complexities and the Conceptualization of Parterns of 
Order in Human Societies 

Great complexities exist in modern societies. These complexities 
derive from pursuit of opportunities in diverse situations, posing a 
problem of how to think about circumstances in which opportunities 
are a function of both diversities and complexities. 

K. Paul Hensel, in his Grundformen der Wirtschuftsordnung 
(Foundations of economic order), suggests that there are millions of 
different variations in economic goods. Each variation can be viewed 
as having a characteristic production process in which factors are 
being transformed into products. The way that human beings relate 
to one another in the production, exchange, and consumption of 
diverse goods and services requires recourse to an extraordinary 

This chapter originated as apaper for the Conference on Muli-Actor Policy Analysis held at 
the University of Umea, Sweden, July 23-25, 1985. 
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variety in patterns of organization. Hensel suggests that the aggre
gate economic process in West Germany refers to a great number and
variety of consumption units (Haushaltunqen) and production units
(Betriebe). Among the consumption units, Hensel refers to individu
als, families, associations, and collectivities. He estimates that some
23 million collective economic units exist and that 3 million of these 
operate as produceIs. The 20 million collective consumption units 
range from the Federal Republic of Germany to single-family
households. These 23 million units all require coordinated planning
of jointly associated efforts. Actual numbers have certainly changed
in the meantime, but the relative magnitudes have probably re
mained much the same. 

Any particular joint effort depends upon the ordering of human
relationships with reference to rules that apply to discrete individuals 
in terms of particular time and place variables. Each association is in 
some serse a polity that orders relationships according to mutual
understandings that take account of discrete contingencies. Each
association is nested into other configurations of associated relation
ships, so that human actions are coordinated through relationships
oftime and space that refer to societies as larger aggregate structures 
of social relationships. 

Hypothetically, it is possible to conceptualize, aggregate, and dis
aggregate these relationships in many different ways. Some ways of
doing so distinguish economic and political relationships. How such

relationships might be distinguished 
turns upon the criteria used.

One common criterion is to conceptualize the economic realm as

being where relationships are organized by reference to monetary

prices and where money is used as a medium of exchange. Govern
ment thus comes to be identified with the provision of goods and
services that are not subject to exchange relationships. Economic
relationships then implicitly refer to market orders, whereas govern
mental and other forms of organization refer to nonmarket orders. 

Problems arise in such conceptualizations because some elements 
that are essential to market organization cannot be supplied under
market conditions. Money as a medium of exchange has the charac
teristic, among others, ofjointness of use for all who use it as a unit 
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of account in establishing price relationships (see chapter 14 of this 

book). This jointncss of use means that a monetary system viewed as 

supplying a medium of exchange is a public good. Similarly, while 

goods and services arc exchanged in markets, there is a public-good 

aspect to market relationships in circumstances where the use of 

those arrangements by some buyers and sellers does not dctract from 

their use by other buyers and sellers. There arc mutual gains to be 

more rather than few\verrealized in alleviating scarcity by having 

market participants. Market arrangements depend upon authority 

arrangements that have to do with property rights, and on contrac

tual relationships that arc not marketable commodities; rather, they 

arc symbolically conceptualized ways of ordering human relation

ships so that agreeable exchange relationships can occur. Market 

systems are not exclusive social orders that exist apart from other 

institutional arrangements in human societies. They depend upon 

social infrastructures and facilities dhat require recourse to non

market decision structures. 
Similar problems arise in conceptualizing something that might( 

be characterized as a "state," retirring to rule-ruler-ruled relation

ships in human societies. The traditional theory of sovereignty 

presumes that the coherence or Unity of law depends upon there

being a single source of law. Tie unity of law, in this view, depends 

upon a unity of power. The state might then be viewed as an 
pattern ofautonomous actor that rules over society. The state is a 

subordination in a hierarchy cf superior-subordinate relationships; it 

culminates in a single, ultimate center of authority that is the source 

of law, but that cannot itself be held accountable to law. The state is 

then a monopoly of the authorit, to govern, a monopoly that also 

exercises control over tile lawful use of force in a society. 

Drawing upon such a concept of the state and upon a contrasting 

pattern of organization associated with market systems, it is easy to 

the nature of order in human societies as beingconceptualize 
constituted with reference to markets and states, or to markets and 

hierarchies as these conceptions are sometimes expressed. But using 

such simplified conceptions fails to clarif' the contextuality of life in 

human societies as many of us experience it. Markets and states are 
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not isolable autonomous realms that exist mutuallyas exclusive 
domains of life. 

When I buy an automobile, for example, I enter into a contract 
as well as pay money to a dealer. The contract is a basis for establishing 
a legal title. Before I can operate the automobile, I must have a valid
driver's license. I consumnate the transaction through my relation
ship with an automobile dealer and with cquivalent persons who
register titles, issue vehicle and driver's licenses, and supply credit,
insurance, and other contingencies that may be involved in becom
ing an owner and user of an automobile. I deal with private
enterpises and public agencies. Some alternatives are available at
each juncture, including whicl'h licensing brarnch to patronize.

I bring these relationships to a personal lev'el not because of any
special viewpoint about the diversity Of institutions in modern 
political economics, bUt because I want to explore the relat;onship
of social realities to the cognitive experience of individuals who exist 
in and have recoursc to those and other institutions. I do so because 
I am concerned about the tendency to use labels such as "narkets" 
and "states," or "socialism" and "capitalism," to address the multi
tudes of relationships that individuals pu,rsue in human societies. 
These abstractions somehow achieve a sense of reality in our imagi
nation and, depending upon our degree of attraction or aversion, 
may become either nirvana models or diabolical machines. 

Karl Polanyi's 'Ibc Great Transibrination,for example, views
market structures as diabolical machines. His terrm- is "Satanic Mill"
(Polanyi, 1957: vii, 33). Polanyi sees a market economy as "an
economic system controlled, regulated and directed by markets 
alone" (p. 68). This is hard for me to imagine, becaaise property
rights cannot be established, maintained, and enrforced by markets 
alone. Nonetheless, there arc certain dynamics, including aproclivity 
anmong businessieii to firm cartels, that are characteristic of mar
kets, and sonic of thcm may have perverse effects in human soieties. 
Polanyi has, in ny judgmcnt, ovcrstated his case and not made 
adequate levels of comparison between, for example, lific in what lie
refers to as a market economy and life in a feudal cconony (which lie 
idolizes). Yet there is some ring of truth about some of the costs 
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Polanyi has associated with the transformations that occurred in 
ninetceath-centrty industrial societies. 

Similarly, Marx saw something that he labels as "capitalism" as 
having a competitive dynamic that yields a few large monopoly or 
monopoly-like enterprises that come to dominance in a market 
economy. It becomes possible in this environment for dominant 
capitalist enterprises to prevail in governmental decisions, exploit 
workers, and yield a revolutionary potential. What Marx was charac
terizing as "capitalism" is what Adam Smith would have labeled 
"mercantilism" (Smith, 11776] 1937, bk. 4). It is certainly possible 
for large-scale producers to collude with those who exercise rulership 
prerogatives and so to engage in predatory exploitation. That 
possibility exists in any state-dominated society where some single 
ultimate center of authority has a monopoly of the legally recognized 
instruments of coercion. 

Allusions to "markets" and "states" or to "socialism" and "capi
talism" do not take us very fhr in thinking about patterns of order in 
human societies. Some "narket" economists in their allusions to 
"capitalism" even fail to distinguish between an open competitive 
market econony and a state-dominated mercantile economy. Social
ists, intheir propensity to label economies as "capitalist," often fail 
to recognize the relatively rich structures of communal and public 
enterprises that exist in societies with open and highly competitive 
market economies. 

We thus might realistically expect to find some combination of 
market and nonmarket structures in every society. We might usefully 
think about combinations ofprivate and public economies as existing 
side by side. Not all forms ofpublic enterprise need to be state-owned 
and operated. Various forms of communal or public ownership may 
exist apart firom state ownership. The options are much greater than 
we imagine, when we do not allow our minds to be trapped within 
narrowly constrained intellectual horizons. 
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EntrepreneurshiF in the Public Sector 
My own inquiries in looking at qtite a different vista of later 
ninete,-rnth- and twCntieth-cent'iry' institutional development in the 
arid regions of the Amcrican West has given me a different Under
standing of the wa\' that peop!c confront opportunities in a market 
ecolony. Since water is a critical factor in an arid region, the focus 
ofmy concern was the way that institutional arrangements were used 
to shape development in the Amcrican West, with particular atten
tion to Califbrnia and especially to Southern Califbrnia (see, for 
example, V. Ostrom, 1953, 1971 ).

Private profitable enterprises play only a relatively limited role in 
the supply ofwatcr services in Califbrnia, especially in Southern Cali
fbrnia. Much more important arc nonprofit cooperative enterprises
(locally rcftirrcd to as mutual water companies), a vast array of public
water districts organizcd as limited-purpose public corporations with 
many of the characteristics of'nonprofit coopcrative societies. JLust as 
important are a range of other specialized agencies of general units 
of government, iMcluding cities, counties, the state of California, and 
agencies of the United States such as the Corps of ELngineeri and the 
Reclamation Service (V. Ostrom, 1971 ). Thus the Calitbrnia water 
industry is comprised predominantly of nonprofit coopcrative enter
prises, public enterprises, and governmental agencies. Of the 5,000or so enterprises, fewer than 300 are fbr-profit private enterprises
subject to regulation by the State Public Utilities Commission. This 
configuration of institutional arrangements has made possible a 
course of economic development through which Califbrnia has 
become the most populous state in the Union and enjoys a very high
level of economic development. Yet this same state, with a ven, small 
population, experienced disastrous droughts in the 1860s that 
remind one of the African Sahcl today. 

People in diverse localities in Califbrnia have worked out fbrms of 
collective enterprise that are highly sensitive to communal values 
while at the same time limiting opportunitics for private water 
developers to extract a monopoly profit. These enterprises have 
allowcd smallholder settlers to capture a significant share of the 
economic rent inherent in the opportunities for development in 
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Califbrnia. The capital investments in water works and water supply 
systems arc predominantly held as cooperative or public properties 
of one trm or another. A competitive market economy, in a so
called capitalist society has yielded a highly productive water indus, 
try Composed predominantly of cooperativc and public enterprises 
that some might be inclined to designate as "socialist" enterprises. In 
general, tie social infrastructure of the California economy is a mixed 
cconmy composed of a great variety of profitable, nonprofit coop
crati\e, and public :ntcrpriscs that relate to one another in complex 
configurations of intcrorganizational arrangements. 

How do wc explain the circumstance that people in California did 
not allow water resource development to occur under circumstances 
where private developers could continue to extract a monopoly 
profit from their control over water supplies? Aspiring monopolists 
existed. Few, however, succeeded in dominating patterns of water 
resource development over an extended period of time. Most 
dcvclopmncnts in (California wcrc initiated under circumstances of 
public cntrcprcncurshif where control over water supply was vested 
in the local communities of users rather than in private monopoly 
suppliers. 

The only explanation that I can o er is that the people of 
California developed awareness the incentives aan that facing 
supplier of water services who sought to maximize profits were not 
consistent with the interests of those being served. Both public and 
private ownership of property in land meant that profitable water 
utilit' companies were rcquircd to meet political terms and condi
tions pertaining to the granting of franchises and to exercising the 
power of eminent domain, so that rights-of-wav might be acquired 
across intervening parcels of land. The essential leverage for invoking 
political processes came from private ownership of land b multi
tudes of private proprietors; the result, yielded by the political 
processes prevailing in California through the cou rsc of timc biased 
entrepreneurial decisions against profitable water utility companies 
and in f vor ofcooperatives and public enterprises. Political processes 
were themselves altered through constituti',)al decision-makin g 
processes to reduce the authority of the state legislature, to place 
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greater reliance upon popular initiatives and referenda, and to 
enhance the constitutional authority of local communities (V. Os
trom, 1987, ch. 8). 

The juxtaposition of property relationships with political proc
esses, yielding the institutional characteristics associated with the 
California water industry, carries quite different implications than are 
yielded in Polany;'s or Marx's analysis. The property rights of 
individual persons, of mutual water companies, and of various types 
of public corporations gave standing to individuals and diverse 
communities of interest to sue and be sued. This powcr gave essential 
leverage for initiating potential veto capabilities in a political system 
characterized by strong emphasis upon a separation of powers 
among many independent units of government-units in a system 
that was highly fideralized. A critical issue here is how diverse 
institutional arrangements. both market and nonmarket, get linked 
together. Public entrepreneurship that takes account of diverse 
communities of interest is fhcilitated by a combination of a highly 
differeniated system of propcrty, rights and the absence of monopoly 
power in the exercise ofpublic authority. Systems of property in land 
rights, structures of governance, and forms of proprietorship in the 
California water industry developed in .e\volutionary way that is 
analogous to the development of property rights in Hawaii (see 
chapter 10 of this book). 

To explore these relationships further, let me shift the focus of 
inquiry away from California to sonic ofthe problems that arise in the 
so-called Third World. The contrast will enable uS to indicate how 
different structures in human societies yield different opportunities 
to fashion diverse forms of enterprise and structures ofrelationships. 

The Pursuit of Development Opportunities 

Lord Bauer (1984), in his essay "Market Order and State Planning," 
provides us with some interesting speculations about the cognitive 
experience of individuals in relation to the pursuit of developmental 
opportunities. I wish to relate his observations to some by David 
Feeny (1984) about a demand-and-supply model for institutional 
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change. I then Wish to speculate about the implications of such a 
model where the supply conditions are dominated by a model of 
military dictatorship that has been espoused by American authorities 
concerned with maintaining stable regimes in the so-called Free 
World. These implications will give us some measure of understand
ing of the tenuous nature of market economies-so tenuouLs, in fact, 
that Polanvi's "Satanic Mill" comes to be little more than a paper 
tiger shredded by the repressive powers of the state. 

Lord BaLIer, in his discussion of market order in the Third World, 
indicates that major transformations occurred late in the nineteenth 
and early in the twentieth century. Rubber trees indigenous to South 
America were planted over millions of acres in Southeast Asia on 
plantations controlled by Western-owned companies and by many 
Asian smallholders. IMuch th, same pattern occurred in West Africa 
with the development Of the cocoa industry. This development, 
Bauer suggests, was made possible by the "establishment and 
extension of public security" (1984: 24). 1 aS.sume that these 
conditions came about through th.: exercise of imperial authority by 
European powers.
 

The prodigious eflorts undertaken by millions of people, 
 dauer 
argues, occurred without their needing to know the end use of the 
trees they planted and the crops they harvested; rather, 

they,simply took advantage of the opportunities for improving their 
lot, which came to them as a result of complCx pro.csses which 
originated tar way, )iid the outcome of which was transmitted to 
theni by the markt. All the\- needed to understand was the extension 
of their opporuntiCs. (Bauer, 1984: 24) 

The critical information was the opportunity represented by prices in 
the market. 

But the success of the market order, Bauer also indicates, is every
where challenged because it "provides mechanism for its ownno 
survival." Success in the market, Bauer argues, "requires concentra
tion on concrete problems of production and marketing." These 
problems require a devotion of time and energy that does not leave 
room for people to develop "sustained and perceptive interests in 
general issues and their analysis" (p. 36). This is much the same issue 
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that Tocqueville raised when he expressed concern that the pursuit 
of wealth, in a democratic society, might come at the cost of 
citizenship (TocquevillC, [ 18351 194S: see esp. vol. 2, bks. 2 and 4). 
Individuals who pay attention only to market prices in determining 
their choices become vulnerable to political argument that workers 
and peasants could achieve greater advantage by expropriating 
private property and instituting a socialist societ-y-a society in which 
profits arc eliminated and workers realize the full social product of 
their labor. The naive maximizer might select tne option offered by 
those who make the biggest promises. This too would be to take 
advantage of perceived opportunities. 

\Ve 'ire thus confrontd, in choosing diverse types of institutional 
artangcnents, with establishing the relative advantages or the rela
tihe prices that accrue to the alternatives that are available. Price in its 
most general sense can be defin,:d as the terms on which alternatives 
are available. Some estimate of the terms on whlfich alternatives are 
available, or might become available, is necessary before one can 
begin to estimae the demand fr alternative institutional arrange
ments. Instead of money prices fbr discrete cor imodities, the choice 
is at a diflecnt level. It is t1e choice o configurations of rule-ordered 
relationships, or institutional choice, that is at stak,.e. These are much 
more difficult to a:;sess. 

The supply of ne\\' forms of institutional arrangements depends 
upon procuri ig the nccessarv authorizations for establishing author

ity to act. This requires some ',orm of legal standing, and legal 
standing depends ilpo:1 legal processes associated with the exercise 
of govern mental prerogatives. The supply of institutional arrange
ments may be controlled, as Feen\' suggests, byn "the elite decision 
makers of government" (1984). The tighter the elite and the more 
rigorous its control over the instrumentalities of power, the greater 
,will be its dominance over the control of institutional arrangements 
that are availablc o 1," members ofa socct'v for organizing activities 

that reach beyond fimilies, kinships, and secret societies. 
In the case of European empires in Africa and Asia, we might 

anticipate that this price would come relatively high. While oppor
tunities to ptirsuc market options on the part of individuals and 
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families within the constraints of imperial preference may have been 
readily accessible to subject populations, there would have been little 
chance of building up a network of institutions comparable to those 
of the California water industry. The less experience people have in 
dealing with diverse tbrms of enterprise and the less knowledge that 
is available to them about different institutional arrangements in 
other societies, the less opportunity they will have for articulating 
demands for institutional changes. Empires, given the combination 
of relatively simple structures of property rights with imperial struc
tures of authority relationships, may have provided an adequate 
degree of public security to yield imporcant economic opportunities 
in the development (f rubber, cocoa, and other productive enter
prises. But we have no reason to believe that such security would have 
facilitated the diverse forms of cooperative and public cntrepre
neurship that could have enabled the great variety of mutual water 
companies and public enterprises to support essential public infra
structures in a highly productive market econony. It political 
structures arc organized as highly integrated monopolies, we would 
expect political elites to drive a more favorable monopoly bargain 
than might be expected firom monopolists in other circumstances. 

The British, Dutch, French, and Portugese empires have given 
way to a great number ofnew nations where fbrmerly subject peoples 
are now concerned with undertaking their own course of develop
ment. This has provided them with an important opportunity to 
fashion institutional arrangemcnts. Primary attention has been di
rected to building the apparatus of the state, on the assumption that 
the state is the essentia! foundation for supplying all other institu
tional arrangements that might be relied upon to undertake the 
modernization of those societies. What has occurred? 

The experience is diverse; and what I have to say applies to only 
one pattern of development that is associated with coups d'6tat and 
military dictatorships. That pattern is sufficiently common in the 
Third World to give us some degree of understanding about the price 
of institutional innovation and change under strong monopoly 
conditions. In stating these conditions, I rely upon the analysis 
offered in Miles Copeland's The Game of Nations(see chapter 2 of 
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this book). As we saw, the key instrumentalities of control are "a 
politicized police, a secret service, a happy army, an inflated bureauc
racy, a mass movement organized aisa one-party system, and a 
propaganda service to tell the people what to think." At the same 
time, "traditional institutions that have helped to sustain a way of life 
are subject to assault; and new ways that are amenable to mass appeals 
and maximization of the regime's control over society are put in their 
place. Revolutionary rhetoric about socialism is used to nationalize 
economic enterprises," as well as to expropriate property and control 
economic activity. 

Th..se are the conditions that can be expected to prevail in con
trolling the supply of institutional innovations governed by elites 
organized as military dictatorships. These opportunities can be 
highly lucrative for somc. The Washittton Post has reported the 
present private assets of a formcr African sergeant, currently a head 
ofstate, to be $4 billion. The change of government in the Philip
pines provides some superficial awareness of the opportunities for 
exploitation afforded to those associated with the Marcos regime.
The private fortunes of Third World rulers are among the largest in 
the contemporary world. And the fbrtunes accruing to heads of state 
say nothing about the pervasive patterns of petty corruption and the 
accumulation of wealth by petty officeholders. Old-style imperial
isms may have been relatively more benign than the new-style 
cryptoimperialisms of the contemporary world. 

Since the price of supplying institutional innovations and change 
through "the elite decision makers of government" may come 
extremely high, we may want to consider some alternatives that may
be available, alternatives for which people need not depend upon 
chance, coups d'ftat, or revolutions to fashion their systems of 
government. Such consideration requires a knowledgeable aware
ness of alternative terms and conditions that might apply to the 
creation and operation of systems of government. Lord Bauer's 
workers and peasants would be required to know much more than 
how to calculate the economic opportunities that were available to 
them on the world market. They would also need to know something 
about the opportunities afforded by market orders and alternative 
forms of economic organization. Markets themselves are never 
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sufficient. Markets for different types of goods and services may take 
on qtite different characteristics. Some may work well under the 
most impersonal conditions. Others may depend upon personal 
ccderations involving high levels oftrus, among trading partners. 

FU lier, Bauer's workers and peasants would need to know how 
to take best advantage ofopporttnitiCs for teamwork, and how team
work might be best organized so as to realize its advantages relative 
to pursuing economic opportunities with recrence only to market
exchange arrangements. Great ambiguity.exists, as H. G. Kruessclbcrg 
has indicated, about whether labor is to be appropriately conceived 
as a "commodity" to be bought and sold in markets, or whether the 
terms and conditions of employment are to be viewed as being
"constitutional" in na tre (see Kaufmnann, Majone, and Ostrom, 
1986: ch. 17, passim). In thc latter circumstance the employment 
contract would be constitutive of institutional arrangements for the 
organization of teamwork in productive relationships. Different 
types ofcmploymcnt contracts could then yield types ofproductive 
rIlationships. Workers might create an enterprise and employ their 
ow\VI Manager rather than let someone else become a proprietor and 
hire other workers as cmployccs. In large-scale enterprises, workers 
might organize to bargain collectively with management. In turn, 
diverse cooperative and public enterprises might be organized to 
procure essential services like water supply or marketing facilities to 
gain access to wore cxtendced markets. 

This range of opportnities always needs to be viewed against the 
p-)ssibility that Lord BaUcr's workers and peasants might aspire to 
establish the terms and conditions of government so that they could 
exercise basic control over those who exercise governmental pre
rogatives. They would then realize that a naive faith in revolutionary 
appeals is extremely hazardous and is likely to yield increasing 
oppression and deteriorating conditions of life. Real revolutionary 
pozential exists when people establish processes of decision making 
that specify the terms and conditions of government where citizens 
reserve to themselves Ilindamental authority that applies to the 
governance of society including the authority to set the terms and 
conditions of government. 

A constitution can be viewed as the fundamental law specifying 
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the terms and conditions of government. When people exercise the 
prerogatives of Constitutional choice they can be conceptualized as 
exercising the authority to set th, terms and conditions of govern.. 
ment. When conditions can be set :o as to maintain the enforccabilitv 
O'constitutional law and revise those terms and conditions through
time, ve can view people as citizens exercising, at the constitutional 
level, the basic prerogatives that control the other aspects of institu
tional choice that may be exercised by instrumenltalities of g,'ern
ment. When such conditions prevail we might think of people 
becoming self-governing. 

I have elsewhere elaborated much more fully upon the terms and
conditions that apply to the constitution ofdemocratic societies, that 
is, socienies \\,here people can be said to exercise and control the
prerogatives of rulcrship (Kaufinann, Majone, and Ostrom, 1985: 
ch. 5, passini; V. Ostrom, 1987). People arc then not helpless victims 
ofmarket systems as diabolical machines; they do learn to appreciate
that markets aflbrd important opportunities for them to order their 
relationships with one another in mutually productive ways. But 
markets do not sutice to yield the most favorable economic oppor
tunities in all circumstances. Monopoly bargains may come at a very
high price, and people may gain advantages in organizing natural 
monopolies as cooperative or public enterprises so as to constrain 
monopoly pricing, and share the inherent advantage of production

technologies among the communities of users.
 

We need not think of "govcrnment" as occurring only with
reference to states that govern over societies. Governmcnt may also 
occur within the context of families, kin, VolUntarv associations,
villages, and other patterns of human association. It is the rules of 
association that arc constitutive of human societies; and these can be 
constituted by communities of people who fashion their own systems
ofself-government. Rather than looking onl, to states and markets, 
we need to give much more attention to building the basic institu
tional infrastructures that enable people to find ways of relating con
structively to one another and of resolving problems in their daily
lives, but that also reach out to larger communities and configura
tions of relationships. 
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There comes a point where people can have recourse to self-help 
in arranging the supply of institutional arrangements rather than de
pend upon the price extracted by "the elite decision makers Gf 
government." Under such circumstances, alternatives become avaii
able; and the "state" is no longer in a position to extract its monopoly 
price. By relying upon principles of self-governance to apply to 
diversc units of government in lashioning a highly fidcralized system 
of governance, people can begin to alter, in a significant way, the 
pricc that applies to the supply of institutional arrangements in self
governing societies. 

When the trader in the informal market of a local economy can 
help procure an infrastructure of communal services to develop
public thoroughfares, provide for the security of persons and prop
crt' in a local community, arrange effective sanitation facilities, fire 
services, hcalthfil water supplies, etc., and at the same time extend 
the range of his or her own entrepreneurial opportunities to reach 
out to larger economic horizons, he or she has the potential of 
fhshioning indigenous patterns of economic and political develop
ment. In such circumstances, each person can learn how bcth to serve 
his or her own interests and at the same time serve others who share 
the interdependent relationships that arise in human communities. 
Democratic societies cannot be fhshioned without such roots. Nor 
can they survive in military struggles for power whether within 
nation-states or between nation-states. For this reason, the basic 
architecture of modern societies must, as Tocquevillc has argued, 
draw i:pon a science of association to fashion rules of association that 
apply to diverse communities of relationships extending from villages 
to nation-states and beyond (Tocqueville, [1840] 1945, vol. 2: 
102-124). 

When people share in the exercise of the fundamental preroga
tives of government through a properly constituted system of gov
ernment, they can take account of different opportunities to fashion 
instituttional arrangements for diversc productive and corsumptive 
possibilities that occur in many different communities of relation
ships. Syste., of public enterprise, as in the case of the California 
water industry, are as essential as systems of private enterprise in the 
operation of many other industries. 
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This implies that individual choice cannot be limited to prices in 
a market but should involve a much more extended range ofcalcu
lations, a range extending to the terms on which alternatives become 
available in the context of diverse institutional arrangements, includ
ing both market and 'nonmarket systems of relationships. Human 
beings have the potential to .akc account of their own preferences 
and use their own cognitive and emotional facilitics to come to a 
sympathetic understanding of what it to be human and tomeans 
relate in mutually productive ways to other human beings. But these 
relationships are always subject to tension because the maintenance 
oforderly relationships in human socicty depend:; upon the enforc
ment of rules, and enforcement involvcs pc iential access to instru
ments of coercion that can also be used to repress and exploit others. 
We can never escape from these tensions. Instead, we are required to 
find constructive ways of living with them ixn communities of 
relationships fashioned upon rcciprocity and mutual respect for one 
another. 

Conclusion 

When human beings develop a sufficient level of understanding to 
become efl:ctive artisans in the production and use of diverse goods
and services, to participate in taking collective decisions and pursuing
joint opportunities with others, and to constitute systems ofgovern
ance where those who exercise the prerogatives of govcrnment can 
be held accountable to the specifiable terms and conditions of a 
public trust, We should have a level of understanding sufficient to 
avoid becoming the victims of diabolical machines of our own 
making. Unfbrtunately, it is the vision of mcdels of nirvana that 
serves to lead human beings to suppose an omniscience and omni
competence that no one can realize. The most we can do is to act on 
the basis of choice in the light of discussion, reflection, and experi
ence. Each of us needs access to diverse capabilities and to the 
opportunities afforded by diverse structures of relationships in our 
contemporary circumstance. Unfortunately, we can take advantage 
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of and maintain those opportunities only when we learn how to do 
SO. 

Lord Bater's workers and peasants, then, would need to know 
more than the prices that arc available in markets. They would also 
need to know, as Tocqueville has suggested, the science and art of 
association to secure the many joint advantages that come both from 
working together in diverse types of joint enterprises, and from 
constituting systems of government where no one exercises unlim
ited authority, and where all officials can be held to account for the 
proper discharge of their public trust. Each individual would then be 
a knowledgeable actor in a self-governing society where opportunity 
is a function of organizational diversity and complexity. 

A science and art of association that is appropriate both for under
standing the nature and constitution of order in human society, and 
for engaginLg in those forms of association that are constitutive of 
mutually productive relationships, is the foundation for choice 
among the alternatives that are available. Since human beings, who 
are capable of innovation, cannot know what the future holds, there 
is an advantage to be gained by exploring diverse possibilities. 
Whether human beings can use methods of discussion, reflection, 
and choice to fhshion the future course of human civilization remains 
to be determined. That civilization will be the richer as it becomes 
more diverse and more complex, provided that we strive to be 
cognizant of the basic "similitude" of thoughts, passions, and 
circumstances that characterizes all of mankind (Hobbef, [1651] 
1960: 6). 
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Currency Competition:
 
A Constitutional Perspective
 

Introduction 

Since Benjamin Klein (1974) and Friedrich A. von Hayek (1976) 
raised the issue of a free market for currencies or currency competi
tion, numerous articles and books have been published on the 
subject. Currency competition was seen by its original proponcits as 
a radical alternative to current monetary regimes, which had brought 
about high rates of inflation and uncertainty, and as a consequence 
unemployment of labor and capital. It was thought that the alterna
tive of free market for currencies, in contrast, would preclude
inflationary public financc, that is, the widespread practice ofgovern
ments to turn to the money printing press in order to finance large 
public deficits notwithstanding the inflationary consequences. It 
would also guarantee that the money supply was out of reach of 
strong interest groups and central bank bureaucracies that stood to 
gain from monetary discretion (Wagner, 1984; Kane, 1980; Chant 
and Acheson, 1972). 
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The reaction to the proposal was mixed. Those who have argued
strongly in favor of currency competition apparently conceived it 
more as a strategic device to constrain central bank bureaucrats and 
monctary politicians in an othcrwisc unaltered institutional setting
(see, fbr example, VaIubel, 1984: 31; Brown, 1985: 27). Some 
qualifications were made e'en by its strongest proponents, since 
theoretical analysis and empirical evidence suggested that a free 
choice among currencies might mt be viable in the long run because 
these were strong external economics (advantages' in the use of only 
one currency. In this view the time spent converging to the monop
olv, however, might not be regarded as a w'astcful aspect of compe
tition since govcrnments would not be in a position to knc "~what the 
market process would have selected as most suitable (see, fbr 
example, White, 1983: 292-293). 

Others have expressed concern that is quite inconsistent with cur
rency cor:petition as envisaged Milton Friedmanabove. (1962,
1984), fbr instance, has argued that any attempt to target the value 
of a currency by mana-ing the money supply as inpli,:d by Currency 
competition may caus-' scvcrc macrocconomic instabilities, that is,
cycles of boom and bust. He has made a case, therefbre, for 
stabilizing monctan stabilization policies by implementing a firm 
money supply growth rule. Leland B. Yeager ( 1984: 104) has even
 
talked about the absurdity of making the unit of account the supply
and-demand-determined 
 value of the unit of the medium of ex
change. Accordingy, he favors the so-called BFH sy'stcm of mone
tar order in which the monetary unit would be defined by a 
governmcnt just as units ofweight and measures arc determined, and 
%%here no homogcnous medium of cxhange would exist as rival 
unit.' Still others consider monetary regimes based on irredeemable 
and exclusively paper monies to be inherently unstable from lack of 
confidence in the money supplicrs-a danger that has even puzzled
Klein, who opened the discussion on currency competition (Klein
and Leflier, 1981: 624). Consequently some have argued that any
viable monetary svstem, in order to bring about monetary stability
and growth, would most likely be built upon money redeemable in 
a scarce commodity like gold (see, for example, Paul and Lehrman, 
1982: 153; White, 1983: 293-295). 
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The inStitution. implications of the objections presented differ 
substantially from currency competition, but all suggestions have in 
common that the scope fbr governmental interference would be 
drastically reduced in comparison to existing arrangcments. In all 
such cases monetary policy has been raised from the day-to-day level 
ofdecision making to the constitutional level, \%,here the rules of the 
game arc set. However, the market setting for currencies has been 
considered as the ultimate response to the historical experience of 
governmental abuse of monetary prerogatives, since seemingly no 
particular institutional provisions are necessary for the system to 
work (Brown, 1982: 35). 

In this chapter an attempt is made to assess the attributes of a 
market fbr currencies as an apparently attractive system of monetary 
order. The focus is on competition among for-profit money suppli
ers, not on currency competition as a strategic device to constrain 
monetary policy makers in otherwise unaltered circumstances. The 
basic argument is that a successful implementation of currency comi
petition as a system of order is largely dependent upon appropriate 
legal, administrative, and judicial provisions. In other words, the 
rules envisaged are seen as ftcilitiCs supporting the market rather than 
as something opposed to its perfbrmance.2 Howe\vcr, whether 
currency competition should actually be aimed at is an open ques
tion, since the risk of an uncontested monopoly as result of' the 
competitive process is latent. In addition, it is pointed out that the 
costs of setting up the appropriate framework for currency compe
tition at the international level in terms of time and effort may be 
quite high. For comparison, an alternative institutional arrange
ment, with attributes quite similar to currency competition, is 
advanced in the final section. The alternative avoids the latent risk of 
an uncontested monopoly that is associated with currency competi
tion. It can even be incorporated without any international coopera
tion, but it involves in turn a number of other disadvantages. 
Apparently choice exists only among imperfect monetary regimes. 
Space limitations require that the critique of the BFH system and the 
commodity gold standard is largely left implicit in what follows.3 
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From Monetary Functions to Monetary Services 
it isa well-established practice to introduce students to the world of 

omoey by rwtCerring to the fiuctions money perfiorns in an econom\,: 
money serves (first) as astore of'value that isdistinct from other asscts
in that it ,ern'es also (second) as amcdium of exchaiigc in numne0rous 
transactilns, and in that the v'alue of the unit of the medium of
exchange is (third) the unit in which prices are quoted and debts and 
terms of'other contracts are expressed (that is,the unit of'account ).

In history primitive monetary systems have emerged quite spon
taneouIsly, on the basis of commodity, monies, as the Austrian
economist Carl Mengcr (11892 11984) con'icingly argued at the
end of the last centuly,, Anthropologists as well as economists well
read in history tell us that the productive usef'tlness of'a good, or its
capacity to satisft, directly human needs, or acombination of'both,
was regarded as apledge for the functional usefuIlness of'a good as
money0 (Finzig, 1949:140; Schneider, 1974: 172 ).Oncee established
in this f'Uinction, the intrinsic value of the good moved to the
background Vithout losing its ftnction. The objects chosen for 
mone. were generallyv scarce, and showed attributes of' phy\sical
durability, divisibility, and uniforlity (Tucker, 11839 11964: 6-10).

Apparently, howc\'er, there \.,as something wrong with commod
itv monies: the intrinsic values of' the objects chosen for money

sulfiered fi'. m unpredictable changes in both aggregate supply, anrd

demand for those objects. In Jhe process of'cultural evolution, soie
crude procedures \\'ere developCd to cope with these problems. 4 Yet
central political po~wers have increasingly Icen substituted almost
ever.\\vherc as the safieguarding de\ice. Vhile governmental author
ity has often been abused, there are substantial bcnefits to be gained
by"shifting fi'om acommodity, standard toward a fiduciary one: pro
ductive cfthrts may directly be applied toward, first, sericing actors
\ith stores of' value that fireeare fi'om arbitrary timel\, erosion;
second, ofl riing media as means of' payment w\'hose degree of
acceptability ispromoted to a varying degree; and third, supplying
units of'account whose real value does not impair economic calcula
tion by excessive fluctuation (variance) and promoting their spread. 
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In addition, su bstititing paper monies tir commodily monies has 
meant that scarce commodities like precious metal can be used for 
other pturposcS. Thus, a social saving of' resources is associated with 
paper monies. Howevcr, in a free market setting investments in 
brand-name capital are neccssary to establish confidcnce in the 
mone 'supplier. They may take the tbrm of sunk investments in the 
design ofafirm logo and notably expensi'e promoting of the owner's 
reputation in general. In the case of chcating, the present value ofthe 
thll in the pccuniary returns depending on the reptation of an owner 
presumably active in other businesses needs to be higher than the 
extraordinary gains from choosing this option." Such collaterals also 
function as constraints for the real volumes of the media of exchang,. 
issued. All eflbrts directed toward supplying the services described 
above stand, of course, for production Costs. 

In what fbllows the first category of services is combined with the 
third one because the activitV of containing the uncertainty (vari
ance) that results from tluctuations requires a reference to some 
expected mean value of the unit of account, which is-inter alia-the 
unit of the medium of cxchangc. The ourpt:t is called "unit-of
account stabilization services." The second category is referred to as 
"payment" or "liquidity services." Unit-of-account stabilization 
services and liquidity services, taken together, arc called "monetary 
services." 

Jointness of Use and Feasibility of Exclusion 

One standard approach to answering the quesion whether goods 
and services can be supplied in a market setting goes back to Paul A. 
Samuelson (1954). Iointncss (nonrivalry or nonsubtractability) of 
use and feasibility of exclusion arc advanccd as two essential defining 
characteristics in distinguishing between private and public goods 
and services. 

Exclusion has long been identified as a necessary, though not 
necessarily sufficient, characteristic fbr goods and services to be 
supplied under market conditions. Where use or consumption 
cannot be made contingent on the payment of a price, market 
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competition is bound to til. The other attr;bute of goods pertains 
to jointnesS of use. When no jointness of use applies, the use or 
consumption by one individual precludes its use or consumption by 
another individual. In turn, jo'ncness of use implies that the twre Or 
enjoyment of agood or service by one individual doc.; not fbreclose 
its use or enjoyment bw others; despite its use I\,one individual, the 
good or service remains available for tuse by others in undiminished 
quantity and quality (V. Ostrom and E. Ostmm, 1977: 11).


Only a fiw goods and scricc,,fitinto th, polar cases of ftasible 
exclusion and nonjointncss of use, onl the one hand, and nouti.asible 
Lxclusion and jointIness of use, on the other. hi the ,,trcnmc the 
attributes define pure private goods and pure public goods, "espec
tively. Where exclusion is feasible and jointness of usc applies, one 
talks about "toll goods," and where exclusion is inteasible and ,ise is 
rivalrous, about "common-pool resources." Market competition as 
a system of order can be used to deliver either private goods or tol! 
goods, where exclusion is ficsible. Special problems arise where the 
conduct of one user may either detract from or add to the enjoyment 
of other users. 

The question to be answered is: How d im metary serices-that 
is, liquidity services and unit-ofaccount stabilization services--fit 
into the attributes of the goods aid services :;heme, and what are the 
institu onal implications that can be dran'T? ILiquidity sen'icrs seem 
to be characterized as private goods (White, !983: 291-292). The 
standard argument goes as follows. "As long as one person holds a 
unit of money and benefits from its 'liquidity service,' nobody else 
can own it and benefit from it. Ifhe gives it awav,he increases his own 
risk of temporarily runngini out of cash. Thereorc, he will ask for a 
quid pro quo-a gc(od, service or some other asset" (Vaubel, 1984: 
29). This interprctation misse-s the ,rucial point that one needs to slip 
into the position ofa potential :,uppiicr of liquidity services. First, the 
liquidity characteristic refers io the degree of acceptability of a 
medium of exchange (Yeager, 1968: 67). The extent of acceptability 
granted to any one holder ofone unit ofa medium ofexchange does 
also apply to any other person holding one unit at the same time. In 
other words, the use or consumption of' this service is joint or 
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nonrivalrous. Second, by choice of different quantities of a medium 
of exchange, individuals simply express to what extent they want to 
use the "network" provided, that is, they reveal prcfiecncc intensi
ties. But it is true that use or consumption of liquidity services is 
contingent on exchanging :something in return for a;i amount of 
units of exchange (in other words, exclusion is feasible). Liquidity 
scrvices, thus, tit into the category of toll goods rather than private 
goods. The irritation about the classification of the medium of 
exchange as a private goo(d seems to stem firom the circumstance that 
fi the nmonctary asset the attributes of exclusion and rivalr., apply
though financial assets are not produced like goods-while the 
characteristic liquidity service produced has the attribute ofjointness 
of use. The toll-good character of a liquidity service reflects the 
condition that the cnjoyncnt of the nonrivalrous liquidity service is 
contingent on holding an appropriate asset. 

In absence of further complications, one basic requirement for 
the use of market competition is thus met. It is interesting to note 
that, in order to kccp the value of a unit of a medium of exchange at 
a predetermined Iccl (which is a matter referred to as a unit-of
account stabilization service), a potential supplier necessarily must 
service an additional customer. In other words, although he may 
charge him a price, he cannot foreclose the srrvices, everything else 
being equal. This interpretation, of course, is equivalent to saying 
that a potential supplier needs to act in order to avoid price-level 
externalities (Friedman, 1969: 15; Kohm, 1972: 191-206). 

The characterization of unit-of account stabilization services has 
in part been subject to confusion as well (Vaubel, 1984: 29). Charles 
P. Kind!eb._rgcr (1972: 434) and Leland B. Yeager (1983: 321) are 
correct in classiting this service type as a public good, at least in the 
current legal context. According to the definition advanced above, 
t, nit-of-account stabilization services refer to a production acti\,ity 
that is directed toward stabilizing the real value of the unit or account 
at a targeted level, toward keeping the variance (uncertainty) within 
limits, and toward inducing others toward using the very same unit. 
The enjoyment of this service indicated by using a unit in Lalculating 
an ofler is not impaired if any other individual is using the unit in his 
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calculations. Thus, the attribute ofjoint consumption prevails. At the 
same time, for a potential supplier it is, under current legal condi
tions, impossible to make use or enjoyment of the service contingent 
upon the payment of a price. The service investigated thus displays
the attributes of a public good. In the absence of further considera
tions, it cannot be expected that private suppliers will ofTfr the 
services in a market setting, since exclusion currently lacks a legal 
basis. 

The conclusion to be drawn from the analysis presented so far is 
that market competition as a system oforder is potentially applicable 
to the provision of liquidity services, but not to the provision ofunit
of-account stabilization services. 

Joint Supply and Synthetic JointUse of Monetary Services 
Apparently,special circumstances prevail in the current case because 
the services cannot be supplied independently of one another: the 
unit of account is the supply-and-demand-determined value of the 
unit of the medium of exchange. Both services are jointly made 
available to potential users; thus a case of joint supply prevails. In 
contrast to the classic Marshallian joint supply theory, however, the 
seivices do not meet the standard attributes of private goods and 
services, viz, exclusion and nonjointness in use. 

The joint supply characteristic does not preclude the use of 
market competition for the provision of these services because the 
public unit-of-account stabilization service can be considered as a byproduct ofthe liquidity service \'here exclusion is feasible. In present
legal circlnstances, the cost burden for the public unit-of-account 
service could be carried by the user of liquidity serviccs. Before 
further conclusions can be drawn from the joint supply characteristic, 
however, a carefbl look at the demand side is necessary.

Theoreticall, and practically, the use or enjoyment ofone service 
can be separated from the use and enjoyment of the other service. In 
other words, there is no apparent reason to assume that the unit of 
the medium of exci, Inge used is necessarily used as a unit in which 
the sale prices are quoted, or in which debt and terms of other 
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contracts are expressed. It may be conjectured, however, that there 
are to some extent gains for an individual, if the unit of the medium 
of exchange is also the principal unit of account (an example of 
economics-ot-scopc in use). Economically this pattern translates 
into s. anthctic j)oint use.' How large the advantages are nobody can 
say, but historically the joint-use pattern broke down in hyperinfla
tionary settings cvcn in the presence of massive governmental 
sanctions. The increasing substitution of the European Currency 
Unit (ECU) as the unit of account for units of national media of 
exchagc, intended to denominate debts and claims in the interna
tional financial markets, is another indication of the fragile character 
of the joint-use patterni. In a situation of free choice, the decision 
made with respect to joint or nonjoint use depends upon diflrences 
in the attributes of thc scrviccs as supplied in the market, and the price 
to be paid upoll the occasion of'tl use of'liquidity scrviecs., 

Suppose there ac various suppliers in the market. One supplier, 
A, is assumed to raise the quality of the unit-of account stabilization 
service; tor example, he may ofler one with a particularly low 
variance, but stay in line with other competitors, B, with respect to 
liquiidity services. It may now become attractive for former customers 
otF to increase the demand for unit-of-account stabilization services 
supplied by A that are nonrivalro.s in nature. In other words, the 
individual customers may :at some juncture deliberately choose to 
give up the joint-use or consumption pattern. 

Suppose further that the costs for the use of uni-of'-account sta
bilization services-fixed with respect to the number of customers, 
but variable with regard to their attributes-arc assigned on a per 
unit and time basis upon the occasion of the use of liquidity services 
as expressed by holding varying amounts of units of the medium of 
exchange (benefit pricing). For the moment, let us accept the 
implicit assumption that the holdings of different quantities of units 
of the medium of exchange arc a suitable proxy of the preference 
intensity for .nit-ol-account stabilization services. In the standard 
case the supply level is expanded up to the level where the sum of 
marginal revenues equals the marginal costs of the service in ques
tion. In the scenario above, however, the consequence is that there 
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is an additional demand for excellent unit-of-account stabilization
services, but this demand is not directly translated into eflective
demand. Similarly, the withdrawal of demand from the us of unitof-account stabilization services supplied by tile competitors, 1, does 
not translate into direct pecuniary conscq. -ieccs.In otherw, rd,direct mechanism 

no 
exists that rewards good and peinalizes poorperformance with respect to unit-of-account stabilization services to

the extent that the joint-use pattern breaks down. 
The conclusion to be drawn from this analysis -s that, as long as no provisions are made to allow for charging a price for the use orenjoyment of unit-of-account stabilization senices separately fromthe use or enjoyment of liquidity ser'ices, the functioning of marketcompetition will depend upon the strength of the joint-use pattern.

If the joint-use pattern breaks down, then there will be an undersupply ofsuperior unit-of-account stabilization services, and an oversup
ply of inficrior ones. While the joint-supply pattern is a technical
characteristic, the joint-use pattern depends largely upon differen
tials in quality or quantity characteristics of the services supplied, aswell as the charges. These are outcomes of the competitive process
that cannot be known in advance. Thus an additional element ofuncertainty, exists about the properties of currency competition. Arelated inefficiency' will be discussed below, in the section on
pricing pattern for cash media of exchange. 

the 

Economies-of-Scale External and Internal to Producers 
We saw in the opening section of this chapter that complications may
arise for the adoption of market competition as a system of order if
economies-of-scale prevail. 
 In the present case it is useful to distinguish between economies-of-scale 
 that are external to a prospective
supplier and those that are internal. 

One of the most characteristic attributes of the subject investigated here is that transaction-cost externalities ex:3t with respect tothe use ofmedia ofexchange as well as to the use of units of account.The relationship may be expressed as follows: The more personsaccept a medium of exchange, the higher is the liquidity character
istic, that is, the lower are the transaction costs one incurs as user in 
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completing transactions (Vaubel, 1984: 31-41 ). Transaction costs 
may take the form of time, trouble, or money. 

Tihe samt .,pi, to using unit-of-account services: The more 
frequently the same services are used by trading partners and 
competitors, the lower the transaction costs are. The spread of 
practice facilitates its further spread (Yeager, 1983: 314). By defini
tion, transaction costs arc lowest if only one medium of exchange is 
used, and if the unit of the solc medium of exchange is used as the 
unit of account. 

But there are also economies. )f-scale that are internal to prospec
tive firms. A significant part of the productive effort of a supplier is 
directed toward promoting the spread of both the services supplied. 
As people have to be persuaded to use the services, the costs may be 
assumed to vary with the degree of competition. If there is no direct 
competitor. then the expenses incurred for that matter are lowest. 
They may not be zero, however, as long as parts of the economy arc 
not monetized, or might Call back into barter, and as long as there is 
latent competition. 

In addition, it is hard to assess whether there exists a permanently 
downward-sloping supply (decreasing cost) curve for perfbrming 
payment functions on behalf of customers holding units of the 
medium ofexchangc in the fbrm of'checking accounts. However, the 
public-goods nature Of unit-of-account stabiization services, nota
bly the jointess-of Usc attribute, is a clear indication that this service 
category displays substantial economies-of-scale. In absence of 
congestion effects (rather, the opposite holds in this case as indicated 
above), it is always advantageous to have one supplier servicing all 
customers. The threat of an emerging natural monopoly is thus 
reinforced by the finding that unit-of-account stabilization services 
have the attribute of jointnCss of use. 

Further, it has already been mentioned that investments in sunk 
brand-name capital are necessary in order to grant confidence in the 
suppliers ofpaper money in a market setting. The general reputation 
of an owner has to some extent the character ofan external collateral. 
The magnitude required in this particular case to beat cheating as an 
option may be assumi.ed to be so high that, realistically, only large 
conglomerates may enter the market. Consequently, the barriers to 

http:assumi.ed
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entry will be quite high but, more important, as reputation capital is 
always limited, the size of the firm supplying monetary services in 
terms of real money balances oltstanding will be limited as well. 
Rationing and related consequences might become possible at least 
in the short run. 

A qualification, however, is necessar, in talking about cost advan
tages witlh respect to monetary services. The implicit assumption 
made is that the services looked at are largely ho'nogenous. Fhis 
assumption is very restrictive. For example, as long as consumption 
and production plans among individuals differ substantially, one may 
not expect that the t,ait-ofaccount definitions, in terms of bundles 
of goods and services, used as a reference in the production of unit
of-account services, are equivalent (see, for instance, Brown, 1982: 
29). 

One lay also envisage that there is a spatial dimension to the 
preferred spread of the services, since it is not only the number of 
persons per se that determines transaction costs but the standing the 
persons have with respect to the volume and frequency of transac
tions. Economies of density are an important aspect in the literature 
of optimal currency domains (VaubCl, 1977: 456-458). A similar 
diflkrcntiation may emerge along functional lines, that is, with 
repec,:t to diffeirent purposes. 

The usefulness of a unit of account and a medium of exchange is 
also a matter of' learning: the more offten it is used, the larger is the 
advantage related to its use (Brunner and Meltzer, 1971: 786). 
Another example of differentiation is the quantity or quality of the 
unit-of-account stabilization service as it pertains to the chosen level 
of price \',, ibility. 

In essence, these qualifications mean that difftrent forces are 
present that work against homogenization ofthe services offired. No 
one can translate these tendencies into opposing cost trends where 
costs would have to be conceived as opportunity costs. What one can 
probably expect is that there is roomno for lasting competition 
among suppliers with largely identical services. The economies-of
scale internal to a suoplier, in particular those associated with unit
of-account stabilization services, and those external to a supplier, 
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that is, transaction cost externalities, suggest that at best monopolis
tic competition wvill emerge. While in this case a supplier will have 
only a limited range for discretion, the worst outcome from the point 
of vicw of a customer would be a natural monopoly that is uncon
tcsted. The analysis presentcd has rcinfi'orced that this outcome 
cannot be precluded. 

Pricing Pattern in the Case of Cash Media of Exchange 

Another problem is that related to offering cash media for the 
discharge of liquidity functions. The use ofcash-notes and coins
is preferred in some types of transactions, while deposits arc preferred 
in others. For monctary stores of value, as wcll as for other assets 
functioning as store; of value, the payment of an interest rutc can be 
expected. The interest rate being paid a unit of medium ofon a 
exchange held may be assumed to be lower than the one paid on near
monics, or on nonmonctary assets, because the production of 
liquidity characteristics aflords additional eflorts. The costs may be 
so high that no interest rate is paid, or cven that one is charged. 

The likelihood of low interest rates being paid, or even ofnegative 
interest rates being charged on holdings of units of a medium of 
exchange, rises, as has been shown above, if the price for producing 
unit-of-account stabilization services is charged, on the occasion of 
holding units of the medium of exchange (and hence of enjoying 
liquidity services). One unfortunate aspect of this charging pattern 
is that the market for investable funds is distortcd, because the 
enjoyment of unit-of-aotm stabilization services issomething that,(nt 
is fioreign to that market. The specific problem now with cash media 
of exchange is that the charge for the use of liquidity services (with 
unit-of-account stabilization serviccs) cannot be levied directly as the 
difference betveen the interest rate being carned from holding the 
nonmonctary asset (which was acquired in return fior issuing a certain 
amount of units of the medium of exchange), and the interest rate 
being paid to the holders of this amount of units of the medium of 
exchange. This is because paying an interest rate on cash media of 
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exchange is difficult to arrange. Instead, for a supplier issuing notes 
and coins, a relativelh convenient way of solving the charging
problem is to deflate (or inflate) the real value of the unit of the 
medium of exchange that serves as a unit of account. The nominal 
interest rate paid to customers per unit and time of holding a 
nonmonetar, asset, which will be equal to tle sum of'thc real rate of 
return and the rate of change of the price level calculated in terms of 
the unit of'account, vill adjust to the actual rate of appreciation or 
depreciation of' the unit of' account. The nominal interest rate is an 
expression of tie opportunity costs of holding units of the medium 
of exchange, or the price actually paid for the enjoyment of related 
services. 

Whether an inflation rate or a deflation rate is chosen depends on 
the market situation. Suppose that the supplier is operating in a 
highly competitive environment where homogenous services are 
supplied (a situation that is considered to be nonviable in the long 
run because ofeconomies-of-scale). The charge he takes depends not 
upon his discretion but solely upon the market. Consequently, the 
market would generate either uniform inflation or deflation rates, 
depending on the real rate ot intcrcst and the costs. In the absence 
of any costs, the outcome would correspond to Milton Friedman's 
(1969) argument that the optimal quantity of money is held when 
the deflation rate equals the real rate of return. Ifcosts are positive,
then the rate of deflation (inflation) is lowcr (higher). This outcome 
of'competition isnot consistent with the prediction of proponents of 
currency competition that a constant real value for the unit of the 
medium ofexchange and, inter alia, the unit of'account would result. 
If monopolistic competition prevails, instead, the magnitudes may
differ (the charges may follow the limit pricing strategy), but the 
basic problem remains as long as cash monies are in use. 

Some indirect inc(-ntives arc provided not to cvertax the issue, 
however. First, the rate of depreciation or appreciation of the unit of 
account, even ifit is perf'ectly anticipated, may involve so-called shoe
leather costs (periodical changes ofprice tags, etc.), which reduce tie 
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attractiveness of the unit of the medium of exchange as a unit of 
account. An incentive isset, then, to deviate from marginal (benefit) 
cost pricing. For a supplier a propensity exists to prefer (discriminate 
against) ozhcr media of exchange (deposits) rclative to cash media, 
depending ol whethcr the actual marginal costs per unit and time 
with respect to cash media Would have been higher (lower) than the 
interest rate earned from holding the nonmonetary asset acquired in 
return. Accordingly, instrumentalizing the rate at which the value of 
the unit of account is changing would not be very efficient for 
charging purposes, since the pricing pattern may lead to deviations 
from the optimal pricing rule, and subsequently to distortions. 
Second, any' decision to select an inflationary or deflationary time 
pattern fi)r the real value of the unit ofaccount implies an uncertainty 
with respect to the use of this unit, sirce changing demand and 
supply (cost) conditions translate directly into shifts in this time 
pattern. Information has to be gathered and processed, which is 
costly (displacemcnt-information costs), and errors arc possible. 

Only a firm commitment towards price level stabilit-y would avoid 
these problems. No shoe-leather costs and no displacement-infor
mation costs would cxist, but distortions might result in the way just 
described. Note, however, that the term "optimal pricing" is some
what ambiguous in this context, since the presence of shoe-leather 
costs and information costs indicates that the conditions for the 
application for standard pricing concepts for private and public 
goods arc not met. The open question then is whether these costs 
would properly be internalized in a free market setting. No definite 
answer can oe given. 

Thus, given that there are certain advantages in using cash media 
ofexchange rather than other media for which charging problems do 
not arise, a cynical observer might think primarily about discharging 
payments in the hidden or shadow economy. The use ofcompetition 
as a system of order displays another unfortunate aspect that adds to 
the concerns already expressed. 
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Production Externalities with Respect to Unit-of-Account 
Stabilization Services 

In the preceding analysis ithas, fbr the sake of'simplicity, been taken 
for granted that the value of the unit of account is stabilized by
controlling the supply ofunits of the medi um of exchange in relation 
to the demand for it. Unfortunately, the production of this service 
exhibits substantial ncgativc external eftiects upon the market systcm 
as a whole. 

The market fi money is just a figure of spccch, not a reality
(Yeager, 1984: 104). Money is traded in all markets and has no 
specific market of its own. Just because moncy has no single price of 
its oWNr to come under specific pressure if demand and supply
imbaiances arise, so monetary discquilibrium gets corrected only in 
a roundabout and often painful way. The question is not only what 
determines how much of the monetary asset people demand to hold,
but in what way people go about giving cf.ct to their demands. 

An illustration of how monetary disorder may come about-for 
example, in the case of"excess demand for units of the medium of 
exchange-may be helpful. 

IlJet us suppose that all prices are 'right' relative to each other but 
are 'too high,' in the same proportion, relative to the quantity of 
money. Evcrbody iswilling to cxchangc his goods for other ,eop~le's
goods at the ratios implied by their existing money prices. Yet
shortage of the medium of cxchange interfieres. Since people have
been trying to build up their cash balances, they' initially are failing
to spend all the nioney received by selling their goods and labor. And
since others arc doing the same, the typical economic unit has trouble 
earning income. l'he deprcssion of income is what chokes off the 
demand for cash balances bldov what it would be at full employment. 
(Ycager, 1968: 65) 

Excess supply of the medium of exchange tends to remove itself in 
the vcry same distinctive and unpleasant way. Suppose the excess is 
brought about by the creation of new money. Thcn, 

the newly created money resides initially with those who create it. As
these people spend this money, those ',ho receive it will in turn find 
an excess demand for their products and senices. This excess demand 
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leads to rising prices fbr Ihese products and services. Eventually, the 
newly created money will ,,ccomediflised throughout tlhe economy, 
and the general level of prices will he higher than it was before the 
money creation. What is of ilp~ortanice, however, is that there is a 
temporal sequence to thc receipt of the new money, and that the 
initial recipients are thvored over those who occupy later positions in 
the chain oftransactions. (Wagner, 1984: 251 ) 

One may now recall again that aiming at a specific predetermined 
value of the unit ofaccount means adjusting the, money supply in just 
such a way that monetary equilibrium is brought about at the 
predetermined price level or trend. As adjlstment takes place in a 
roundabout process that no one can predict, pervasive damage 
occurs to the market's perfbrmance in allocating resources efli
ciently: price changes arc misunderstood as signaling changes in real 
scarcities, resources are put to wrong or no use, and erroneous 
junking of capital may occur. In other words, "noise" is introduced 
into the market. 

There is nothing one can do with respect to the so-called non
ncutrality of nmoney. What one can do, however, is to keep the 
harmful effects within limits. Inl a competitive market setting, %%,here 
suppliers arc competing with respect to the degree of uncertainty 
(variance) of thc unit of account offered, it may be assumcd that it 
is just those suppliers who engage in sophisticated fine-tuning (stop
and-go), inl order to kcep the variations of the value of their unit of 
account within narrow' limits, who do most damage to the function
ing of the market. In other words, the extent of "noise" introduced 
into the market may be assumed to correlate positively with the 
perfbrmance in the market for unit-of-account stabilization pur
poses. Hence, if competition among rival suppliers leads to lower 
variances in the units ofaccounts, then it may also be assumed to lead 
to more damage to the market's ability to allocate resources effi
ciently. While the outcome on the one hand is highly we.:lcomed by 
market participants, it would on the other hand create more rather 
than less damage to the market mechanis-n. Stabilizing the money's 
value itself destabilizes microeconomic relationships (O'Driscoll, 
1983: 328). 

Further, Friedrich A. von Hayek (1984) himself has implicitly 
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made a strong case against currency competition recently. The 
argiment goes as fillows. Productivity tends to increase everywhere:
in some industries the advances may be lower, in others thcy may be
higher. On average, determincd by supply and demand elasticities in 
both the goods and the factor markets, productivity incrcascs will
result in a general decline of some aggregate of all prices for goods
and services. In order to secure a constant price level (constant value 
of the unit of account), the supplier of a medium of exchange needs 
temporarily to create an excess moncy supply. Monctar, cquilibriul
is attained by the sluggish and painful process of adjustment in the 
markets fbr goods and services as described above. The argument 
noxw is that the external costs of producing unit-of-account stabiliza
tion ser\'ices may be assumed to be lower, if the reference value for 
the unit ofaccoutt in terms of a bundle of'goods and services would 
rise (or the price index would fall) over time, according to the average
cffect of productivity advances on the prices fbr goods and services 
(Hayek, 1984: 34).

Ifmonetary services are provided in a competitive market setting,
then, as has been shown earlier, the rate of change in the value of the
unit of account will be determined by other considerations. That is, 
no mechanism exists that would lead producers to account fbr the 
damages they may do to the functioning of the market system by the
choice of a certain time pattern for the value of the unit of account. 

Constitutional Implications for Currency Competition 

The previous analysis suggests that there are serious doubts as to 
whether currency competition unsupported by institutional arrange
ments would help to bring about monctary stability and economic 
prosperity. One major result of this analysis is that monetary services 
would be misspecified if they were considered as private goods.
Liquidity services display features of toll goods, while unit-of
account stabilization services have the attributes of public goods.
Further, various externality problems exist. Several implications may 
be drawn. 

First, as with all services that display the attribute ofjointness in 
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use or consumption, and where congestion is absent, a monopoly 
supply advantage exists in the present case. The traditional argument 
that a natural monopoly may arise because of transaction-cost 
advantages in the use of money has thus been reinforced. Risk 
considerations with respect to cheating set limits to the firm size, but 
these limits may not be unalterable. The threat of an emerging 
monopoly remains latent. 

Second, the charging technique used with respect to unit-of
account stabilization ser'ices gives rise to serious inefficiencies. The 
supply of high-quality (low-variance) services may be expected to be 
too low (the quality should be higher), while the supply level of low
quality (high-variance) services would be too high (the quality 
should be lower). The inefficiencies arise when the joint-use pattern 
of liquidity services and unit-of-account stabilization services breaks 
down. This unattractive outcome can be avoided, if appropriate 
provisions are made that allow separatc charging for the use of unit
of-account stabilization services independent of the use or enjoy
ment of liquidity services. 

One way of'solving the problem would be to drawv upon inforna
tion gathered already by the general tax revenue services on the de
nomination of incomes. These figures could be used as a proxy for 
the actual use of the unit of account, and hence for the use pattern 
of unit-of-account stabilization services. In addition, referring to 
one's relative income position with respect to others, and to the de
nomination of incomes in various units of account, may anyway be 
a more appropriate basis for measuring the actual use pattern of the 
unit-of-account stabilization services. In the light of given informa
tion-processing technologies, the costs of charging for the use of 
unit-of-account services may actually be low. From a iegal point of 
view, the actual use of a unit of account needs to imply a legal right 
to claim the payment of a user charge on the part of' a supplier, 
because only then an ordinary judicial process can be used to enforce 
payment. 

Third, a major problem is posed by the use of the particular 
pricing pattern pertaining to cash media of exchange. It has been 
argued in this chapter that various inefficiencies may be expected to 
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arise. In a competitiVe context as envisaged by proponents of'
Currency competition, it must be expected that suppliers adopt the
least costly charging techniques, no 1nater what the costs external tothem are. As long as the indirect mode of charging b' changing the
\valuC ofthe unit ofaccotmt over time is less costlh than any altcrnati\e 
with comparable characteristics in t,:c, it will be applied. lowever,
electronic media of exchange (so-called chip hollics) are likel\, to
gradually substitute for notes and coins, while having similar advan
tages. The likely result of this development is that the distortions
resulting from the charging technique for cash media arc reduced 
over time. 

But avoiding shoe-leather and displaccmcnt-ifritmatioii costs
has not been the sole concern with respect to the refirclce value
chosen for the unit of account. As Hayek has argued, in order toavoid "noise" illthe market, ;t may be advisable to stabilize the value
of a unit of account at some rising trend (or fhlling price index) de
termined by the average impact Of prioductivity increases on output
prices. The impediment to the fiunctioning of the market mechanism 
by stabilizing the valic of the unit of'account accordingly isconsid
ered to be lower than in any other -Iow cancase. a supplier be
induced to internalize these costs? Th2 only "\'a\'out that call be seen

isto prescribe some standard, or to prescribe some rule for choosing

a stanidard. However, if one 
were to prescribe the latter, mLuch of
what has made currency competition aii interesting subject over the
 
course 
of the last decade, that is, its potential for fighting inflation
and related adverse consequenices, would then be made exempt friom
coiiipetition. But still, conipetition canl evolve with respect to all
other attributes of monetary, sen'ices and with respect to prices.


FotUrth, 
 one of' the fcattres that still is subject to conipetition is
the uncertainty probleii involved illusing a unit ofaccount. If the
conjecture iscorrect that currency competition would illthis respect
lcad to a morc predictable unit ofaccount, and ifit is correct that the
production of' this attribute of a uiiit of account requires more
sophisticated operations, or stop-and-go, illthe market for all goods
and services, then currency competition must be equated with more
"noise." No way is seen to internalize these costs. In order to limit 
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11oise," oie would have to restrict competition with respect to unit
of-accouiit stabilization services. 

While in principle, at least as log as the rules apply equally to all 
competitors, the market may nevertheless cvolve in this tight rule
setting designed to coc with the major shortcomings ofunsiipported 
market competition, the question arises whether supported currency
competition can serve nornative purposes. An answer is attempted 
in the linial section in the light of'an alternative arrangement. 

Currency Competition in the Light of Alternative Options 

The conclusioni drawn firom the preceding analysis has been that 
currency competition needs to be supported by a set of legal, 
administrative, and judicial provisions in order to display quite
attractive attributes irrespective of the risk of an uncontcstcd monop
oly. Severe additio mal problem: arise, however, with respect to the 
implcmcntation of currency competition as a quite complex system
ofnmonetary order. It Wvould work onl, in a worldwide or at least a 
regional context invlving a number of intcrdcpendent cconomies. 
In any case, latcnt competition iieeds to be prescnt in order to 
constrain private suppliers of monctar, services. The problem for a 
couiitry wishing to introduce market competition is that the rules 
designed to supplement the market miechanism need to apply to all 
competitors. Competition friom third countrics may constrain the 
monetary discretion of' a monopoly supplier, or a cartel of a few 
suppliers if this is the marke, outcome; but in the absence of equal 
treatment in the national (or rcgional) domain, the supplementary 
rulcs may bccomc mcaninglcss, since an external compctitor to 
whoml the rules do not apply may simply drive the national (regional) 
one(s) out of the market. Further ,:oopcration with third parties 
would thus be rcquircd, but coopcration in the international setting 
poses difficulties. The costs in terms of time and cforts of setting up 
an appropriate fi'amcwork for conpctition arc high. They may even 
outwcigh the potential benefits of currency competition as a system 
of order. 

It would be inappropriate, however, to compare currency corn
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petition with Some fictitious ideal standard that meets all demands. 
Probably such an arrangement does not exist." A quite attractive 
alternative can instead been used for comparison. Ihe alternative 
consists of two parts. 

First, the option advanced as an alternative to currency competi
tion is in part a variant ofthe well-known money supply growx\'th rule 
proposed by Milton Friedman: TlChe domestic money supply could be 
required to grow at an annual rate that allows for a secular tIII in the 
price level according to the expected aggregate impact of productiv
it,' advances on output prices. The annual growth rate or the 
procedure for setting the growth rate target would have to be fixed 
at the c'mstitutional level so that no range existed fbr central bankers' 
discretion w\'ith respect to interest group pressures and own interests. 
As a direct consequence, the degree of predictability of the v'alue of 
the unit in Which the domestic medium ofcxchange is quoted would 
certainly increase, though probably not as much as in the case of 
currency competition. But, in turn, the distortions in the mar'ket due 
to the nonneutrality of the money :,upplv would at least be kept 
within narrow limits. At the same time the proposal Would make it 
impossible for governments to misuse the money printing press to 
finance excessive public deficits, that is, to resort to inflationary 
public finance. No international cooperation would be required to 
install the arrangement. 

On the cost side of this proposal, one has to recognize that the 
quantity of liquidity services supplied may be ineflicient through 
disregard of any pricing rules. Further, the transaction domain fbr 
the currency in question max' well be suboptimal, although one 
cannot know in advance, that is, without a trial, what the optimal 
transaction domain is. Also, cost- or X-inefficiencies (Leibenstein, 
1966) may arise in particular in the absence of effective market 
pressures because the government would have to monitor central 
bank activities instead. The government would, furthermore, be the 
residual claimant if the revenues earned were larger than the costs, 
and it would have to cover current deficits in the reverse case. 
However, no specific investments in sunk capital arc required in this 
setting, since the bank remains public and no rival medium of 
exchange exists. 
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Second, the institutional option advanced for comparison also 
acknowledges that there may be an interest in a variety of differently 
specified and stable units of account. WVh sould it not be possible, 
at least in the national domain, to establish property rights in the use 
of unit-of-account indices by granting judicial standing to contrac
tual arrangements only ifa price has been paid? A potential supplier 
would direct his productive Mflort primarily toward defining and 
updating the index oflicred, measuring and reporting it: develop
ment over time, and promoting its spread. In this case the conditions 
for a private market in appropriate indices arc established, since 
exclusion from the benefits \'VOlid be fcasible. People would be free 
to select the most appropriate standard in terms of varying bundles 
ofgoods and services just as in the case of currency competition. The 
main difl'erence from currency compctitior, would be that the actual 
payments would still be made in the principal nedium of exchange,
whose value Would be determined by the monetary growth rule 
proposed above. "iconomic actors would consequently have the 
choice of divorcing the unit-of-account function flrom the payments 
function, but they could also choose to denominate calculations and 
contracts in terms of the unit of' the principal medium of exchange. 
Yet the use of indices rather than units ofaccount with prcannounced 
values would involvc additional transaction costs in so fhr as calcula
tions wcrc necessary to determine the anmount ofunits of tih'* medium 
of exchange required, for instance, to settle debts. On the other 
hand, the uncertainties associated with the use of units of account, 
whose values are the supply-and-demand determined values of 
circulating media of' exchange, would be avoided. 

One can easily see that the alternative sketched abo\e avoids both 
the !atent risk of an uncontested monopoly and high international 
setup costs associated with currency competition while having 
features quite similar to it. But unfortunately the advantages do not 
come about Without costs; the list of inefficiencics is quite long. In 
fact, no one can say which arrangement should be aimed at except the 
human beings who are affected by it. All monetary institutions need 
to be subject to continuing critical and contestable analyses so as to 
proceed in the light of experience. The analyses mtust be conducted 
in an open milieu so that the diverse communities of interest affected 
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uy mor -tary institutions and policies can have access to conjecturer 
about modifications in these institutions. As a result, some constitu
encies may be willing to implement currency competition for its 
advantages while accepting its risks and high decision costs. Others 
may choose an arrangement with lower risks or lower decision costs 
at the expense ofsome desirable 6hatures. And all may modify the rule 
settings chosen in the light oftlieir particular experience. Many other 
options including that of a fully independent central bank (see, for 
example, Picht, 1988) may be discussed as reasonable alternatives to 
present monetary regimes. 

Yet it appears that currency competition is not just one alternative 
among ethers. It is unique not because it is necessarily the best system 
of order, but because it provides either a valid starting point for 
modifications, or a reference for alternatives that ultimately address 
tile various aspects of market tilure discussed above. Consequently, 
existing monetary arrangements may be reviewed in light of how 
they address tekatures of market failures, and at what costs-including 
government thilure. 

Notes 

1. The term "BFH system" goes back to Greenfie, .. d Yeager 
(1983), who credit the type oforder advanced to Black (1970), Fama 
(1980), and Hall (1982). 

2. For a discussioII on the importance of rules as supplementary 
thcilities to the market see V. Ostrom and Hennessey (1975). 

3. For a recent discussion and critique of the commodity (gold) 
standard and the BFH system see Gustin (1984. 135-152), and 
Cobb (1984: 153-165) for the former, and White ( 1984: 699-712) 
for the latter. 

4. In tile fifteenth century, squirrel skins were used as money in 
Russia. As the supply of skins failed to keep pace with exanding 
monetary requirements, the use of whole skins was discontinued. 
Snouts, cars, and claws were substituted for them. These, it is 
claimed, gave place to pieces of skin or leather, at first of irregular 
shape one inch square, and later of circuLar form, impressed with 
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government stamp. It is alleged that these pieces were convertible at 
government depots into whole skins (Einzig, 1949: 279). About 
1600, an ordinance was issued in Guatemala forbidding the export 
of cocoa except against payment in coin, presumably in order to 
avoid depleting the country's supply of currency. At that time cocoa 
beans were used for monetary purposes (p. 185). 

5. When precious metals (i.e., gold and silver) still played the 
dominant role as safeguarding devices at the end of the last century, 
Simmel ([19001 1978: 184) speculated on such an alternative as 
follows: "The value of money is based on a guarantee represented by 
the central political power, which eventually replaces the significance 
of the metal." 

6. Since sunk capital serves as a collateral that grants that cheating, 
by unanticipatedly spending excessive quantities of the medium of 
exchange, is not advantageous for an owner evern ifthe present value 
of the profits of the firm supplying monetary services is negative, 
orderly exit from the market can be expected. 

7. For a related concept, see Posnett and Sandier (1985). 
8. Even monetary deposits, i.e., deposits with liquidity character

istics, have been expressed in terms of ECU, although progess has 
initially been relatively slow because of some unattractive features of 
this particular unit of account (see, for example, Pfisterer and 
Regling, 1983: 278-280). For an up-to-date account ofthe progress 
made with respect to the spread of the ECU, see the "ECU 
Newsletter" ofthe Instituto Bancario San paola Di Torino, Sanpaola 
Bank. 

9. For example, a plain conflict exists between avoiding shoe
leather and displacement-information costs and the minimization of 
"noise." The former requires price level stability, the latter a price 
level trend following productivity increases. 
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Contirngencies, Conceptions, and Social Realities 

The conversations and discussions associated with the diverse papers 
in this volume arose f'rom the question of what "getting the prices 
right" might mean. If we do not confine ourselves to monetary 
prices, but do allow fbr the implications of Philip H. Wicksteed's 
conception of price as the terms on which alternatives are available, 
we reach out to the broader realms ofhuman choice. This poses great 
difficulties because all choices need to be arrayed in relation to 
commensurable alternatives. Conceptualizing the relevant alterna
tives requires sorting out different levels of analysis. 

Most of our discussion in this volume has focused not upon the 
price of wheat, rice, maize, or other commodities but upon the 
choice of alternative institutional arrangements in human societies. 
The prices that get generated in marketplaces, with the associated 
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experiences that people have, are products of the institutional 
arrangements that exist in human societies. Thus Harold Berman, in 
Law and Rcvolution (1983), indicates that law is an essential fictor 
in the productive etfort of any entrepreneur or economic agent. 

Law is as mnuch a part of the mode of production of a society a, 
farmland and machinery; fnrmland or machincry isnothing unless it 
operates, ,nd the law is an integral part of its operation. Crops are not 
,:own and harvested without duties and rights of work and of 
exchange. Mlachincr, isnot produced, mocd from ;'rodUcer to user, 
and used, and the costs and benefits ofits usc are not v'alucd, without 
sonc kind of legal ordering ofthose activities. Such legal ordcring is 
itsclfa form of capital. (Berman, 1983: 5S7) 

Traditional mainstream economists usually have glossed over the 
connection between law and exchange relationships by postulating 
the existence oflaw and order. But, all economic agents carry on their 
activities under the terms and conditions set by law or by equivalent 
rules in the firm of enfbrceable customs. 

A basic challenge, then, isto understand the nature and constitution 
of order in human societies. How do diverse forms of rule-ordered 
relationships affect development potentials and the terms on which 
goods and services ultimately become available? One diflicult, arises 
from the circumstances that human beings, to some significant 
degree and cumulativchl over time, shape their own social realities. 
In doing so they draw upon different conceptions and ways of 
putting together patterns of associated relationships. In turn, schol
ars, observers, or analysts who seek to understand the institutional 
arrangements that exist in human societies, also shape the conceptual 
tools that they use to describe and analyze the social realities that 
others have created. The shaping of thcsc tools is likely to be greatly 
affected by the institutional endowments with which the investigator 
is familiar. When these same tools arc applied to dircring environ
ments, the analysis may be of limited use or even misleading. We have 
no reason to believe that scholars or other profissional analysts like 
lawyers, administrators, or journalists arc endowed with unique 
capabilities that enable them to know what is true. The concepts used 
to analyze the way that others conceptualize and order their social 
realities arc vulncrable to error. 
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We find ourselves, then, in the puzzling circumstance where 
scholars and related professionals arc required to choose the concep
tual tools that will enable them to inquire about the patterns of 
institutional arrangements that others have created in different 
human societies. The difficulties in resolving this dilemma usually 
Icavc us with perverse forms ofcultural ethnocentrism. Analysts have 
their ethnocentric conceptions of what it means to be modern and 
what is entailed in dcveopmcnt. Other peoples think of and experi
ence themselves in relation to what they have learned within their 
cultural heritages. One may reach limits where it becomes diflicult to 
go beyond the systems of concepts and rule-ordered relationships 
that are inherent in difrcnt cultures and ways of lift, including the 
cultures and ways of lift: livcd by scholars and professional analysts. 

Yet, c(mnccpts-idcas-arc the primary source of innovaion and 
development in luman societies. A new idea or concept, when acted 
upon, gives rise to new possibilities and limitations. Lifei would 
simply be a repetitious cycle of following established routines if it 
wcrc not tor nc\v ideas and their place in giving rise to new 
potentialities tbr human development. It isthis fhctor that underlies 
the unwillingness of most human beings to settle for culturai 
relativism because cultural relativism implies cultural isolation. In
stead of isolating themselves, human beings reach out in order to 
discover what they may learn from one other. Human curiosity isnot 
content with cultural relativism. 

Because some human societies, cultures, or civilizations have 
achiced greater capabilities for generating new ideas, accumulating 
and transmitting larger bodies ofknowledge and skills, and making 
use of knowledge and related technologies, they tend to look upon 
themselves as more deveioped, and upon others as less developed. 
The more developed are apt to show asignificant sense ofsuperiority, 
if not arrogance, in relation to those who are less developed. The 
ideas, conceptual tools, and ways of life of the more developed are 
then presumed to be superior to those of the less developed, without 
any serious examination of the usefulness of these ideas, conceptual 
tools, and ways of life for different circumstances. People who are 
presumed to be less developed, in turn, are apt to acquire certain 
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ideas about the "more-developed" societies and to ,.onclude that 
those ideas are the ones that yield new and improved ways oflite. 

Instead of looking upon economic relationships as those that 
apply to the production and consumption of'goods and services, or 
to whatever is done and valued in everyday lite, analhsts have on 
occasion looked upon all economny only as the realm oftradc in World 
markets. l'hat image of an cconom\y is more like Adam Smith's 
characterization of a "mercantile system" in book 4 of 7he Wealth of' 
Nationsthanhis discussion of"comnlercc" in society. Smith did not 
refer to capitalism. Privatizatiomi, in such a coiiceptualizati:Mn, has 
little to do with an "informal" economy or with the use of institu
tional arrangements of'a compctiti\. Ccolon y to allocate resources. 
Official economic policy in this setting is priniarily oriented toward 
large-scale cnterpriscs that connect a national economy to a world 
economy rather than to the economic life that exists in ordinary 
villages and c1mmunitics. 

In turn, "the statc" is conceived as exercising the Ultimate 
authoritv to make and enforce law on the basis of'a monopoly of the 
lawful instruments of coercion in a socicty. The prcsumption is that 
there must be a single center of' government that has exclusive 
authority to decide wvhat is lav.'f'ul. When this presumption is accom
panied by one that a burcancratic system of'administration is essential 
to a "rational legal order," the terms of choice come to be strongly 
dominated by national authoritics. Because many busincssesCwould 
prcfer to operate in a protected market that- excludes potential 
competitors, it is not surprising then to find company law, the 
domestic terms of trade, and access to the world cconomy, tightly 
controlled by monopolists, parastatal organizations, and their asso
ciatcd cartels. Under suL circumstances, "privatization" ,.innot be 
expected to yield compctitive: market relationships in a society. Local 
traders are so citercuiscribed by legal restrictions that they can hope 
neither to expand the scale of their own enterprises to reach out to 
larger markets, nor to build the types Of community infrastrictures 
that are neccssary for muttally productive ways of life. 

In this context, intellectual debates about "states" and "mar
kets," or "socialism" and "cafitalism," miss their mark. Casual 
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observation of what goes on in the lives of ordinary people in a 
country like Nigeria, tor example, suggests that hundreds of thou
sands of peoplc cam their living as traders. There must bc nearly a 
million peasant families who not only provide for their own subsis
tcncC but trade farm products or other services as well. No Nigerian 
would look up m these peasant families and traders as "capitalists." 
Yet each is an entrepreneur engaged in a business. That business 
depends in v'ital ways upon buying and sClling in what can properl' 
bc called market relationships. Most oft his buying and scl!ing occurs 
in the "infirmai" economy rather than in the "formal" economy of 
"parastatal" organizations and "capitalist" enterprises. Somehow 
the dynamics of the Nigerian inftrmal cconom is thoaght of as a 
world apart from the formal cconom\y of large-scale enterprises 
controlled by parastatal corporatioms or "private" corporations 
organized under company law. 

From To'in Falola's 1984 work 7hm Aoliticil Econom'v (#'aPre-
Cohmial Afi'ican State: Ibadan, 1830-1900, wc learn that lbadan 
had a dynamic crading economy of substantial sophistication before 
the British Empire established its hegemony over Yorubaland and 
other parts of Nigeria. In ordcr to understand the economy of 
contemporary Nigeria, cflorts like Falola's arc needed in order to 
analyze how diflercnt sectors of the economy operate as aggregate 
systems, and t.) determine what constraints bifUrcate the ;informal 
economics from the fbrmal one. Such analyses would recognize, as 
Falola does, that "all institutions ofsociety, be it political, economic 
or religious wcre blended with the cconom\y" (Falola, 1984: 10). 
Falola points out that these capabilities were better rctlcctcd in the 
works of the "old" political economists-retierring to Locke, Smith, 
Mill, Ricardo, and Marx-than by modern neoclassical economists. 
We would want to add the works of Hobbes, Montcsquicu, Hume, 
Hamilton, Madison, and Tocqucvillc to any such list. The insight 
that all institutions of a society arc likely to be blended with the 
economy is a recognition of the configurational nature of human 
societies. 

Like the lawyers and economists working at the intersection of 
law and economics, there arc other communities of scholars who 
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view conceptual, cultural, economic, ethical, and political considera
tions as being closely linked in configurations of relationships that arc 
constitutive of human societies and aflect potentials for bettcr living 
conditions. The work of these scholars is variously rcfi'rrcd to as 
studying "public choice," the "new institutional ecornmmics," "trans
action-cost economics," -institutional analysis and development," 
and the "new political economy." There are emerging communities 
ofscholars in all parts of the world who share many ofthe perspectives 
and presuppositions (while disagreeing with others) used by'Falola 
in his study of' the political economy ofprccolonial Ibadan. This is 
what oflers the promise of rethinking the terms of choice that arc 
available to people in different parts of the world, and to analysts in 
their choice ofconccptual tools that fc:hlitatc a better understanding 
of human potentials. 

We impose conceptual distinctions upoll a complex reality in 
order to think and communicate about complex orders. The words 
in a language always simpli.,. Yet. recourse to overly abstract simpli
fications such as ",-tatcs" and "markets," "capitalism" and "social
ism," the "modern" and the "less developed" fbr thinking about 
complex contigurations of'rclationslips becomes increasingly mean
ingless. Concepts and conceptual models arc rcificd as though they 
were realities. Tocqueville was aware of this problem when he made 
the following observation: 

Tlihc more I study the formcr state of' i he world, and indeed even 
when I see the modern world in greater detail, when I consider the 
prodigious diversit' found there not just in laws but in the principles 
of laws and the diflerent forms that the right of property has taken 
and, whatever ambody says, still takes on this earth, I am tempted to 
the beliefthat what are called ncc -ssar' institutions are only institu
tions to which one is accustiaied, and that in mattcrs of' social 
constitutions the field of possibilities is much wider than people 
living in each society imagine. (11893 1 19F9: 80-81 ) 

The question, then, is how can we come to terms with institu
tional analysis and development that is pertinent to the problems of 
choice confronting the peoples in diffierent parts of the contemporary 
world? An attempt has been made in this volume to respond to this 
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question. While the essays address themselves to discrete topics, each 
of the contributions needs to be viewed as addressing aspects that 
function in configurational ways with one another. The political 
realm is not a world apart from the economic realm, the religious 
realm, or the social realm. Families arc key producing, trading, 
consuming, educational, and seifgoverning units in any society. 
They sustain an intergenerational cycle of life that is ordered in 
relation to conceptions and practices that have ethicai and religious 
significance. Societies get put together as complex configurations of 
human relationships. 

The essays in this volume were written to help clarify some ofthe 
factors that need to be taken into account in rethinking the terms and 
conditn'-ns that affect potentials for development in human societies. 
We do not claim to have found the one true way. Rather, this 
concluding chapter should stimulate continuing eflorts to rethink 
lie terms of choice. 

In what follows we shall briefly reflect upon how the various 
contributions in this voiume fit into a mode of institutional analysis. 
We shall then show how many aspects of institutional arrangements 
can be put together by way of explicit or implicit contractual 
arrangements. We shall do so only to indicate that degrees of choice 
arc availabl, in the way that human beings constitute ordered 
relationships in human societies. The command of sovereigns is not 
the only way to achieve ordered ways of life. Most societies, most of 
the time, have relied upon some combination ofcommand structures 
and consensual arrangements. If we are to create alternatives to 
imperial orders, we must confront the problem of constituting 
systems of government that operate with the consent of the gov
erned. Finally, we shall reflect upon how the mode of analysis applied 
in the various papers can be generalized. 

In the discussions that follow it is important to recognize that 
normative considerations as well as positive ones enter into institu
tional analysis and development. Normative considerations enter in 
two ways. First, the positivist heuristic directs the investigator to 
describe the normative standards that prevail in a given human 
society at a given point in time. Understanding the norms is part of 
institutional analysis. Second, the investigator has personal and 
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professional normative standards that should be made explicit and 
that may affect the analysis. Cost-benefit calculations can apply
where money is used as a measure of valuC. Other firms ofcalculation 
inherent in normative inquiry characteristic of the rtL "1DO'c unto 
others as you would have others do unto you" apply to the formu
lation of norms, which distinguish what is prohibited from what is 
permitted and/or required. We presume that human beings con
tinually strive within the latitudes of choice available to them to 
improve their conditions (or, equivalently, to avoid more adverse 
conditions). The relevant normative criterion, then, is to take 
advantage ,flPopportunities to improve wtarc without doing so at 
the cost of'others. 

How rulc-rulcr-rullcd relationships can be constituted in different 
1, cs of political order is viewed as problematical. Who function as 
rulers and who as ruled v'aries depending upon how political orders 
are constituted. It is possible in constitutional republics fir citizens 
to set and be responsible ftr cnfrcing rules ofconstitutional law as 
these apply the persons exercising the specialized prerogatives of 
governmental offices. There is no univcrsal rulership model appli
cable to all mankind even though rule-ordered relationships exist in 
all societies. 

Given thesc circumstances, the course of' inquiry applicable to 
institutional analysis and development needs to draw upon diverse 
sources of inquiry about patterns of order and development in 
human societies. Important contributions to institutional analysis 
and dcvclopmcnt are ofticrcd by studies in anthropology and in 
economic, legal, political, and social history (see, for instance, 
Schultz, 1964, 1981; Kuzncts, 1966; Kravis, 1970; Rotbcrg, 1971; 
Kelley and Williamson, 1974; Pipes, 1974; North, 1981; Alexander, 
1982; Bcrman, 1983; Havami and Ruttan, 1985; Fecny, 1987).' 

Choice Among Institutions 

In order to clarify, problems associated with different levels of 
analysis, we might consider a choice among wheat, rice, and maize 
as one that is available to most of us in some type of exchange 
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arrangement unless wc grow our own wheat, rice, or maize. We can 
for some purposes make comparisons that can be measured by a 
common yardstick, represented by a price expressed in the unit of 
money as a general medium of exchange. Everything that is ex
changed for money as a medium to facilitate exchange transactions 
can be measured in the metric of that medium. In such circum
stances, a degree of commensurability among dissimilar commodi
ties can be achieved when pricing yields an equilibrating tendency 
between supply and demand. Goods exchangeable for money under 
such circumstances will be available to the potential buyer even 
though the price may be dear because oflimited conditions ofsupply. 

Even under these conditions, anyone making a choice among 
wheat, rice, or maize is confronted with many remaining incommen
surabilitics known only to people who have had substantial experi
ence with the use of these grains. Markets cannot generate perfect 
information; but open markets, which allow for prices to be deter
mined as a tunction ofsupply and demand, do generate an important 
range ofinformation for those who are experienced traders. It is open 
access to the opportunities that are available in a market economy 
that generates a competitive market and enablev most people to 
acquire considerable experience at trading in markets. It is the 
openness of access that determines the competitiveness of markets; 
and it is competitiveness tt'at helps to alleviate scarcities. This is why 
open-access commerce is a key to what Adam Smith refers to in the 
title of his book, The W'ealth of Nations. Smith's work is a serious 
trcatise on development econoniics. His analysis of colonialism and 
mercantilism indicates some of the serious impediments to develop
nment. 

When competitive conditions are not met, monetary prices alone 
no longer yield a commensurability that accurately reflects relation
ships among different goods and services. The monetary prices may 
be set below the equilibrium level where the quantity supplied is in
sufficient to meet the quantity demanded. This scarcity creates 
rationing, queueing, and the working out of alternative accommo
dations. The price at which goods are available then includes 
refeLrence not only to the monetary price specified but to all of the 
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complementary eflorts-including the use of special connections, 
and the varietics of side payments, that must be made to secure the 
good or service in question, or a poor substitute, or do without. 
Thus, competitive market structures have an important place in 
achieving a high dcgree of'commensurability in the use of money as 
a measure of'value. In the absence of those conditions, money prices 
give distortcd information about commensurabilities. 

The wclfarc implications of' these distortions arc likely to be 
boti nd up in a structure of'rclationships that is both counterintuitive 
and counterintentional. Anyone who has lived in a "socialist" society 
will appreciate that the nominal money price is a weak indicator ofthe 
costs encountered by those seeking to procure goods and services. 
Anyone who has lived in a "capitalist" society will likewise have 
experienced many anomalies with regard to prices. Price theory does, 
however, provide rudimentary diagnostic tools by which individuals 
in either so-called socialist or so-called capitalist societies can begin 
to understand why problems of'distortion in pricing arise. 

The important intellectual excursion on which Louis Dc Aicssi 
has taken us in chapter 11 of this book indicates how an economist 
addresses his problems. He builds his analysis of how markets 
alleviate scarcity upon explicit assumptions, and shows how patterns 
ofexchange relationships in a postulated system of such relationships 
will wc rk. One who understands the logic ofthis mode of'analysis can 
modify assumptions and spccify how constraints upon "market" 
relationships in, say, the Soviet Union will aflect patterns of relation
ships in a "socialist" socicty, or how constraints "market"on 
relationships in the United States will aftct patterns of relationships 
in a "capitalist" society-patterns that have many of the characteris
tics of a mercantile system. 

Still other conditions aftrct the way that human beings relate to 
one another. This has to do with the shared community of under
standing that people have about how they regard one another, what 
they consider to be fair, how they distinguish right from wrong, and 
how the aggregate orders of human societies and of nature get put 
together in what may be conceived as auniversal order. Many ofthese 
considerations are closely associated with the presuppositions that 



449 liftitttionalAnalsis and 1)ciclopment 

people make as part of their religious faiths. John Taylor's "The 
Ethical Foundations of the Market" (chapter 12) identifies an 
important tactor that must be taken into account in any analysis of 
the terms of'Choice in human societics. If there w'ere no bases br 
trust, and no shared comm1nity of Understanding about the mean
ing of' right and wrong, then the terms of trade in exchange 
relationships or the patterns of reciprocity in communal and social 
relationships WoUld become extraordinarily precarious. Such socie
ties could not "develop." This is why Falola (1984) sees religious 
institutions as blending with economic, social, and political institu
tions in a society. 

R)nald Oakcrson's "Reciprocity: A Bottom-Up View of Political 
Development" (chapter 5) uses a normative approach similar to 
Taylor's to explore how patterns of' collective order might be 
constituted in human society by starting with primary units of 
collcctivc action beyond the domain of' thmily groupings. His 
approach entails a logic that, if reiterated to apply to collectivities, 
might be used to constitute a democratic self-governing society in 
contrast to a state-governed one. 

Hartinut Picht, in chapter 14, illustrates how important money is 
as a supporting fhcility for the market. He then asks whether money 
itself could be supplied by the open-market arrangement known as 
Lcurrency competition." His analysis shows that currency competi

tion, in order to work satisfactorily, would require a complex set of 
rules and levels of agreement, which would be difficult to achieve. 

Vincent Ostrom, in his essay "Opportunity, Diversity, and 
Complexity" (chapter 13), indicates how the viability of market 
relationships depends upon the availabilit-y of public or quasi-public 
goods and services. Most operating economics will thus be mixed 
economies, containing both public and private enterprises. Public 
services need not, however, be provided by a central government. 
Many streets, roads, and other thoroughfares; fire protection; police 
services; and other such services may be communally organized in 
ways that are not subject to open access by competitive entrepreneurs 
but under terms and conditions that are collectively arranged in local 
communities. Reliance may still be placed upon private entrepreneurs 
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for some aspects of those scrviccs, but under terms and conditions 
that arc communally specified (V. Ostrom and F.. Ostrom, 1977). 
latitudC of choice is available in putting together such services, and 
they need not be the exclusive monopoly of' a bureaucratically 
controllcd public service subject to the command and control of 
Some supreme authority in the central government. Susan Wvnne, 
"Institutional Resources for Dc\elopmcnt among the Kgalagadi of 
Botswana" (chapter 7), explores how extended kin relationships 
ofler productive opportunities for taking collectivc action. Similarly, 
Amos S:.wvycr in his case study of the PUttI Development Association 
in liberia, shows both the opportunities and resourccs for collective 
action Mlasmall community and the destructive impact ofautocratic 
intcrfirence by a central government (chapter 8). 

Yet it is imlportant to make distinctions so that wc can know where 
open access to exchange relationships yields an alleviation of scarcity, 
as against circumstances in which it means either cxcessi\c exploita
tion or situatioms where nothing gets done. Excessive exploitation 
yields the tragedy of the commons (Hardin, 1968). Free-riding in a 
public-good, open-access situation means that little or nothing gets 
done (Olson, 1965). Open access has variable implications in 
diftrcint situations. Elinor ()strom's "Institutional Arrangements 
and the Commons Dilemma" (chapter 4) indicates how communi
tics of' people in diverse parts of the world have worked out 
rcsolutions to problems that arise when people sharc the Use of' 
common-pool resources; thcy do not ncccssarilv succumb to the 
tragedy of the commons. The same principles apply to other com
munally organized public services. 

When people act outside thc fundamental precepts of what is 
proper in l'man relationships, rctribution is one way in which others 
can try to "right" the "wrong." Bu,t retribution implies that an effort 
is made to impose a deprivation upon another as an appropriate 
payment fbr the "wrong" that had been committed. Thc result is a 
prccarious situation w,'herecflbrts to impose deprivations upon one 
another can escalate to the point of mttually destructive violence 
(Boulding, 1963). This is usually what is meant by warfare, and is 
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indicative of the limits to mutually productive relationships in huran 
societies. 'hepossibility ot'a war ofall against all becomes one of the 
sources of justification fior astate to exercise amonopoly ofthe lawful 
use offorce in asoCict'. But there isreason to believe that those who 
cxercisC a nmonopoly over the legitimate use of force will take 
advantage of the opportunitic.; that are available to them. These are 
the problems addressed in Vincent Ostrom's "Crvptoimnpcrialism, 
Predatory States, and Self-Governance" (chapter 2). Sombat 
Chantormvong, in chapter 3, indicates howi' the basic conditions of 
inequality characteristic of many Asian societies yield relationships 
where the ruling elites exercise strong patterns of dominance, in 
contrast to the society described by Tocqueville in his Democracy in 
A m';-ica. AmosSa\.'ve,'s "The Development of Autocracy in Liberia" 
(chapter 9) givcs an account of how the mixed motives associated 
with the resettlement of firmcr slaves and an exogenous authority 
relationship finally evolved into an increasingly autocratic system of 
government. 

Human beings, thus, confront circumstances where economic, 
political, religious, and social institutions arc closely linked and 
interre!ated to one another. James Roumasset and Sumner I. La 
Croix, in "The C(oe'olution of Property Rights and Political Order" 
(chapter 10), indicate how these relationships w%'ere linked together 
inthe coC'()lution oftpropert rights and governmental structures in, 
Hawaii prior to American annexation. They draw interesting concl
si5s about the wvay' that rent-seeking may induce institutional 
changes that enhance etliciencv'. 

Finallv, David Fceny in "The Denand for and Supply of Institu
tional Arrangements" (chapter 6) indicates how the basic elements 
in studies ofeconomic history and development can be used to move 
from ametaphor derived from studies of technological change to a 
framework fbr institutional change. Such fhctors as rules applicable 
to collective choice, other institutional arrangements, costs of insti
tutional design, the existing stock of knowledge, expected costs of 
implementing new arrangements, and conventional wisdom enter 
into such calculations. 
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Institutions as Contractual Arrangements 

As soon as we look at the links in hulan relationships and see how 
people indicate their intentions t( one another, stipulate their shared 
level of'understanding and agreement, and promise t( act in certain 
ways with one another, we begin to uiinderstand how patterns ofrule
ordered relatioinships can untold. What ()akerson calls exchange is 
based up )n implicit, iftnot expliit, colntractUal rclati( nships. When 
one goes into a supermarket where each item has a price tag, the 
buyer takes \\-hat he or she wants, makes anl appropriate payment to 
a cashier, and goes his or her own way. Words need not be spoken.
Yet these actions involve an indication o)fintention and ccur against 
a backgro)md of'shared understanding in which each party carries 
oit an expected performance (implicit promisc) in relati)n to the 
other. 

The German economist Walter Euckcn (1951: 53) has empha
sized that a cointract is not onil a way of engaging in market 
exchanges but can be used to create other firms of economic 
organizaticm and power structure. Eucken 's emphasis upon the 
scope ofconwractual relationships needs to be seen in the context of 
John Tavlor's essay, "The Ethical Foundations of the Market," with 
its emphasis upon the depth ofhmutual understanding that is likely to 
be implied as people indicate their intentions and make promises to 
perfrm in stipulated ways with one another in a market setting.

C(ontracting 
as a process for constituting h.man organization is too 
often ignored when the emphasis is placed upon passing a law or 
issuing a decree. James 1I. Buchanan and Gordon "l'ullock, in VIC 
Calcuitus( Consent ( 1962), have emphasized the nature of contrac
tual relationships (unanimity) as a logical basis fbr constitutional 
government (see also l1,uchanan, 1975). 

Recent advances have also focused upon the contractual nature of 
the business firm. A "firm" requires a somewhat difttrent type of 
contracting, perhaps more ofta covenantal character, than would be 
involved betvccn buyers and sellers in a supermarket. A long-term
employment contract between a proprietor and employees is 
constitutive of a firm or a btsiness establishment. The continuing
renegotiation of long-term employment contracts depends upon 
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conditions of reciprocity if the contracts are to function as viable 
constitutions (Coasc, 1937; Alchian and Demsetz, 1972; 
Kruessclberg, 1986: 364-381 ). 

Fhe usual corporation in Western systems of law has placed 
primary emphasis upon the contractual understanding reached by 
those who have put up the financial resources to make a business 
venture into a viable enterprise. These resources are called "capital." 
In the nature of thc entcqrise is a contractual understanding among 
those supplying capital-the "capitalists." Many such enterprises, 
however, have involved the pooling of resources by workers, peas
ants, or traders who have chosen to cooperate vith one another to 
take advantage ofeconomic opportunities that are available to them. 

While Western corporation or company law may emphasize 
capital structures pertaining to finance, the larger nexus of contrac
tual relationships that are constitutive of business firms must neces
sarily include rcfirence to employees. Whether these contractual re
lationships apply only to individuals or function through intermedi
aries as in coilective bargaining relationships, they are constitutive of 
the enterprise. Whether workers or capital shareholders are viewed as 
the basic core of the firm will make a diftfrence to whether the 
business is run more like a trade union or more like a profit-earning 
proprietorship. If the relevant product markets are highly competi
tive, the difl-frence between the two narrows significantly. If the state 
owns the capital structure of"worker-managed" firms, workers may 
then rely upon the "state" to make ends meet. Accounts rarely 
balance in such circumstances. 

Contractual relationships can also be used to put together various 
types of power structure. More frequently than not, these are likely 
to be implicitly understood, and rarely written as fbrmal contracts. 
Businessmen operating in a market may agree upon ways to deny 
open access to market opportunities and exclude potential competi
tors from entering their market. They may go even further to allocate 
marketing areas or market shares and to xet prices to be charged. This 
is usually what is meant by the term "cartel." This type of institutional 
arrangement, contractual in nature, is designed to enhance the 
economic opportunity of those who are already in business to the 
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disadvantage oftfuture competitors, with higher prices tor those who 
are required to buy in markets dominated by cartels. The long-term 
viability of such arrangements often depends upon the cartels 
dominating governmeintal decisions as well. 

The nexus ofcontractual relationships can be broadened to form 
coalitions to influence or dominate thr decisions taken by govern

mental authorities. Such methods can be used to form interest 
groups and political parties. When access to the political process i; 
relatively open, competitive rivalry is likely to exist anong political 
parties. But those who achieve dominance of the political process 
may find it to their advantage to restrict access. When this takes the 
form of a one-partyv system, those who control such a party find it 
relatively easy to maintain dominance in that societ,'s government. 
We again fhce a monopoly of the powers of government and of'the 
lawfuil use of instruments ot force in a socicty. 

Other social relationships beyond the realm of the lawful also 
depend critically upon implicit patterns of contractual rClationships. 
These can take on the character of conspiracies to violate what is 
la',vhil. Military coLips, revolutionary movemcnts, and outlaw rc
gimc; are bound together by networks ofcontractual understand
ings that arc usually complemented by coercive capabilities to 
exercise discipline and to eliminate those who betray their comrades 
and arc identified with the "enemy." Once dominance of agovern
ment is gained by a succcssful coup or revolutionary struggle, those 
who exercise leadership prerogatives arc not bound by legal con
straints and arc then free to impose their dominance upon others. 
Those who use force to prcvail have breached the contractual nature 
ofsocial relationships, and so often find themselves to be the victims 
of the new Leviathan that they have created. 

The nature of contractual relationships can thus extend to the 
general configurations of relationships in human societies. What is 
important in this context is to make appropriate distinctions so that 
human beings understand the significance of their own actions. We 
implicitly enter into a great number of contracts as we buy and sell. 
But there isanother side to these relationships. At the same time that 
we contract to buy or sell, we are affirming or modifying the structure 
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ot'human relationships that we characterize as market, exchange, and 
property relationships. When we take a job, wc are agreeing to a 
contract that is constitutive of business firms, public agencies, or 
other endeavors. When we communicate our intentions to one 
another, and signal agreements and disagreements, we arc bu,ilding 
the tics that arc constitutive of human societies. When we participate 
in coups d' tat and revolutionary movements, we presume to use 
instruments ot'coercion to war upon others and exercise dominance 
over others. Conditions of reciprocity are breached. 

We need then to be aware of the operational, collective choice, 
and constitutional choice implications of what we do even in the 
context of'everyday lifi. The operational level is concerned with %\,hat 
happetis--with the relationship of actors to events. Collective action 
arises with reference to some community of' people-family, kin, 
other associates and associations, and governments--that wc implic
itly take into account as we act. The constitutional choice level is 
implicated as we arrive at or modif, the terms and conditions that 
apply to the governance of these associated relationships. It is not 
enough just to obey or to be exclusively preoccupied with one's 
narrow self-interest. Instead, what one does and how one relates to 
others is constitutive of human societies as ways of lifi. 

!ndicating intentions, stipulating joint understandings, and making 
promises always depend upon methods for cnforcing promises or 
providing remedies f'or fhilures to perform. This is why rule making 
is always accompanied by problems of enforcing rules and judging 
the appropriate application of rules. Such arrangemcnts can also be 
put together in complex systems of contractual relationships. When 
this is done, it is important to make distinctions that apply to rule
ordered relationships. "Rule setting" applies to legislating, "rule 
using" to acting, "rule enforcing" to monitoring th, actions of 
others, and "rule adjudicating" to judging the actions of others. In 
simple contractual relationships, however, the respective parties may 
each function as legislators, actors, monitors, and judges. It is only 
in more complex structures that such functions become difficrenti
ated into distinguishable foirms. 

The level of constitutional choice, then, applies to setting and 
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enforcing the terms for rule setting, rule using, rule enforcing, and 
rule adjudicating. It is entirely possible for contracting parties to 
declare their intentions, stipulate their shared understanding, and to 
make promises with respect to all these fun':tions. An, contract of 
this sort has constitutional significance for those entering into such 
contractual relationships; indeed, it Might be conceptualized as 
being constitutive of" self-goxcrning associations and communities. 
This is why \vc iight expect to find a great deal of'sclf-organizing and 
self-governing capabilities in all human societies. Systems of governance can be constituted by conceptually simple but socially complex 

configurations of implicit or explicit contractual relationships. There 
is no theoretical reason why there muIst be Asingle center that has 
cxclusive authority to fi)rmulate and enforce rules in a society. 
Analysts need to understand that proclamations and decrees by 
govcrmnnints arc not the only source of law in a society. 

When wc havc rcfircncc to millions, tens of millions, and 
hundrcds offInilli Is of pcoplc, such processes arc likely to become 
highly formalized, subject to distinguishable procedures organized 
in distinct ways. These arc ways of reducing the transaction costs for 
constituting a1d reconstituting relationships in human societies. 
While wc sometimes refer to them as "the government," or "the 
state"-a sphere \\,here wc pr, iumc cxclusivc authority to govern
we should ncvcr forget that human beings can also realize significant 
potentials for self-organizing and self governing capabilities exer
cised through both explicit and implicit contractual relationships. 
When Iuman societies arc so constituted that the institutions of 
government operate with the consent of the governed, the basic 
characteristics of those structures come close to approximating 
configurations of contractual relationships (Buchanan, 1975). 

The institutional arrangements in all hunan societies must 
necessarily be both impcrficct and incomplete. As a consequence, the 
most csscntial institutional arrangcments arc those tnat enable 
human beings to maintain an open public rcaln where people can 
freely communicate with one another, explore alternatives, engage in 
critical assessment, and consider contestable arguments in reaching 
an understanding about the shortcomings of existing institutions, 
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and what might be done to alter the structure of human relationships 
and improve the conditions of lific in the society. These conditions 
might apply in a family, a business firm, a trade union, various 
associations, a comnminity, and in the large social aggregations that 
we associate with units of government. When such discussions and 
decisions can be publicly undertaken and acted upon, we have 
circ Instances where societies can achieve self-governing capabilities. 

The critical task in mai\, societies, then, is how to mesh govern
ance of relationships in the little traditions of everyday life~ with the 
governance that pertains to larger communities of relationships. It is 
doubtful that the most propitious way to proceed is to presume a 
monopoly of ru lCrship prerogatives by those who-coincidentally
control the lawful use of instrum1ents of coercion in a society. 

Forimal processes of'constitutional decision making through con
stitutional convcntions, constitutional recirenda, and various forms 
of' constitutional revision may closely approximate a process of 
working out constitutional contracts for each unit.of government. 
But 'hen constitutions are established by militay decrees, revolu
tionary proclamations, or the enactments of governmints, the basic 
structure of contractual arrangements is likely to be breached and 
replaced by unilateral assertions ofauthority. The predominant eflect 
ofsuch unilateral strategies is to yield autocratic systems ofrulership. 

This is why', then, wc must seriously devote ourselves to tinder
standing the various vays in which people in human societies have 
addressed and continue to addrcss themselves to the nature and 
constitution oforder in human societies. It is only as WC understand 
the diverse possibilities that we can begin to appreciate the terms of 
choice that are available in diftlrent human societies. The experience 
of traders functioning as competitive entrepreneurs in an "informal" 
economy may provide basic infrastructUrcs that offer greatcr oppor
tunities and resources for alleviating scarcity than the nexus of 
parastatal organizations and multinational corporations. In the same 
way, the experience of people in villages and local communities may 
provide the more important infrastructures for learning how to 
achieve independence and self-reliance in the governance of human 
affhirs. TFhesc potentials w\,ill not be found in government manuals 
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and military decrees; but they nonetheless exist among people 
everwhere. The burden is upon analysts to identih, and clarif, them, 
as Susan Wynne and Amos Sawyer have done for the Kgalagadi and 
PutLI. 

Toward Convergence in a Theory of Institutional Choice 
and a Theory of Inquiry 

As wc have been considering the terms of choi-e wc have also been 
idcntif'ing elements in a hcuristic tor the analysis of institutional 
arrangements in human societies. Whatever the focus of attcntion in 
an\ problematical situation, we assume that human beings confront 
choice and action in situations that canl be represented as having to 
do with: (1 ) resource endow"ments; (2) the technologies that canl be 
used to transform resources into v'allcd goods and services, includ
ing public goods and services; (3) cultural endowments, including 
languages, ideas, and slia'cd communitics of tndcrstanding; (4) the 
preferences and aspirations ofindividuals; and (5) stitutional ar
rangements that enable people to articulate prefercnces and order 
human relationships. Such efMorts can be conceptualized in heturistics 
that are driven by diflerent gr;,'mmars of'choice. Economic calcula
tions expressed in a metric of prices, moral and juridical reasoning ex
pressed in a logic Of rulcs, and the use of language to draw inllfrential 
reasoning and accruc warrantable klowvlcdgc arc indicative of differ
ent grammars of choice. 

The more fully the strtcture of choice situations can be specified, 
the closer wc can come to indicating the structurc of opportunitics 
and constraints that will motivate and confront actors in situations of 
this type. The elements in any such huCristic have rcfirence to the 
material conditions that derive from natural circumstances. Thy are 
placed in a configuration of relationships where cultural circum
stances, having to do with rule-ordered relationships and shared 
communities of Understanding, enter into the choice situations 
(Kiser and E. Ostrom, 1982). We prcsunc that there arc behavioral 
and cognitive propensities that apply to all mankind and that underlie 
the cultural variations found in different societies. Further, there are 
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prototypical Situations that exist in all human Societies including: (1) 
exchange relationships; (2) teamwork; (3) the organization of teams 
of teams; (4) the circumstances associated with communal or collec
tive use of common-pool resources, facilities and properties, and 
public goods and services; (5) conflict and conflict resolution; and 
(6) rule-ruler-ruled relationships. All human action will then occur 
within choice-and-action situations that are variable with regard to 
the nature of goods, technologies, and material conditions, and also 
with regard to the culturally and socially defined circumstances. They 
Will occur, howvc\'er, in a context that has reference to underlying 
universals applicable to human nature and to prototypical circum
stances that occur in all human societies. 

We would further anticipate that as x'e use a heuristic to specifi, 
choice-and-action situations and the constraints and incentives 
inherent in those situations, wc would begin to get sufficient closure 
for logical intirenccs to be derived about ho", people will act in such 
situations, and what consequences can be expected to follow from 
those action tendencies. A heuristic with an appropriate grammar of 
choice can thus he used to elaborate a theoretical explanation. The 
more fully the problematical situation can be specified, the more 
closel' the analyst can come to specif\ing a theoretical model ofsuch 
situations. Once these are understood, it is possibie to take a game
theoretic or similar perspcctive and anticipate how actors choose 
strategies and act within problematical situations. 

A similar use of a heuristic has occurred in the field of inquiry 
concerned with industrial organizations. There, the heuristic per
tains to structure, conduct, and performance. The structure of an 
industry is presumed to exist in relation to market organization. But 
difT rcnt fbrms of market strticturt are presumed to exist with 
reference to competitive arrangements, oligopolies, cartels, and 
monopolies. Conduct is affected by structural characteristics. Once 
these structured characteristics are identified, patterns of conduct 
require elaboration. Performance can be evaluated only in the light 
of both structural characteristics and patterns of conduct. Much the 
saiae heuristic, emphasizing structure, conduct, and perfbrmance, 
can be used to investigate political and administrative structures in 
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the light of alternative ways of conceptualizing and designing 
systems of governance in human societies. 

In taking such an approach Nve do not ha'e to assume that the 
world of human experience needs to be conccptualized in such broad 
generalities as "states" and "societies," "markets" and "hierarchies," 
or "socialism" and "capitalism." We mav assume instead that ex
change relationships exist in all societies, that markets may take on 
diflerent characteristics, and that actors in any given action situation 
max' be confironted with both the constraints and the opportunities 
inherent in organizing factors that depend upon variouslV structured 
circumstances. The factors ma' be supplied by priv'ate or public 
entrepreneurs, placed in monopolistic or competiti\c situations. 
Clearly, action situatioms ma' involve multimarket as well as multi
bureaucratic structures (Gupta, 1985; Kaufimann, Majonc, and V. 
Ostrom, 1986); there is no need to iLlentifv the situation with 
something called "the market" or "the state." 

We have here tie possibility, that analyst,; can use particular tocus 
t)"penetrate" social reality rather than to increasingly "distance" 
themselves from it, as Walter Eucken ( 1951: 105) has expressed the 
diffe'rcnce. While all choice-and-action situations will be culturally 
and socially defined, cross-cultural comparisons can be made by 
juxtaposing the cuiturally and socially specific situation with pre
sumptions that might universally apply, both in human nature and in 
the prototypical social circumstances that can be expected to exist in 
all human societies. Specific analyses can thus be placed in the context 
of more general cross-cultural analyses. 

This same mode of analysis can also be turned back upon analysts 
or observers and the context of the analytical situations in which they 
work. Analysts draw Lpon a shared conlmu nit. of understanding that 
pertains to the concepts used, and to how these relate to the conduct 
of inquiry' in analytically conceptualized situations %%,hereanalysts are 
observing other communities of people as the observed. 

A key problem arises with reference to the degree to which the 
concepts used by the analyst can be expected to predominate in 
relation to what is observed. If analysts view the world one ofas 
"markets" and "states," or "socialism" and "capitalism," wxill they 
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"see" only what conforms to what they are looking for? Or do they 
allow themselves to see the anomalies and puzzles that cannot be 
adequately accounted for by reference to the concepts used to infoirm 
their analyses? We might generalize that the more the obseners 
distance themselves from reality, the less likely they are to become 
aware of anomalies and puzzles 

At the same time, Eucken has warned us that other observers may 
become so preoccupied with "the facts" that inquiry becomes little 
more than heaping "fhcts" upon "fhcts." The perils of an overly 
generalized model, in which the analyst sees only a framework, can, 
like the perils of mindless empiricism, be avoided in part through an 
explicit specification of how the components of a heuristic fit time 
and place variables in particular circumstances. Theory can then be 
used to more closely fit empirical exigencies and derive better tests 
of hypotheses. Such a research strategy cannot be the sole means of 
intellectual inquiry, but it does have the advantage of refining 
theoretical inquiry to achieve a more explicit specification of prob
lematical situations. Feeny (1987 and chapter 6 of this book) 
discusses the explicit testing that overturned earlier notions of 
surplus labor, or the presumption of inclastic supplies ofagricultural 
goods. The need for such careful testing of theory is even more 
evident in the literature On institutions and development. 

At this point we also need to caution that the study of human 
societies has to do only with quasi-causal orderings, not with 
determinate ones. The constraints shaped by rules and shared 
communities ofunderstanding are soft constraints created by human 
choice rather than the hard constraints imposed by nature. Some 
hard constraints are operable in human experience, such as the 
important constraint that any one person can listen to and under
stand only one speaker at a time. Such a constraint creates strong 
oligarchical tendencies in all deliberative groups, constraints that 
increase as a function ofgroup size (V. Ostrom, 1987: 92-97). Most 
culturally and socially defined constraints, however, occur under 
circumstances where actors may choose, for example, to violate a 
rule. Rule orderings, then, are soft constraints and can only "influ
ence" behavior. Such influence is not, however, without significance 
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in specif ,ing the action tendencies inherent in choice-and-action 
situations. 

A final puzzle remains. It is a potential lack of congruence
between the conceptual apparatus used by analysts and the one used 
to shape the shared Community of undcrstan.ting that operates 
among people in any situation of choice. Does the observer need to 
take account of the way that human beings think about and cxperi
ence themselves? It is hard to imaginc a wcll-spccificd choice-and
action situation Without indicating how actors in sich situations 
experience themselves. On the other hand, an observer may find that 
the explanations offkrcd by actors in such situations arc not the best 
way to account for what occurs. There arc both counterintuitive and 
countcrintentional aspects that apply to patterns of human social 
interaction. 

This problem of the congruence betwecn the conceptions used by
obscrvcrs and conceptions used by people who are being observed as 
they think about and experience themselves may pose analytical
difficultics. If people, for example, do not think of or experience
thnmsclvcs as cither "capitalists" or "socialists," is there a danger of 
error being intruded into the analysis when observers think of actors 
in choice-and-action situations as necessarily being one or the other? 
Would the analysis be improved by refirring to a language that is 
more consistent with the way that people think of and experience
thcmselvcs? Instead ofconccptualizing many societies as "capitalist"
societies, it might be more appropriate to conceptualize them as 
enterprising societies. We might then analyze human social relation
ships according to whether they constrain or facilitate enterprising
potentials. We could then admit the possibilityv that people might
devote thcmselvcs variously to private or public entrepreneurship, or 
combinations of the two, in alleviating scarcity and advancing human 
welfare. Can "socialist" societie:; also be viewed from the same 
perspcctivc as enterprising societies? Given the way that opportuni
ties are facilitated and constraints interposed, what effects would be 
anticipated for alleviating scarcity and advancing human welfare? 

In conclusion, then, we assume that problems of institutional 
analysis and development need to be addressed by modes ofanalysis 
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that allow us to penetrate social reality rather than distance ourselves 
from that reality. Using a common heuristic app!icable to a cross
cultural context should, however, yield a level of understanding 
about the action tendencies inherent in different societies and 
civilizations, as well as a critical self-understanding ofthe choice-and
action situation in which scholars and other analysts pursue their 
inquiries. The potential for observer error can be reduced by a critical 
dialogue between observers and those being observed. It is this 
potential that enhances opportunities for learning, innovation, and 
development to occur. Rethinking the terms of choice that apply 
both to observers and to the observed remains a continuing chal
lenge fol" exploring the relationship of human institutions to poten
tials for development. 

The need for rethinking also applies to iterative analyses in which 
the evolution of institutions is considered. The development process 
is characterized by major ;hanges in the characteristics of societies, 
changes that in turn influence and are influenced by institutional 
change. Institutional innovations at one period become endow
ments in the next. Profound changes in resource endowments, 
technologies, cultural endowments, and preferences have important 
implications for the evolution of institutions, just as charges in 
institutions have important implications for resource use, techno
logical innovations, the use of capital assets, cultural development, 
and the articulation of preferences. Thus, the use of a heuristic to 
inform positive analysis and to unravel the factors that are treated as 
elements in heuristics needs to be extended and applied to patterns 
of order and development in human societies. The terms of choice 
confronting both observers and the observed need to be thought 
about and rethought as the frontiers of choice are extended in human 
societies. 

Note 

1. The most important insights revealed by these studies are the 
following ones. First, development is characterized by pervasive 
structural change in the economy and society. Among the important 
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trends are the transitions from rural to urban and from agricultural 
to industrial society, and from an economy dominated by the self
employed to one in which employee status dominates. Second, 
historical investigations indicate that only a small portion of the 
growth in per capita output may be explained by the growth in per 
capita inputs. In spite of the importance ofaccumulation, it accounts 
for only a relatively small part of the growth in output per person. Just 
as we find that accumulation is not the "engine of growth," so too 
the historical evidence indicates, third, that although trade may 
greatly facilitate growth, it is not the engine either. Kravis (1970) 
characterizes trade instead as "the handmaiden of growth." Fourth, 
the fundamental engines of growth appear to be technological and 
institutional change, that is, the capability to derive more than ever 
before from the resources at hand. The generation and productive 
use ofnew technologies and new institutional arrangements are both 
intimately related to investments in the capabilities ofhuman agents
the process of human capital formation. Those trying to understand 
and design institutions in development, then, need to recognize 
these important generalizations derived from previous scholarship. 
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87 Tocqueville's Denmoracy in America and the 7ird World 

of the people only when the\' can give up their excessive concern with 
"politics" by turning Singapore into a one-party sy Cm (Chee, 
1975: 53). The regime's achievements in the fields ofpublic howling, 
transportation, health, edtcation, and communitv organization 
have already convincd most of the satisfied populace that there arc 
simply no means of ensuring economic survival other than th ,se 
offered by PAP. Apopular elCction now turns out to be an excrcise 
in popular mobiliza .iln that serves only to maintain the system and 
to reinforce the powerf ilthe ruling party. It seems, as one pci -cptivc 
observer puts it, that "politics" has disappeared from Singapore. 
There is jusi no politics any more; there is only "an administrative 
state" (p. 48). Apparently, the regime has succeeded too well in 
producing nrarciiallh satisfied citizens, who arc willing to forego all 
of v.hat the govcrnmlent denies them and ocy the tgovernment 
absolutcly. 

The disappearance of politics and the ciucrgi,.ce of the "adnini
stration of things," predicts Tocqucvillc, will result in the trenien
dous growth of'goverimnent activities (11835 11969: 515). This has 
been the case in Singapore as the regime has assumed a dii'.,,:t role in 
the expansion of the economy. I has cnlarged and extended the role 
of bureauccacy to cover many new areas of responsibilities. Civil 
servants arc now appointed to preside over public enterprises and 
private companies. While the rcgim: seeks to retain its socialist-style 
grass-roots organizations, it increasingly draws its parliamentary 
candidates from a highly educated technocratic class and fi .1 the 
teaching staff of its university. Senior officers of public enterprises 
resign from their posts to run for political offices. 

Centralization is another main fi'ature of the regime. Long ago, 
the regime m -rgcd the city council with rhe central government, ap
parently in a move to ensurc national unity. The degree of centrali
zation has now reached the point where a license is needed for 
everything in Siingapore. No busincss-whether banking, operating 
a newspaper or a taxi, or hawking-can be done without one. Most 
licenses have to be rencwcd each year (Asia Week, September 7, 
!984
 ,p. 37). 

The following words of Tocquevillc could havc summarized that 

http:ciucrgi,.ce
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very situation. 

The central power not onlY fills thc whole sphere of former authorities, extends, and goes beyond it, but also acts with greater speed,power, and independence than it had ever done. All the initiative 
taken away fioi private people is constantly going to enrich that ofthe government. As a result, public administration not only dependson one sol,' power but also is more and more controlled from onespot and c mcentratcd in ever feWer hands. The governmcnt centralizes its activity at the sanie time that it increases its prerogatives;hence, a twofiold growth of power. (Tocquevillc, 1183511969: 683) 

Yet it is only natural for (,'!1cr Asian leaders to aspire to see theircountries become another Singapore. Compared to others, Singapore must appear to be an ideal sociCty. But a student of Tocqueville might ask: What is the point ofbeing one of the bcst-fed, bestadministered, best-educated nations, if the major outlet for grievances and frustration available to ordinary citizens is the letterscolumn in the newspaper or the political runotir mill (C(hee, 1975:56-58)? Is this not in tct symptomatic ofa suppressed society whereno real political participation and no firce press exists? Worse still,does this "capitalist totalitarianism" not remind us of Focqueville'sunnamed newv despotism in which the government manages nearlyevery important aspect of life for its people who, welcoming all ofthis, think of nothing or cannot think at all (George, 1974: 109)?s 
What good is it to have people whose onl\, concern in life seems to
be material interests-people who know "the price ofeverything and
the value of nothing" (p. 202)? Or, as 
Tocqueville puts it: 

What good is it to me, after all, if there is an authority alw%'ays busy tosee to the tranquil enjoyment of my pleasures and going ahead tobnsh all dangers away from my path without giving me even thetrouble to think about it, if that aulthority, which protects me f'romthe smallest thorns on my journey, is also the absolute master ofmyliberty and of my life? (Tocqueville, 11835] 1969: 93) 

With this awareness, one may suggest that countries like Singapore and the Philippines, though seemingly worlds apart, in realitybelong to the same category. The only difference is that one happensto be economically successful while the other is a disaster. In between 
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these extremes, man\y other nations exist that can claim both 
successes and thilures. From a comparative perspective, the situation 
in the Philippines tinder Marcos, bad as it was, was not bad in all 
respects. At least politics in the sense ofconflicts and choices of'ends, 
which presupposcs the will to liberty on the part of the populace, 
existed and still exists there. 

The thilure of Marcos's economic development plan should be 
viewed as a blessing in disguise because it may have made it easier tbr 
the people to shun his authoritarian rule. More and more Philippine 
businessmen and protessionals of the middle class, who, according to 
TocqtCville, would be a "natural enemy of an\ violent commotion" 
(p. 636), joined hands with other political dissidents in their protest 
against his regime. All of this resistance would not have bccn possible 
it' the Philippine:; (once a showcase for a working democracy in 
Southeast Asia) had had no experience with democratic rule. Despite 
its past abuses, the tradition of political democracy in the Philippines 
provided the opposition groups with precedents and recognized 
means with which to overcome one-man rule. Moreover, as Tocquc
ville argues, just as in defi~nding its own "liberty" or "privilege," the 
aristocracy will end up dcftnding the general libertyv (pp. 72, 88), so 
the emergence of the new opposition groups apart ftim the tradi
tional ones in the Philippines should be regarded as something 
conducive to the resuscitation of liberal democracy. 

Development and Democracy 

The rclevance of DmocracY in Amcrica to Asia having been argued, 
it now remains to determine whether a would-be "democratic 
leader" can draw anyv guidance from Tocquevillc. At first glancc, it 
may appear that such a possibility does not exist. In reading Democ
racy in America, an Asian may find that Tocqucville has indeed 
brought our attention to a findamental problem facing any wV'ould
be democratic nation today. Foremost in the mind of an average 
Asian reader of Tocquevillc is probably the problem of the existing 
inequality of conditions in his own society. He most likely would 
argtIe that it is basically the pre-existence ofdemocracy, actualized in 
the foirm ofthe equality ofconditions, that makes popular rule in the 
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United States a success. It is this peculiar social state that prevents the 
dogma ofpopular sovereignty from being just "an isolated doctrine,
bearing no to therelation people's habits and prevailing ideas" 
(Tocqueville, f18351 1969: 397). Tocqueville himself remarks that 
"the social state of America is a very strange phenomenon. Men there 
are near equality in wealth and mental endowments, or, in other 
words, more nearly equally powcrfiul, than in any other country of the 
world or in any other age of recorded history" (p. 56).

To an Asian reader, Tocqueville could not have stressed the sig
nificance ofthis "strange phenomenon" ofequality ofconditions too
much. Consider, for example, the case of the United States, in which 
the prevailing equality of conditions leads to the emergence of the 
democratic mores of individualism. First, such individualism has two
sides: the exaltation of individual reason (something not necessarily
bad); and ;econd, the concentration on selfiinterested and largely
materialistic ends (Lively, 1962: 85). In the new aristocracy of Asia,
the introduction of the democratic process resulted in the emergence
of individualism of the second kind only. This self-centered, self
interested concentration on personal ends was at the very beginning
limited to the upper classes and the newly emerging middle classes
only, because they were the ones who took full advantage of'the new 
political structure. Then, thanks to modernization cflorts, the poor 
masses began to demand that the government must provide them
with a better standard of living. But neither the "individualism" of 
the middle and tipper classes in Asia nor the rising expectations of the 
masses seem to have led to aggressive, individualistic self-assertion. 

In most cases, Asian individualism and the Asian mode of mod
ernization has caused most classes to shy away from social obliga
tions, leaving public affhirs to the government which has, as a result,
extended state power. In a country wvhere the taste for physical
pleasures has been more rapidly absorbed by the people than either
education or the experience of free institutions, a flew men can easily
seize control of the machinery of government and maintain them
selves in power as long as they can satisfl , the people's material needs. 
In short, the introduction of formal democratic institutions and 
processes into a society in which inequality of conditions is the rule 
may turn that society into something very close to "capitalist 
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totalitarianism," as the case of Singaporc suggests. 
A question may, then, be raised: Is it possible to modif, the 

existing social state or to construct out of the old one a society that 
is favorable to the emergence of democracy? Before any answer can 
be given, let u:; first find out what that state is.As used by Tocquevillk, 

the social state is commonlh the result of circumstanccs, sometimes 
of laws, but most of'ten o'a combination otthc two. But onicc it has 
come into being, it may itself be considered as the prime cause of 
tllost of the laws, customs, and ideas which control the nation's 
behavior; it modifies cvcn those things which it does not cause. 
Thcretorc one must first Sltdv their social state if one wants to 
understand a people's laws and mores. The striking ftattire in the 
social condition of the Anglo-Americans is that it is essentially 
democratic. (TocquCvillc, I1835 11969: 50) 

The combination of "circumInstances" and "laws" constitutes a 
"social state," which, in turn, characterizes the whole regime. 
Circulmstances and laws also make up t\Vo of the three major 
categories of fhctors that contribute to the maintenance of demo
cratic rule in the United St.:.cs, the other being social mores or 
"habits of' minds." TcqueviliC concluded that the reasons fbr the 
success ofdemocracy in the United States f'll into three categories. 
"The first is the peculiar and accidental Sicuation in which Providence 
has placed the Americans. Their laws are the second. Their habits and 
mores arc the third" (p. 277). 

Of these, the most vital one is the third fhctor-the spirit of the 
people, the feelings, the beliefS, the ideas, the habits of the hearts and 
minds of men (p. 308). A people may difkr with regards to an 
assortment of things. Some ma' be rich and some may be poor but, 
as Jack Livelv i;avs in his study of'TocqUeville, the' can live together 
if the\, share the same mores. 

Diflkrcnces bctwecn social alld eCo0l(nmic functions would naturally 
persist, diflircnces between rich and poor might persist, what would 
Lg()would be the division of society into groups with distinctive 
mores. And this \\ould result from the egalitarian insistence on the 
basic comparability of all individuals and their subjcctionl (recourse) 
to common rules. (Li\cly, 1962: 244) 
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To Toc4ueville, the Ultimate social and political reality is the 
totality of idcas and sentiments that form the habits of men's hearts 
and minds. To truly unLLcrstand vwhat any society means one must 
understand these gcncri!ly held ideas, sentiments, and standards, not 
just the form .1institutions (Livcly, 1962: 236). Tocqucvillc stresses 
the importance of mores in the fillowing words. 

Europeans exaggerate the influence ct geography on the lasting 
powers of democratic institutions. Too mnuch importance isattached 
to laws ald too little to mores. Unquestionably those are the three 
grcat inf]uenccs which regulate and direct American democracy, but 
if they arc to be classed in order, i should say that the contribution 
of'physical causes isless than that of',hc laws and that of laws less than 
nmores. 

I am convinced that the luckiest of geographical circumstances and 
the best of' laws cannot maintain a Constitution in despite of mores,
whereas the latter can turn even the most unfavorable circumstances 
and the worst laws to advantagc. (Tocquevillc, 11835 11969: 308) 

To an Asian reader ofTocqucvillc, the factors conducive to the 
actualization of democracy and the ones that maintain it therefore 
seem to overlap. Thanks to the social conditions, tha- is, the 
circumstances and laws combined, the idea of popular sovereignty 
can bC actualized. The development of "democratic mores" then 
contributes to ti maintenance ofdemocratic rule. Yet it is clear that 
the social conditions and mores, significant though they may be, are 
not beyond the reach ofhuman influence. Both of them, as Tocque
ville says, can be altered by laws. "A law can modif, that social 
condition which seems fixcd andmost assured, and everything 
changes with it" (p. 297). In other words, just as every law and 
political institution to be cffectivc and lasting must be based on or 
reflect social mores, so it ispossible that, ,rnce put into action, laws 
and political institutions may themselves be able to modify social 
mores in light of sentiments and the way people think. There are of 
course cases in which factors affecting social mores themselves, as 
well as the inclinations those factors encourage, may be rather 
difficult to alter; such arc the habits formcd by climate, past history, 
economic abundance or scarcity, sentiments, and ways of thinking 
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Livel', 1962: 237". Bit there arc also cases that show the creation 
of certain laws )r political institutions may have rcsulted in the 
emergence of some other passions not intended in the first place. At 
an rate, to find democratic devices that will fit in with one's 
particular social condition and to construct "democratic mores" 
through lCgislati( m is not impo )ssible. Indeed, 1lcqucville seems to 
provide plenty of'encoutragemcnt for such an attempt. 

American laws anld m ircs arc n )t the 01l ones that would suit the 
democratic peoples, but the Amc'icans havc sh w\n that we nccd not 
despair of regulating dIcmocracy by means ofla\\s and ulores.... If 
otthcr peoples, b()rr( wing this general anrd crCatiVC idea from the 
Americans, but withonit wishing to imitate the particular way in 
which the\y havc applic Iit, \muld try to adapt it to the social state 
which Pr(VidcncC has im ,I)sCd on the: nicofi(mir time and should 
sck by this means to escap the dcspotism of anarchy thrcatening
them, what rcas ms havc \wc o bclic\c that they arc b()tllld t thil ii 
their CndCavor? (T'locque\'i-Y,!, 118 35 i1969: 311) 

It is not the intent io,of, this paper, nor is it possible vithin its 
limits, to specifv hc (,Ioe \would go about "adapting" democratic 
ways to fit in with his i'articular society, or influence the deCyelopmCnt 
of "democratic mores" thr' ugh Ilgislation. The rudinlCt of' a 
method can be indicated when wc recognize that each "opLrational 
plan," in TOcquev0ilh:'s opinion, must be based on the principle of' 
self-interest. An American, Tocqcucvillc observes, "obC\'s the society, 
not because he is infr'ror to those w\'ho direct it nor because he is 
incapable of' ruling himslf--but because Union Witlh his l'ello\\s 
seems useful to him and he knows that the union, is impossible 
witlOIt a regulating authority" (p. 66). Or, as hc later sLs it up: 
"The indi'idual is the best and only judg.e of his own interest and that 
society has no right to direct his behavior unless it fIels harmed b' 
him or unless it needs his concurrence" (p. 66). 

Translated into a strategy fi)r future development, this method 
simply means that the problem of balanced development is basicallh 
the problem of' sclfdev'lopment, of freedom and self-interest, and 
that as such it should be treated as a problem in democratic self
governance. To think otherwise is to run the risk of imposing an 
order that is dcstruIctivc of the social mores-the social gluc that 
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holds the society together. In fact, Tocqueville would have argued,
under a nondemocratic regimc no socioeconomic program spon
sored by the government can be truly good, since it has the tendency 
to limit or separate the ties that bind a citizen's individual freedom 
to his sense ofsocial responsibility. How can we expect any kind of 
constructic "dcevclopment" to grow out of a relationship in which 
the government, taking apaternalistic position, treats the people not 
as its constituency to whom it isaccountablc, but rather as something 
to be patronized amd thus controlled? The idea of frecdom
beginning with the freedom to choose-must be regarded as an 
essential part of any development cflbrt (David, 1984). )emocratic 
mores must be cultivatcd and this can only be done through
meaningful citizen participation. In fhct, dcvelopment itself must be 
viewed not mercly as a goal but as a process in which people can 
constructively associate with one another. Ways must be devised to 
make citizens eq Ual partners in devclopment. Says Tocqueville:
"fT]he most powerful way, and perhaps the only remaining way. ,n
which to interest men in their country's fate isto make them partake
in its government" ([18351 1969: 236).' 

Of course, there is a danger that the people may lack political
maurity. Tocqueville himself is aware of this possibility and often 
warns that nothing is harder than freedom's apprenticeship. 

It cannot be rcpcatcd :oo otcn: nothing ismore firtie in marvels
than the art of being free, but nothing is harder than frcedom's
apprenticeship .... It ishard to make the people take the share in
gov'crnmen ; it is even harder to provide them with the experience
and to inspire them with the fieclings they need to goernl vell. 
(TocquCvillc, [18351 1969: 240, 315) 

But then the only way the people can learn to know the law is by
taking part in the framing of the legislation, just as the only remedy
for the weakness of association in any society is through experience
in associating. Tocqu,eville is never tired ofmaking this observation; 
an American, he says, learns the la\ by legislating and government
by governing. "The great work of society is daily performed before 
his eyes, and so to say, Under his hands" (p. 304). 
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The task of an Asian leader, then, is to see to it that the ideas of 
democracy and freedom guide all socioeconomic programs. The 
goals ofdevelopment must be to achieve the kind ofsociety in which 
these ideas are cherished. Application, ofcourse, may var' according 
to diflercnt circumstanccs, but the principle must remain the same. 
Granted the existence of a myriad of problems thcIng Asian nations 
today, wc can definitcy say that such a devclopmcnt task, to be a 
success, would have to be carried out by the greatest and most 
intelligent statesmen. Yet, in asomewhat similar situation, Tocque
\vtile oilers as food for thought the proposition that self-interest must 
be combined with political freedom. 

But sometimes there conies a time in the liif: of nations when o. 
customs are changed, mores destroyed, beliefs shaken, and the 
prestige of memories has vanished, but w'hen nonetheless enlighten
ment has remained incomplete and political rights are ill-a:;sured or 
restricted .... What can he done in such a condition? [lIt is 
essential t(: march tirmward and hasten to make the people see that 
individual interest is linked to that of the co'untlry, for disintcristcd 
patriotism has tied bcyond recall. Certainly I am fIr from claiming
that in order to reach this result the exercise of political right must 
immediately be granted to every man; but I do sa, that the most 
powerful, and perhaps the only remaining ways, in which to interest 
men in their cmntry's fate is to make them take a share in its 
govcrnmcnt. (Tocqucvillc, 118351 1969: 236) 

For Tocqucvillc, in order to be fully "devcloped," a country as 
well as an individual must first be free. To question whether 
development without dcmocracy is desirable is mislcading (see 
Huntington, 1984: 193-218). Without democracy-that is,with
out frccdom-ve cannot have development in the true sense. 
1)evelopmcnt can be accomplished as people learn how to govern 
thcmsclves and societies become self-governing. To trade democ
racy for economic development tinder despotic rule would be apoor 
bargain, for in the wvords of TocquIcvillc, 

if it is truc that there will sion be nothing intermediate between the 
sway ofdemocracy and the yoke ofa single man, should we not rather 
steer toward the former than voluntarily submit to the latter? And if 
w\'e must finally reach astate of complete equality, isit not better to 



96 SOM BAT (iIANTORNVON(; 

let ourselves be cy'clcd down by frccdom rather than by the despot? 
(Tocqueville, 11335 11969: 315) 

Notes 

1. All subsequent references to 1)e'moncracv in America are from 
this edition. However, in part 3, in order to avoid possible conceptual 
confusion, George ILawrence's term "social state" should be under
stood to mcan what Henry Reeve translated as "soc.:ial condition." 
See Alexis iCl'ocquevillc, l)cmocracv in America, the Henry Rccvc 
text re\v. Francis Bowcn, Corr. and ed. Phillips Bradlc\' (New York: 
Vintage Books, 1945). 

2. Ferdinand Marcos, as President of the Philippines, had this to 
say regarding his country: "Ther'e seems to be individual but no 
national progress. Everyone had his own strategy for personal 
survival but there was no strategy to)r national survival." 

3. Prime Minister I.ee Kuan Yew, sensing the adverse efe'cts of 
low f'rtilitv among the more educated Singaporean women, hasUrged,"iiiaic professionals, w\ho tend to stay single, to marrv and 

raise a family. 
4. The t'mho\\iing are somc excerpts friom tile "Code otConduct" 

ti)r Vigilante Corps membcrs that may be considered as guidelines 
fbr Singapores ideal citizen. "H uman beings have basic needs. 
Human beings have basic obligations. Basic Human Needs. Food, 
watr and clothes. Holusing. Medical care. Education. SecLurity. The 
State provides our basic needs. The Republic of Singaporc is our 
society. We elected oulri government and the G(oernmcnt is respon
sible for the Organization of our society. It is through the etlorts 
made by the G(oern ment, on our behalt that wc are able to obtain 
our basic needs." 

5. The 0flhowing telcph(ne conversation took place between a 
visiting Asian editor and his friend, a minister in the PAP govern
mellt. 

MINISTER: Well, now how do you find Singapore? 
EDITOR: ( astallv) Great. 
MINISTER: What do \-ou mean? 
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EDITOR: Just great.
 
MINISTER: I don't think I like the tone of your voice.
 
EDITOR: I have just come from Djarkarta and Manila. Nothing 

worked there. Here my telephone works, my flush flushes, eveNr
thing is clean and antiseptic. Singapore is simply great. 

MINISTER: All right, old chap, what's bothering you? 
EDITOR: Look, what does it all mean? What about people? 

Don't they have minds? I see no evidence of people here having 
minds of their own, tfelings of their own. 

MINISTER: They arc happy. See thosc modern high-rise build
ings? We gave them decent places to live in. 

EDITOR: What have \'ou done to their minds? 
MINISTER: Well, we arc thinking about it. Having given them 

a clean city, modern amenities, and a strong economy, we are now 
thinking of what culture we should give them. 

EDITOR: (aftcr a pause) Is the culture thctory also going to be 
in the Jurong industria! estate? 

(End of'con vcrsation) 
6. Here I have substituted Reeve's phrase "to make them partake" 

for Lawrence's "to make them take a share." 
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4 Elinor Ostrom 

Institutional Arrangements 
and the Commons Dilemma 

The Commons Dilemma 

Since Garrett Hardin's captivating article in Science (December 
1968), the expression, "the tragedy of the commons," has come to 
symbolize the degradation ofthe environment that is to be expected 
whenever many individuals use a scarce resource in common. Ken
neth Godwin and W. Bruce Shepard (1979: 265) refer to Hardin's 
article as "the dominant framework within which social scientists 
portray environmental and resource issues." To illustrate the logical 
structure of his theory, Hardin asks the reader to envision a pasture
"'open to all." He then examines the structure of this situation from 
the perspective of a rational herdsman. Each herdsman receives a 

An earlier version of this paper was presented as the Distinguished Faculty Research Lecture,
Indiana University, April 3, 1986. 1 am grateful for the support made available through
National Science Foundation Grant SES 83-09829, and for the helpful comments of Christi
Barbour, Fikrct Berkes, William Bloniquist, David Feeny, Vincent Ostrom, Rick Wilson, and 
James Wunsch. 
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direct benefit from his own animals and suffers delayed costs from the 
deterioration of the commons when he and others u.vergraze. The 
herdsman is motivated to add more and more animals because he 
receives the direct benefit of his own animals and bears only a share 
of the costs resulting from overgrazing,. Hardin concludes: 

Therein isthe tragedy. Fach man islocked into asystem that compels
him to increase his herd without limit-in a world that is limited. 
Ruin isthe destinatic,n towa:d which all men rush, each pursuing his 
own best interest in a scciety that believes in the freedom of the 
commons. (Hardin, 1968: 1244) 

Hardin was not the first to notice the tragedy of the commons. 
Aristotle had long ago observed that "what is common to the 
greatest numbur has the least care bestowed upon it. Everyone thinks 
chiefly of his own, hardly at all of the common interest" (Politics2.3, 
Jowett's translation). Over 150 years ago, William Forster Lloyd 
([1833] 1977) sketched a theory that predicted improvident use for 
property owned in common. More than a decade before Hardin's 
arti :le, H. Scott Gordon, in "The Economic Theory of a Common-
Property Resource: The Fishery" (1954), clearly expounded what 
has become a classic on its own. 

If the only "commons" of importance "werea fvew grazing areas or 
fisheries, the "tragedy of the commons" would be of little general 
interest. This is not the case. Hardin himself used -he grazing 
commons as a metaphor for the general problem of overpopulation. 
The tragedy ofthe commons has been used to describe such diverse 
problems as the Sahelian famine of the 1970s (Picardi and Seifert, 
1977), the problem of acid rain (R. Wilson, 1985), the organization 
of the Mormon Church (Bullock and Baden, 1977), the inability of 
the U.S. Congress to limit its own capacities to overspend (Shepsle 
and Weingast, 1984), urban crime (Neher, 1978), public sector
private scctor relationships in modern economies (Scharpf, 1985), 
the problems of international cooperation (Snidal, 1915), and 
communal conflict in Cyprus (Lumsden, 1973).' 

Analytically, Hardin's theory has been formaized as an N-Person, 
Commons Dilemma Game (Dawes, 1973, 1975). When the stark 
features of the formal representation are examined, the decision 
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facing the herdsman in an open-access commons has the same 
underlying structure as the decision facing each prisoner in the 
Prisoner's Dilemma (PD) game. 2 For each of the players in this 
dilemma, the "don't cooperate" strategy strictly dominates the 
"cooperate" strategy. The equilibrium resulting from each player 
selecting his "best" individual strategy is, however, not tile best joint 
outcome. Each player seeking to obtain the best result (the tempta
tion payoff) and to avoid the worst result (the sucker's payoff) ends 
up with a third-rate outcome. 

The normal form to represent the structure of a PD game is 

PLAYER 2 
Cooperate Don't cooperate 

PLAYER 1 

Cooperate Second-best Worst result for 1, 
result for both best result for 2 

Don't cooperate 	 Best result for 1, Third-best result 
worst result for 2 for both 

The Prisoner's Dilemma game has fascinated many scholars. The 
paradox that individually rational strategies lead to collectively 
irrational outcomes seems to challenge a fundamental faith that 
rational human beings can achieve rational results. In the introduc
tion to his Paradoxes of Rationality and Cooperation, Richmond 
Campbell explains the "deep attraction" of the dilemma. 

Quite simply, these paradoxes cast in doubt our understanding of 
rationality and, in the case of the Prisoner's Dilemma, suggest that 
it is impossible for rational creatures to cooperote. Thus, they bear 
directly on fundamental issues in ethics and political philosophy and 
threaten the foundations of the social sciences. It isthe scope of these 
consequences that explains why these paradoxes have drawn so much 
attention and why they command a central place in philosophical 
discussion. (Campbell, 1985: 3) 
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The deep attraction of the dilemma is also illustrated by the number 
of articles written about it. At latest count-over a decade ago
more than two thousand papers had been devoted to the Prisoner's 
Dilemma game (Grofinan and Pool, 1975). 

When the game is viewed as a situation that will be repeated for 
a predetermined number of rounds known to all participants, most 
theorists predict that players will select their dominant strategy in 
each rOund so that there is a deficient equilibrium in each and every 
game in the series of games. Several predictions are made fbr an 
iterated Commons Dilemma game wv'hen the number of iterations is 
unknown to the players. Some theorists still argue that a rational 
player should play the "don't cooperate" strategy in every round 
(see, for example, Sobel, 1985). Others argue that rational players 
facing one anothcr for an unknown number of plays could use 
contingent strategies to "teach" one another the benefits ofselecting
cooperative strategies (see, for example, Braybrooke, 1985; R. 
Hardin, 1982), or Bayesian estimates of subjective probabilities to 
resolve the dilemma (see J.Wilson, 19 86;Aumann, 1987). Still other 
models assume that resolute players can use strong threats of 
permanent retaliation, instead ofcooperative moves and forgiveness, 
to develop models of repetitious games that predict the selection of 
cooperative strategies by all (see Levhari and Mirman, 1980; Lewis 
and Cowens, 1983; Cave, 1984; Bendor and Mookherjee, 1985).

Taking an evolutionary approach, Robert Axelrod (1981, 
 1984) has 
analyzed strategies that may be collectively stable under varying
conditions of long-term play, and Ulrich Witt (1986) has examined 
how frequency-dependent learning may help avoid a deficient equi
librium. In 
a review of the literature on multiagent exploitation of 
fishery resources, Veijo Kaitala (1986) describes the wide diversity of 
predicted equilibria in recent game-theory models of commons 
situations. 

With few exceptions (R. Hardin, 1982; Braybrooke, 1985; 
Orbell and Wilson, 1978), analyses of the Commons Dilemma have 
focused on the structure of the game as given.' From within the 
game, participants are trapped in an eternal struggle of tragic 
proportions. Even when analysts have examined situations that 



105 InstitutionalArrangementsand the Commons Dilemma 

would extend for infinite periods of time, the presumption is usually 
made that the participants themselves have no control over the 
structure of the situation in which they find themselves. 4 The 
prisoners in the story upon which the PD game is based were indeed 
trapped. The physical constraints of separate cells in a prison and a 
resolute prosecuting attorney imposed an immutable structure upon 
them. Is this immlutability a temporary conceptual and methodologi
cal constraint or a deeper substantive necessity? I shall argue that the 
structure isconceptually and methodologically necessary for analysis, 
but not an empirical necessity. The inability ofparticipants to change 
the structure may be a fiature of empirical reality in some situations; 
however, it is not characteristic of all situations. 

All analysis is based on assumptions that keep some conditions 
constant and allow others to vary. Without considering some vari
ables as e;-ogenous to the situation under analysis, it is not possible 
to analyze that situation. Taking the structure of' a Commons or 
Prisoner's Dilemma as given allows the analyst to derive tile likely 
results that would occur if individuals were to find themselves in a 
situation that meets the conditions of the model. In the ongoing, 
complex, multilevel world of action, wv'hat isexogenous at one level 
of analysis may be endogcnous at another.:' Fixation on the rigidity 
of analytical constraints has had unf'ortuniate consequences when 
prescriptions are based on this view. Tile grim predictions generated 
by many analysts about the Commons Dilemma has led to policy 
recommendations of all equally grim character. William Ophuls 
( 1973: 228) has, for example, argued that "because of the tragedy of 
the commons, environmental problems cannot be solved through 
cooperation . . . and the rationale for government with major 
coercive powers isoverwhelming." Ophuls concludes that "even if 
we avoid the tragedy of the commons, it will only be by recourse to 
the tragic necessity of Leviathan" (p. 229). 

Garrett Hardin himselfargued a decade after his earlier article that 
wc are enveloped in a "cloud of ignorance" about "the true nature 
of the fundamental political systems and the etrect of each on the 
preservation of the environment" (1978: 310). The "cloud of 
ignorance" did not, however, prevent him from presuming that the 
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only alternatives to the Commons l)ilemma are what he calls "a 
private enterprise system" on the one hand or "socialism" on tile 
other (p. 314). With the assurance of someone convinced that "tile 
alternative of the commons is too horri6ving to contemplate" ( 1968: 
1247), Hardin indicates that change must bc instituted and with 
"whatever fbrcc may be required to make the change stick" (1978: 
314). In other words, "if ruin is to be avoided in a crowded world, 
people must be responsive to acoercive fbrce outside their individual 
psyches, a 'Lcviathan,' to use Hobbes's term" (p. 314).The presumption that L.eviathan is necessary to avoid tragedies of 
tile commons leads to recommendations of central government 
control of most natural resource systems. Robert L. Heilbroner 
(1974) has opined that "iron governments," perhaps military gov
ernments, are necessary to achieve control over ecological problems. 
In a less draconian view, David W. Ehrenfield (1972: 322) suggests 
that if "private interests cannot be expected to protect the public 
domain then external regulation by public agencies, governments, or 
international authorities is needed" (see also Carruthers and Stoner, 
198 1). Peter Stillman (1975: 13) points out that those who see "a 
strong central government or a strong ruler" as a solution, implicitly 
assume that "the ruler will be a wise and ecologically aware altruist" 
even though these same theorists presume that the users ofcommon
pool resources will be nyopic, sclf intcrcsted, and ecologically 
unaware hedonists." 

In contrast, other analysts call, in equally strong terms, for the 
imposition of private property rights whenever resources are owned 
conmnunally (1)emsctz, 1967; Welch, 1983). "Both the economic 
analysis of common property resources and Hardin's treatment of 
the tragedy of thc commons" leads Robert I. Smith (198 1: 467) to 
suggest that "the onlv way to avoid the traqtedv of the commons in 
natural resources and wvildlitc isto end the common-property system 
by creatinqa system of'privatepropertv riqhts" (my emphasis). 

I have no quarrel with the argument that dividing a commons and 
assigning individual propcrty rights enhances efficiency in many 
situations (see, for example, Feeny, 1982). Similarly, I have no 
quarrel with the argument that administering some resources through 
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central-governnent authority may avoid the tragedy of overunse in 
other situations. I do take issue with the presumption that either 
central-govcrnment administration or private-property rights is "the 
only way to avoid the tragedy of the commons." Limiting institu
tional prescriptions to either "the market" or "the state" would mean 
that the social-scientific "medicine cabinet" contained only two 
remedies. 

Tools exist to analyze far more complicated situations than the 
simple game that is used repeatedly t) "illustrate" the Commons 
Situation. Those prescribing simple soltntioms have allowed them
selves to be "hung up" on simple, one-level, paradoxical situations. 7 

Immense scholarly energy has been devoted to trying to prove that 
individual rationality in a perver:;e situation will somcnow avoid an 
irrational outco1mC. Why should we expect perfcctly rational indi
viduals placed in highly irrational structurcs, with no opportunity to 
change the structure, to achieve collective rationality? There is no 
more irrational x\'a\' to structure an\' cnduring situation than that 
represented by the P1) gamc: no communication among the partici
pants, flo previous tics among them, no anticipation of future 
interactions, and no capacit. to promise, threaten, or cajole. 

Would reasonable humans, trying to order their own long-term 
relationships in a productive manner. structure a situation in such a 
perverse way? Reasonable humans may, of' course, structure situ
ations in this manner \\hcl they wish to prei'ent the participants in 
a situation from coopcrati,, with one another. Some cooperation 
amrong participants may lcac.to harms externalized on others, as in 
criminal conspiracies or economic cartels. Cooperation is not an 
unambiguous good in all situations (see Ullmann-Margalit, 1977). 
Is the only "choice" available to rational hunan beings a "choice" 
within the constraints of an externally imposed structurc? Once we 
accept this limited view of choice, we are doomed to accept the 
imposition ofstructurc by,external authorities as the only way out of 
penr'crsc situations such as the Commons 1)ilcmmnna. I do not accept 
such a limited view of choice; I now turn from this critique to a more 
positive approach to the study of Commons Dilemmas. 
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In the next section I will briefly describe four commons situations 
that have not resulted in tragedy. If ve are to understand how 
individuals can escape from tragedy, needwe to stud), "success 
stories" carefullly. These stories arc particularly interesting because 
none of them relies on central control or market mechanisms as its 
primary mode of management. Empirical cases provide the grist for 
further theoretical development. Once I have presented these four 
cases, then, I will turn to several substantive and methodological 
lessons to be learned from analysis of them. 

Successful Efforts to Cope with the Commons 

West Basin, California. Given the arid conditionE of Southern 
California, the development and use of water resources has been 
crucial to the growth of that area during the twentieth century. 
Luckily, metropolitan Los Angeles happens to overlic a complex set 
of interrelated groundwater basins. In addition to the construction 
of several major aqueducts to bring water from the Owens Valley, 
from the Colorado River, and finally from Northern California, 
water producers in Southern California have been dependent upon 
underground basins for storage as well as for the flow of fresh water. 
Building surface structures or towers to store water for peak periods 
is extremely costly. Since groundwater basins can provide some of 
this peaking capacity at low cost, the value of the Los Angeles 
groundwater basins for their storage potential (in contrast to their 
yield of a water flow) has become their most important function in 
a complex, conjunctive use system. The loss of one ofthe groundwa
ter basins underlying metropolitan Los Angeles would be a major 
economic disaster. 

The incentives thcing producers of water from an underground 
basin depend, in part, on the type of property rights system in force 
at a particular point in time. When groundwater resources were first 
developed in Southern California, legal relationships were governed 
by a quasi-riparian doctrine: one could not purchase groundwater 
rights without purchasing land. Once land had been purchased, 
however, overlying landowners had the rights to put as much water 
to beneficial use as they could withdraw. As long as the demand for 
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groundwater did not exceed the average, long-term supply, no 
problems resulted from open access to all landowners. 

As population and industry increased during the 1930s and 
1940s, however, demand for water also increased. An annual over
draft (more water being withdrawn than was being replaced) oc
curred each y'ear. Several of the basins were located immediately 
adjacent to the Pacific Ocean. Overdraft in these basins meant not 
only less water in storage but increased the risk ot destroying the 
basin itself through salt-water intrusion. As water levels fill, each 
producer was tempted to increase production in order to establish a 
proportionately larger claim to future pumping rights. The remain
ing water tlowed to the lowest water levels in the basin-allowing sea 
water to flow in. The short-run incentive was to pump as much as 
possible bcfore disaster hit. 

However, other possibilities existed. If all, or e'en most, of the 
pumpers would cut back on production, the\, could jointly benefit 
from the prevention of salt-water intrusion. A substantia' common 
good could be achieved it' most producers halted their accelerated 
use. Hundreds of' water producers pumped from each basin. No 
mechanism existed for them to come to agreement concerning joint 
strategies. No governmental authority had boundaries coinciding 
with any\ of the groundwater basins. Portions ofeleven cities lay over 
West Basin, the most exposed one in the series. The County of Los 
Angeles contained man' of the basins within it, but was larger than 
aly one of thcmil. 

,The problem facing water producers in West Basin by the end of 
World Var II can be clearly represented as aCommons Dilemma. 
Given the large number of participants and the absence of any ways 
to communicate and develop enforceable joint production strate
gies, one would predict firom the theory of the commons that the 
basin would be destroyed by salt-water intrusion within afi' years. 

But this is a success story. Todav, \Vest Basin isin better condition 
than it w\as forty 'ears ago. Local water producers fOund a way to 
reduce their production from the basin and to create several special 
districts that now enable them to manage the basin in aproductive 
manner. This "success" w'as not imposed on West Basin by the State 
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of California or the U.S. government. The initiatives to cope with
their water problems came from the producers themselves and from 
local governmental officials. 

How did this success come about? First, the users established avoluntary private association-the West Basin Water Association
to provide a forum fior face-to-face discussion about their common
problems. The producers used this firum to obtain the best available
ev'idence about the current conditions of the basin and to discuss
alternative joint production strategies. The association was supported by voluntary dues paid by producers based on the 'olume ofwater produced. A decision 'as made within the association to use
equity.court procedures in helping to solve the problems they faced.
Through legal discovery and reference procedures, the producers
wvere able to obtain reliable intrmation on past and current supply
and demand conditions. 

In the shadow of the court, producers were able to negotiate a
contingent contract. This contractual device enabled a producer to agree to limit production if, and only if, 80 percent of the other
producers also agreed to limit their production. A contingent
contract dT,,cti'ly, eliminates being played for a sucker while others 
pursue temptation strategies. The choice for each producer indeciding whether to sign a contingent contract is between: (1)cooperating in a situation where most others arc also cooperating or
(2) not cooperating in a situation where most others arc also not
cooperating. The contingent contract operated as an interim court

decree for several y'ears bcfire it became the final court decree and

w\'as imposed on nonsigncrs as well as those who had signed the
original agreement. In addition, the court decision assigned each
producer defined rights to the flow of \'ater for the basin that could
be purchased independently of land. Onice rights werc so defined, a
market for groundwater could and did develop. A water master was
appointed to continue to monitor production and ensure that 
producers remained within agreed limits. 

While utilizing court procedures, West Basin producers also
initiated proceedings to create several special districts. The first oneenabled producers to supplement the underground supply with a 
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surface supply; the second one enabled them to tax themselves on the 
amount of water they produced, and to use that tax revenue to 
engage in replenishment efforts along the coast as well as inland. 
Replenishment efforts involved several more local public districts 
that agreed to cooperate in a series of contractual arrangements (see 
E. Ostrom, 1965, for details; and Blomquist and E. Ostrom, 1985, 
for a recent analysis). 

The participants themselves, in the West Basin Commons Di
lemma, were the major actors in designing a series of institutional ar
rangements to meet their particular needs. Cost-sharing arrange
mcnts were developed for each step in the resolution process. The use 
of proportionate cost sharing began with a voluntary association. 
Dues were assessed based on the amount of groundwater extracted 
(thereby creating an incentive to understate use), while Votes on 
association matters \\,ere based on the same measure (an oftbetting 
incentive to overstate use). In the court case, costs of investigation 
and litigation \\,ere proportioned to the benefit obtained in the 
judgment-that is, the prescribed rights to water. The cost of 
monitoring compliance was again proportioned to rights, with a 
portion being borne by the State of California. The state has an 
interest in accurate information about groundwater conditions and 
in providing facilities to help avoid the tragedy of the commons. 

Alanya, Turkey. Our second case stands in marked contrast to 
the highly modernized political econony of the Los Angeles metro
politan area. The inshore fishely of Alanya in Turkey is a relatively 
small operation. Fikret Bcrkcs ( 1986), a hunan ecologist at Brock 
University in Ontario, Canada, has provided an excellent description 
of the fisher\ and its institutional arrangements. Many of the 100 
local fishermen operate in t-vo- or three-man boats using various 
types of nets. Half of the fishermen belong to a local producers' 
cooperative and half do not. The economic viability of the fishery in 
Alanya was threatened in the early 1970s by two factors. First, 
unrestrained use of the fisher , created conflict anong the users. 
Second, competition among fishermen for the better fishing spots 
greatly increased production costs and uncertainty regarding the 
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harvest potential for any particular team of fishermen.
 
Early inl the 
19 70s, members of the local cooperative began to

discuss and implement a rather ingenious system for allotting fishing 
sites to the local fishermen. 

* Each September, a list of eligible fishermen is prepared, 
consisting of all licensed fishermen in Alanya, regardless of co
op membership. 

" Within the area normally, used by Alanya fishermen, all usable 
fishing locations arc named and listed. These spots are spaced 
so that the net set in one does not block the fish that should be 
available at the adjacent spot. 

* These named fishing locations are in effect from September to 
May. 

* In September, the eligible fishermen draw lots and arc assigned 
to named fishing locations. 

" From September to Januar', each day, each fisherman moves 
to the new location to the cast. After January, the fishermen 
move wN'est. This gives each fisherman al equal opportunity at 
the stocks which migrate east to west between September and 
January, and reverse their migration from January to May 
through the area. (Bcrkcs, 1986: 73-74) 

Each .yearthe list of'fishing sites isendorsed by each fishcrman and 
deposited with the may'or and local gendarme. The fiw infractions 
that incur arc "dealt with by the fishing community at large, in the 
cofce house. Violators may come under social prcssurc and, on 
occasion, threats of violence" (p. 74). Ifnecdcd, the local gendarme
is prcpared to help in the enfbrccmcnt of the agreement. Enforce
ment has, however, not been a major problem because the system is 
supported by most of the fishermcn themselves. The sy'stcmlhelps to 
allocate the best fishing sites to all fishermen on an equitable basis and 
has scvcrcl\, reduced conflict as well as production costs. 

Toerbel, Switzerland. The third case is that of Tocrbel, a village
of about six hundred people located in the Vispcrtal of the Upper
Valais region of Switzerland. Netting (1972:133) identifies the most 
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significant features of the environment as: "( I ) the steepness of"its 
slope and the wide range of microclimates demarcated by altitude, 
(2) the prevailing paucity of precipitation, and (3) the exposure to 
sunlight." For centuries, Swiss peasants have planted their privatelv 
owned plots with bread grains, garden \egctablhs and fiuit trees, and 
ha' tfr s\'inter fodder. Cheeses produced by a small group of 
herdsmen, Who tended Village cattle pastured on the communally 
o\\ned alpine mCado ws during the summer months, have been an 
important part of the local economy. 

Vritten legal documents dating back to 1224 provide intorma
tion regarding the types of land tenure and transters that have 
occurred in the village and the rules used by tile villagers to regulate 
the fivc types of coimu nalv' on\\,ed property: the alpine grazing 
meadows, the forests, the "waste lands" (stony areas without much 
vegetatim ), tile irrigation syvstcms, and the paths and roads connect
ing priVatc.V and cc1m1unall\ ()\\,tid properties. On February 1, 
1483, Tioerbcl residents signed articles formall' establishing an 
association to achieve a better level of regulation over the use of the 
alp, the forests, and the w\aste lands. 

The law specifically tirbadc a fi),reigir Fronde) W1ho bcught or 
otherwise occupicd land in "c)elrbcl from acquiring any right in tile 
communal alp, common lands, or grazing places, or permission to 
till piece of land did notautomaticallv confiertimber. Ownership ()t'a 
any communal right (qc'no.scnshaftichcs Rccht). The inhabitants 
currcntly possessing land and water rights rcservcd the power to 
decide whet her an outsider should be admitted to community 
mnmbership. (Netting, 1976: 139) 

The boundaries of the communally owned lands \were well estab
lished long ago as indicated in a 1507 inventor\ doctiment. 

Not only was access to well-defined common property strictly 
limited to citizens, who were specifically extended comnltal rights, 
but regulations written in 1517 specified that "no citizen could send 
more cows to the alp than he could feed during tile winter" (p. 139). 
This regulation, which Netting reports is still enforced, imposed 
severe fines tr any attempt by villagers to appropriate a larger share 
of grazing rights. The rules regulating the use of irrigation water 
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involved an intricate rotation system based on sun and shadow 
movements on the surrounding mountains. Timber for cinstruction 
and wood for heating were marked by village oflicials and assigned
by lot to groups ofhouscholds who then were authorized to enter the 
forests and harvest the marked trees. 

Regulations also stated the obligations ofthosc with use rights to 
provide labor inputs related to the cleaning of'springs, the mainte
nance of'an extensi'e irrigation system, the construction and main
tenancc of roads and paths, rebuilding avalanche -damaged fences, 
and redistributing manure On Common pasturc lands. A codification 
of these regulations signed in 153 1 included twenty-four separate 
articles regulating such diverse activitics as "immigration to or 
emigration froim the community, hunting On tile alp, stock damage 
to private plots, the spread of' cattle disease, dispute settlement, 
participation in village government, alp pasturate rights, and com
pulsory communal building" (pp. 139-140). 

In addition to a detailed system ofcommunal rights, private rights 
to land arc also Wvell dCvelopcd in Toerbel and other Swiss villages. 
Most of the meadows, gardens, grainficlds, and vineyards in Toerbel 
were owned by separate individuals, but complex condoininium-like 
agreements were also worked out for the firactional shares that 
siblings and relatives might have in barns, granaries, or multistoried 
housing units. 

Hirano, Nagaike, and Yamanoka Villages in Japan. The last 
case study involves several villages located in a mountainous region 
of Japan. For centuries in that country, extensive common lands have 
existed and been regulated primarily by local villagers. In an impor
tant study of traditional common lands in Japan, Margaret A. 
McKean (1986) estimates that about twelve million hectares of 
forests and uncultivated mountain meadows were held and managed 
in common by thousands of rural villages during the Tokugawa 
period (1600-1867), and that about three million hectares arc so 
managed today. 

Three Japanese villages-Hirano, Nagaike, and Yamanoka-are 
similar in many respects to Toerbel. The villages arc also established 
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on steep mountains where many microclinlates can bc distinguished. 
Peasants cultivate their own private lands raising rice, garden vege
tables, and draft animals. The common lands in Japan produce a wide 
variety oftrcst products of'valute to local peasants including timber, 
thatch for roofing and weaving, animal fodder of'various kinds, and 
plant and torest residue for fertilizcr, firewood, and charcoal. 

Each village in earlier times was governed by an assembly. The 
assembly was usually composed of the heads (ot"each of, the house
holds that had political standing in the village. The basis for.political 
stattis varied substantially by village. In some v'illages the standing of 
households was based on cultivation rights in land, in some on 
taxpaying obligations, and in some on ownership rights in land. In 
some villages almost all households had political standing and rights 
to the use of' the commons. In others, these rights were more 
narrowly held (iMlcKcan, 1986: 55 1). 

Each village assembly established a relatively complex set of rules 
regulating both use and enhancement of the commons owned by the 
village. Boundary rules clearly demarcated which lands vere held in 
common and which in private ownership. Entry rtlcs unambigu
ouslv specified who was authorized to use the communall, owned 
land. Ownership of' the uncultivated lands near a village devoh'ed 
from the imperial court to the villages through several intermediate 
stages involving land stewards and locally based warriors. National 
cadastral surveys were conductcd late in the sixteenth century at a 
time of land reform that assigned "most of the rights to arabic land 
that we today consider to bc 'ownership' to peasants who lived on 
and cultivated that land" (p. 537). In the earlier systems the owners 
of large estates had employed agents in each village and authorized 
these agents to regulate access to the uncultivated lands. As villages 
asserted their own rights to these lands, the, shared a clear image of 
which lands wcrc private and which were held in common, and of 
how the lands held in common needed management in order to serve 
the long-term interests of the peasants dependent upon them. In 
traditional Japanese villages, the hLousehold was the smallest unit of 
account. Each village contained a carefully recorded, dcfincd num
ber of households. HouIseholds could not divide into multiple 
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households without permission from the village. Rights of access to 
the communally held lands wvere accorded on a pro rata basis to each 
household. Consequently, households with many members had no 
advantage, and considerable disadvantages, in their access to the 
commons. Population growth was extremely low (0.025 percent for 
the period 1721 -1846) and ownership pattcrns within villages were 
stabHe (p. 552). 

In addition to delimiting the ownership status of all lands, village 
assemblies also established detailed partitioning rules (Oakerson, 
1986), which specified in varioLs ways how Much of each valuedm 

product a household could harvest from the commons.
 

Diflcrent villages arrived at diffeOrent arrangements fbr guaranteeing 
an adequate supply of the products from the commons. For items 
that .'ere needed regularly ajid that the commons y'ielded in abun
dance, a village might allow co-owners free and open entry as long 
as they abided by certain rules to make sure that a self-sustaining
population of mature plants or animals was left behind. To enter the 
commons, one might need to go to village authorities to obtain an 
entry permit, car'ed on a little wooden ticket and marked 'entrance 
permit tfir one person.' The rules would probably restrict the 
villager's choice of cutting tools or the size of the sack or container 
used to collect plants. Evervone would be expected to abide by the 
village headman's instructions about leaving so much height on a cut 
plant so that it couid regenerate, or taking only a certain portion of 
a Cluster of similar plants sureto make the parent plant could 
propagate itselt 'Or collecting a certain species only after flowering 
and fruiting, and so on. 

Villagers usually set aside closed reserves... for items that had to be 
left undisturbed until maturity and harvested all at once at just the 
right time, or that the commons supplied in only adequate, not 
abutndant, amounts. The village headman would be responsible for 
determining when the time had come to harvest thatch or winter 
fodder or other products, and would schedulc the event. (McKean, 
1986: 555) 

The tailoring of village rules to the specific needs of each village 
and the ecological condition of a particular commons also required 
input from the villages to enhance and maintain the yield of the 
commons. 
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There were written rules about tile obligation ofeach household to 
contribute a share to the collective work to maintain the comnlons
to conduct the annual burning..., to report to harv st on motntaini
opening days, or to do a specific cutting of timber or thatch. 
Accounts were kept about who contributed what to make sure that 
no household evaded its responsibilities unnoticed Ianc Iif there was 
no acceptable excuse, punishment was in order. (McKcan, 1986: 
559) 

McKean's study is also strong testimony that it is possible for local 
communities to devise cffective rules fbr managing their own com
mon-property resources. The establishment of the rules, the moni
toring of behavior, the monitoring of the conditions in the com
mons, and the assignment of punishment were all conducted primar
ily in the village. McKean concludes that the lng-term success of 
these locally designed rules systems indicates "that it is not necessary 
for regulation of the commons to be imposed coercively or from the 
outside" (p. 571 ). 

What Can Be Learned from These Cases? 

Let me turn first to the substantive lessons that can be learned from 
these fbur success stories. I will fb!low this with a discussion of the 
methodological lessons. 

The Substantive Significance. The most important substantive 
lesson to be learned from these fbur cases is that it is possible for 
individuals facing a Commons Dilemma in natural settings to design 
their own institutional arrangements that change the very stnicture 
of the situation in which they find themselves. A self-conscious 
process of institutional change occurred in West Basin and in Alanya. 
The participants designed nev structures for themselves that have 
enabled them to use common-pool resources in a productive man
ner. In West Basin, a rich supporting institutional structure enabled 
participants to enter into contingent contracts, to agree to create 
special districts with specific powers to tax, and to engage in a creative 
form of public entrepreneurship to manage the commons. In Alanya, 
relatively poor fishermen, living in marginal circumstances, were able 
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to extricate themselves from a deteriorating Comnlons Situation by
inventing an ingenious set ofrules for rotating fishing sites, enabling 
everyone to ha .A air opportunity to obtain the catch. 

These are not utiMiq uc cases. In Southern California, participants
in other groundwater basins have developed similar institutional ar
rangements to those of West Basin (Weschler, 1968; Rolph, 1982;
Blomquist, 1987). Vhile the designs arc similar, each is tailored to 
meet particular circumstances. Besides Alanva, Berkcs describes two 
other inshore fisheries owned communally 'where local fishermen 
have developed eflL'cti\'c institutions tr regulating use. The rules 
used in these other fisheries are dificrent from those used in Alana. 
Swiss peasants living in other alpine villages besides Toerbel have 
evolved their own sy'stcms for allocating the use of common grazing
land (Wiegandt, 1977). Man\ other success stories are recorded in 
the literature (Siv, 1982; Wade, 1986; Cruz, 1986; Berkes, 19 85a,
1985b; Uphofl 1985; Mc(ay, 1980; Berkes and Pecock, 1981; 
Acheson, 1975; Cordell and McKean, 1986).

Success is, ot course, not the only outcome. In Northern Califor
nia. Arizona, and New Mexico, many groundwater basins are 
currently threatened with excessive depletion (Iapp and Vaux,
1982). Several inshore fisheries on the Turkish coast, not fhr from 
Alanva, face resource depletion and severe user-group conflicts 
(Berkes, 1986). Establishing a possibil/hyisnot the same as establishing 
necessity. 

West Basin and Alanya illustrate how individuals can engage in
self-conscious design to change patterns of behavior within a rela
tively short period of time. These cases illustrate what I think 
Giddens ( 1979: 56-5 7) means by the reflexive monitoring ofaction. 
Giddens considcred this reflcxivc monitoring to be related not only
to the actions taken in a situation but also to the "monitoring ofthe 
settingoifntraction"(his emphasis). The Swiss and Japanese villages
illustrate how institutions that evolved in the distant past can be well 
adapted to particular environmental and cultural circumstances. 
That the inhabitants of these extremely fragile mountain environ
ments have been able to use them intensively for centuries, while 
harvesting a rich variety of forest and forage products, is strong 
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testimony to the possibility of long-term, stable outcones that are 
not the tragedies posited in theory. 

Another lesson to be obtained from these cases is the futility of 
presuming that there is "one best way." There cannot be "one best 
way" for relating to an infinite variety of diftferent problematical 
situations. None of the four institutional arrangements that enabled 
participants to overcome a Commons Dilemma is either a strict 
market or a central-govcrnment arrangement. While the West Basin 
"soluI6 " involves fina property rights to the flow of water, tile 
basin itself is not privately owned. A "market" for water lights 
emerged subsequcnt to the court decree allocating rights to water. 
But that is not all that emerged. Water producers created several 
local, public jurisdictions with regulatory and taxing authority to 
supplement their owni cflbrts to use equity court procedures to assign 
firm rights to the flow ofwater and thus control the total withdrawals 
from the basin. A complex series of private and public agencies jointly 
manage this sensitively balanced system. Nor is the polycentric, 
locally governed system, involving both private and public enter
prises, a central-government solution. 

In none of the other systems do the rights to use even approach 
ftllv marketable rights. In Alanya, one must bea registered fisherman 
living in Alanya to qualif ' fbr the annual lottery. One fisherman 
cannot sell his annual schedule of fishing spots to another. Rights to 
the Toerbel commons arc individually inherited, but an outsider 
cannot buy rights to use tile commons as an outsider can buy ,rater 
rights in West Basin. lRghts to use of the Japanese village commons 
arc assigned to fhmily units and remain with thmily units from one 
generation to the next. 

None of the fbur systems resemblcs a central-government soli
tion, either. The participants themselves decided which rules are to 
apply for allocating use. The administrative structure in all four cases 
is minimal. The users of the commons are also the governors of the 
commons. 

The primary substantive lesson from these cases is that it is 
possible for humans to break out of the logic that yields a tragedy of 
the commons and to restructure the situation itself. Thus it is 
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important for policy analysts to recognize the diflcrence between 
making assumptions during an analysis and presuming these assump
tions are immutable. There cannot be "one best way" of organizing
die management ofnatural resource systems. We hav'c mLch more to
learn from careful analysis of existing institutional arrangements. 

The Methodological Significance. These cases not only teach 
us substantive lessons; they also raise mcthodological issues about 
how to study institutions and institutional change. In my earlier dis
cussion, I referred to most current analyses of Commons 1)1emmas 
as single-level analyses. The analysis is completely contained within 
the structure of a given situation. The problem in understanding in
stitutions is that one must Use multiple levels of'analysis. Several ways
exist to idcntif, levels. One method is to separate le\cls ofoperational
choice, collective choice, and constitutional choice (see Kiser and E.
Ostrom, 1982). The typical way of modeling a Commons )ilemma
is at the level ofoperational choice. Analyzing how individuals might
change the rules of a situation involving operational choice is at a
level of collective choice. Analysis of the rules tbr making rules is at 
a level ofconstitutional choice (Buchanan and Tullock, 1962). When 
we move from an analysis at one level to a prescription for changing
the rules used by people to structure that level, we need self
consciously to use multiple lev'els of analysis (see V. Ostrom, 1985: 
ch. 13). 

This is a central theme in Douglas Hofstadter's Godel, Eschci,

Bach (1979). Hofstadter distinguishes between systems in which the

levels are well separated in time, in space, and in the language used
 
to describe them, and systems in which they are not well separated.

Ill multilevel systems that are well separated in time and space, no 
more than one level ofanalysis must be kept in mind at any one time. 
Our minds can effectively jump from one level to another depending 
upon the context of discourse and thought. In many physical
systems, for example, various levels of analysis are effectively sepa
rated by large gaps in space and/or time. The vast differences in time 
and space between many levels of physical systems have enabled 
physical scientists to develop a technical language and theoretical 
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apparatus to explain phenomena at each level relatively independ
ently of' other levels. 

There arc, however, physical systems w,'here the macroscopic be
havior of the system emerges from the "independent behaviors ofa 
multitude of microscopic entities" (Courtois, 1985: 592). Ilya 
Prigogine (1978) has called some of these systems "dissipative 
structures." They occur in both the physical and biological worlds. 
Problems of analysis fbr physical and biological phenomena that are 
more tightly linked across levels turn out to be filr more difficult than 
analysis where levels can bc kept separate. Social and political 
phenomena are similar in structure to such tightly linked systems and 
present similar difficultics of' analysis. 

Hofstadtcr discusses such difficulties when he argues that what is 
most confusing "is when a single system admits of two or more 
descriptions on difkrent lcvcis which nevertheless resemble cacti 
other in some 'as" ( 1979: 287). He warns that when levels tend to 
resemble one another closely, "we find it hard to avoid mixing levels 
when we think about the system, and can easily get totally,lost" (p. 
287). Hof stadtcr illustrates the confusion that can result when. 
similar language is used to describe multilevel systems with the 
problems faced inl designing, managing, and fixing errors in com
puter systems, with their complex layering of' programming lan
guages. Those ofus who have taught afriend to use amicrocompu'er 
arc all too familiar with the initial contusion of'a novice when faced 
with the multiple language systems he or she must learn to use. Since 
all communication with the computer occurs on the same flat screen, 
the novicc interprets the symbols as all coming from the same level. 
Sorting out what an operating language does from what other, 
higher-level, languages do is a major task tr anyone who works with 
a computer. 

In a similar manner, many social scientists would view the various 
actions undertaken by participants in West Basin or in Alanya as 
occurring at one lc\cl-wlhat Nvc might reli.r to as "local level" 
phenomena. Social scientists tend to distinguish phenomena in 
terms of space, whether local, regional, national, or international, 
and time- -leDark Ages, the Middle Ages, the Enlightenment, and 
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the Modern Era, for instance? Another dcvice for grouping similar 
a -d dissimilar events is the distinction between government and 
nongovcrnment. With this distinction, activities undertaken in West 
Basin would be classified as part of local government, while the 
activities undertaken in Alanya would be classified as occurring in the 
private sector. In the approach presented here, however, the water 
producers in West Basin and the fishermen in Alanya are both 
conceptualized as involved in a similar but multilevel series of 
activities. They solvc a similar problem (the Commons Dilemma) at 
an operational level by restructuring, at a different level (the collec
tive choice level), the rules affecting their use of the commons.' 0 

They function at a constitutional level in doing so. 
Game theory has developed a rich and useful set oftools to enable 

sclolars to predict outcomes once the structure of a situation is 
represented as a game. We need to develop a complementary "rules 
theory" with its own set of tools to enable us to predict the structure 
of' the game that will be produced by particular configurations of 
rules When used in combination with the physical laws of the 
environment (see Elkin, 1985, for a similar argument). A theory of 
rules, combined with game thcory, would then provide the basis for 
rule modifications that may improve rather than diminish human 
welfhre. We have arich literature in political philosophy to draw upon
in developing a theory of rules.'' Further, considerable work in 
formal logic, particularly dcontic logic, and in artificial intelligence,
communications thcory, sociolinguistics, developmental cognitive
psychology, and linguistics itself is relevant to the study of rules. 

One of the problems thcing scholars who have been interested in 
the rules used by people to order their relationships with one another 
has been the cxtraordinan, variety of particular rules. Until a techni
cal language is developed to express in a more generic form the 
particular rules found in practice, one rule configuration cannot be 
compared to another. Rules in use arc described either in everyday
language or in the legal language of a particular legal system. The 
variety ofrulcs, if one relies entirely on the specific wording of rules 
fbUnd in practice, is beyond our capacity to analyze. 
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In our current research, my colleagues and I at the Workshop in 
Political Theory and Policy Analysis arc developing a method to 
represent rules in a generic fashion. We arc attempting to identif, 
what is common to a set of specific rules and to capture that 
commonality in as simple a statement of rules as we can. A complete 
generic rule configuration aflecting the structure of a game would 
contain rules clarifying the following: 

" 	\Vhat positions participants may, must, or must not hoki 
(position rules); 

* What characteristics participants may, must, or must not have 
to enter positions (boundary rules); 

"The authorized actions participants may, must, or must not take 
indcpcndentl\v (authority rules); 

" The firlmla that participants may, must, or must not use for 
decision making when multiple persons must decide 
(a!Lmrcqation rules); 

"The information that participants may, must, or must not reveal 
to others ( inflbwmation rules); 

"The states of the world that participants may, must, or must nor 
attcct (scopc rules ); 

" The rewards or pcnaltics that may, must, or must not be 
assigned to actions or outcomes (payoJ'rulcs).t2 

This is not the appropriate place fbr a detailed examination of the 
methods wc are developing. Lct mc illustrate them, however, by 
concentrating on eight generic rules that were changed in West 
Basin, f)ur ofwlich were also changed in Alanya. While in both cases 
other rules arc also involved, these eight rules were the focus of 
attention in \Vest Basin. A generic formulation of each rule is 
presented in Tabl, 4.1. 

Four rules were changed in the Alanya case: (1) local civil 
authorities became official monitors for the fishing agreement, (2) 
fishermen were limited in the number ofdays they w\ere allowed to 

http:payoJ'rulcs).t2
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Table 4.1

Rules That Were Changed in the Alanya or West Basin Cases
 

"BEFORE" "AFTER" 
RULES CHANGED Alanya 

West 
Basin Alanva 

West 
Basin 

Position rules 

P1. Position of monitor exists N N Y Y 

Entry rules 

El. Must live (or own land) in 
local area to be a user Y Y Y N 

E2. May purchase entry rights N N N Y 

Authority rules 

A I. Quantity of use restricted N N Y Y 
A2. Location of use restricted N N Y Y 

Payoff rules 

RI. Sanctions could be imposed 
on use patterns N N Y Y 

R2. Payments assessed on 
quantity of use N N N Y 

R3.Payments assessed on assets N N N Y 

fish, (3) fishermen were limited in the location where they could fish,
and (4) sanctions could be imposed on those who did not adhere to
the restrictions placed on use patterns. In West Basin, all eight ofthe 
rules listed in Table 4.1 were changed over a twenty-year period.

By stating the rules in ageneral rather than a specific form, we can 
now observe that these eight rules were similar in both Alanya and 
West Basin "before" they were changed because participants in both 
locations faced aCommons Dilemma. The similarity in the underlying 
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rule structure is otherwise hidden in the complexity of a modified 
quasi-riparian water rights doctrine and an open-access fishery 
regime. In ourcurrent research, we are beginning to examine the rule 
configu rations Underlying a series of cases similar to those described 
above in order to ascertain how similar generic rules are related to 
Commons 1)ilemmas. From our carly results, wc know that the 
generic rule configurations underlying such dilemmas are subject to 
greater variance than those that apply to Alanya and West Basin. But 
it will still be possible to associate some types of' rule configurations 
with some types of'situatioms in a systcmatic manner. 

While the "befi rc" rules are identical in their gencric structurc, 
the "aftcr" rules are not. Entry rights may be purchased in West Basin 
and not in Alanya. It isnecessary to live in the local area in Alanya and 
not in West Basin. Further, payments tbr use as well as payments on 
assets are assessed in West Basin and not in Alanya. The system to 
regulate tusC patterns in Alanya is a tar simpler system than the one 
dcvelopcd to regulate use in West Basin. Furthermore, in Vest Basin, 
users have oranized themselves t6)" the tLIIr)0sC of'enhancing and 
regulating the supply of water to the basin as well as regulating the 
use patterns made of the basin. 

The Alanva rtulc contiglration is quite similar to the ones that 
cvolvcd in 'Iocrbel and in -larano (to take one of' the Japanese 
villages as an example). The generic rules we compared can also be 
applied to the success cases: the traditional systcms that evolved in 

Generic rule number 
PI El E2 AI A2 RI I2 R3 

Tocrbcl, Switzerland Y Y N Y Y Y N N 

Harano, Japan Y Y N Y Y Y N N 

Alanya, Turkey ("after") Y Y N Y Y Y N N 

West Basin, California Y N Y Y Y Y Y Y 
("after") 
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Tocrbel and in Harano and the "after" Situations of Alanya and West 
Basin. 

Thc similarity in the pattern for these eight rules for Tocrbel and 
Harano is striking. This portion of the rule configuration is identical 
for two systems that evolved in widely separated, fragile mountain 
regions in Switzerland and Japan. '' Without transtbrming the par
ticularitics of the actual rules used in each of' these settings into a
general fbrm, this underlying similarity in structure is diflicult to
observe. Although our work on generic rule formulation is just
beginning, we can begin to see what it mcans to sort out multiple
levels of analysis and develop technical languages appropriate to each 
of the levels. Analysis of rule con figurations requires an examination 
of how particular patterns in rules-in-use affect the structure of the 
situations humans confront. Analysis of these situations, in turn,
requires an examination of' how incentives so produced lead to 
particular types of behavior and aggregate outcomes. To develop a
cumulative and cffectivc form of' policy analysis, we need to pursue
both types of analysis as rigorously as we can.'Without the analysis of
rules, the analysis of' giv'cn situations leads to a focus ol the 
immlutable structure of' the situation. Without the analysis of situ
ations, the analysis of' rules does not tell us howV people 'Will behave 
once rules havc been changed (see Majonc, 1986: 70).

By learning to understand how\' rules can be used to restructure 
such nasty social traps as Commons )ilemmas, we may come to
appreciate that altcrnativcs are availablc for resolving other social
dilemmas. Human beings not only fhce choices about how to act ingi'en situations; the\ yalso have the capacity to think about, formu
late, and select diffezrcnt ways of' structuring choice situations. 
Choices occur in different contexts and at diff:rcnt levels. When 
people learn not only how to use a commons but how to govern a 
commons, the\, arc laying the foundation for developing and main
taining sclfgoverning, democratic societies. 
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Notes 

1. Recent historical work has challenged the validity of the pre
sumption that there was a tragedy of the commons in the use of 
English open-field grazing lands, but the metaphor of the commons 
is still quite useful in other settings (Dahlman, 1980). 

2. Attributed to Merrill M. Flood and Melvin Dresher and tbr
malizcd by Albert W. Tucker (Campbell, 1985: 3), the game is 
described as follows. 

Two suspects are taken into custody and separated. The district 
attorncv iscertain that they are guilty ofa specific crime, but he does 
not have adequate evidence to convict them at a trial. He points out 
to each prisoner that each has two alternatives: to confess to the crime 
the police are sure they have done, or not to confiss. Ifthey both do 
not confess, then the district attorney states he ",ill book them on 
some very minor trumped-up charge such as petty larceny and illegal
possession of a weapon, and they wvill both receive minor punish
ment; if they both confiess they will be prosecuted, but he will 
recommend less than the most severe sentence; but if one confesses 
and the other does not, then the confessor wvill receive lenient 
treatment for turning state's evidence wvhereas the latter will get "the 
book" slapped at him. In terms ofyears in apenitentiary, the strategic 
problem might reduce to: 

Prisoner 2 

Not Confess Confess 
Prisoner 1 

Not confess 1 year each 10 years for 1, 

3 months for 2 

Confess 3 months for 1, 8 years each 
10 years for 2 

(Luce and Ilaiffh, 1957: 95). 
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Richard Kimber (1981 ) challenges the appropriateness of using the 
PD game to represent Commons Dilemmas. 

3. Scholars engaged in experimental work have examined avariety
ofttactors that may aflect the proportion ofcoopcrativc vs. noncoop
crative stratc-ies (scc, in particular, R. Wilson, 1985; van tie Kragt,
Orbcll, and l)awcs, 1983; l)awcs, McTa'ish, and Shaklce, 1977).

4. In an important article that presumes that there may be 
difl-rcnt institutional 5(Slit i S to , such situations, ()rbell and Wilson 
(1978) examine the ctl'-Ct oflusin.,.,g asingle dictator, majority rule, or
i nrestramcd ch,,ice to determine who coopcratcs and who detfccts 
under difc'crent cnvir,,nmcntal c, )ndti(ns.

5. Anthony (iddcns (1979: 5) has stressed this basic rccursive
ncss ofs icial li c by p )intiig ()ut that "structure isboth mediul and 
oulCln1C( tC Iofhecpr(IdLntli) n oflpracticCs." 

6. In a I isciriat ng stLd' oft the unintended and perversC consc
qtniccs Of national governmcntal regulation of Coastal lisheiry
res(ouii rces, Anth mx' l)avis (1984) points ont that officials of the 
Canadian Federal I)cpartment oflFisherics arc firmly convinccd that 
a "tragedy f the commons" Will (ccUr in all fishCriCs without a 
unitorm imposition O(f central regulations. lcsc natimnal regula
tions ign1OrC alld, ill S(oic cases, arc Contrary to 1ocal regulations tor 
managing small-b(oat fishcrics that havc been in practice for several
gencrati(rs. The natirmal policies arc generating substantial threats 
to the long-tcrm vlability oi" small-boat fisheries that had been
 
ecologicallv viable fOr a long tiue.
 

7. Substantial work has bccn undertaken in modern game-theory
literature on much m(irC complex situations than the standard P1) or 
(olnllills ganie in modern game theoretical literature (sce, for
example, Scltcn, 1975, 1978; Sliubik, 1982; (11uth, 1985).

8. In a kinetic rmidcl of a chemical reaction, the dil'rential 
cqUati( lS LIsed to represent the chemical rcactiii rel') on an assump
tion that the process Liider analysis can be isolated fr'om its environ

nherit. P. J.C(otirt( is has described these multilCvel, chemical systems 
in the Iollowing way. 

()n lie mic hand, th cilvirinieint issipp)scd to remaininalkcticd
antd isheld cmIllstait; it isrepresented h\' a fl\w parameters with fixed 
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values. Oin the other hand, underlying processes, at finer scales ill 
time or space, are hidden. TIleir dynamics are completely ignored. 
They arc supposed to be in astate of equilibriu,m . ... Th success and 
the accuracy of these isolated anal vses are, of'course, to agreat extent 
due to the large values ol'the difthrenccs in the time and size scales 
of the structures involved. ((ourtois, 1985: 591) 

9. A glance at the curriculum for many social science departments 
reveals sone variant of the above spatial or temporal divisions. While 
these temporal and spatial classifications are usCfIl for many pur
poses, the\, are not the only useful ways of' examining the layers of 
interlinked systems of huinian action. 

10. Biology and linguistics both advanced rapidly once the mul
tileveled nature of these disciplines was recognized and a different 
language developed for,each level. Both genotypcs and phenotypes 
arc basic structures used in the analysis of living systems. Analysis of 
agenotype explores the genetic constitution of an organism; analysis 
ofa phenotype looks at the physical manifestations of the individual 
members ofaspecies. The methods ofanalysis and scientific language 
used to describe and explain phenomena at each of these levels differ 
markedly even though, to understand cvolution, one needs to 
understand both types ofstructure and how the\, arc related. Modern 
linguistics has also been well served by aconscious separation of the 
levCl of sentence structure from the deeper transformational gram
matical structure. This has represented aslow development over time 
of' the work of' Humboldt (1836), de Saussure (119161 1960), 
Wittgenstein (1953), and Searle (1969). One of' Chomskv's great 
Contributions has becn to show that the technical language appropr;
ate br describing and theorizing about a deep transformational 
grammar is not the same language or level that is Used to analyze 
sUrfacc structure (see Chomsky, 1965, 1975, 1978). The nalysis of 
institu,tional arrangements in the social world needs a similar meth
odological sev'ering of' conceptually close systems and the develop
ment of difterent technical languages for each level of analysis. This 
does not mean that the levels are severed in everyday life, but that 
they arc perceived as separable by social scientists for analytic 
purposes. The linkages anmong levels are so intimately intertwined 
that it is extraordinarily diflictilt to separate them for analysis. 
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11. Sec Buchanan and Tullock (1962), Hayarni and Ruttan 
(1985), North (1981), V. Ostrom (1980, 1982, 1987), and Shep~le 
(1979a, 1979b). 

12. See E. Ostrom (1986a, 1986b, 1987) and Kiser and E. 
Ostrom (1982) fbr discussion of the relationship of particular types
of rules to the elements of an action situation. See Feeny (1986) fbr 
a discussion of related niethodologicai Issues that arise in studying 
Commons Dilemmas. 

13. Most of the other rules used in these two cases arc also quite
similar. They diflk'r primarily in regard to how rights are transferred 
across generations and the freedom individuals have to leave their 
villages (see E. Ostrom, 1987, for a more thorough description). 

Works Cited 

Acheson, James M. (1975) "The Lobster Fiefs: Economic and
 
Ecological Effects offerritoriality in the Maine Lobster Industry."
 
Human Ecolqv, vol. 3, no. 3, 183-207.
 

Alchian, Armen, and Harold Dlemsctz (1973) "The Property Rights

Paradigm." JournalofEconomic History, vol. 33, no. 1 (March),
 
16-27. 

Aumann, Robert J. (1987) "Correlated Equilibrium as an Expres
sion of Bayesian IRationality." Econometrica,vol. 55, no. 2 (Jan.), 
1-18. 

Axelrod, Robert (1981) "The Emergence of Cooperation among 
Egoists." American Political Science Review, vol. 75, no. 2 
(June), 306-318. 

(1984) The Evolution o Cooperation.New York: 
Basic Books. 

Bcndor, Johnathan, and Dilip Mookherjce (1985) "Institutional 
Structurc and the Logic of Ongoing Collective Action." Work
ing paper, School of Business, Stanfbrd University, Calif. 

Berkes, Fikrct (1985a) "The Common- Property Resource Problem 
and the Creation of Limited Property Rights." Human Ecology, 
vol. 13, no. 2 (June), 187-208. 

(1985b) "Fisherman and 'The Tragedy of the 
Commons'." Environmental Conservation, vol. 12, no. 3 



InstitutionalArranqementsand the Coinions J)ih'mma 131 

(autumn), 199-206. 
(1986) "Marine Inshore Fishery Management in 

Turkey: Some Examples, Problems and Prospects." In National 
Research Council, l'roceedinqs of the Conf'rence on Common-
Properti Resource Manatqement. Washington, 1).C.: National 
Academy Press, 63-83. 

Berkcs, Fikrct, and Dorothy Pocock (1981) "Self-Regulation of 
Commercial Fisheries of the Outer Log Point Bay, Lake Erie." 
Journalof GreatLakes Research, 'ol. 1, no. 2, 111-116. 

Blomquist, William (1987) "Getting Out of the Trap: Changing an 
Endangered Commons." Ph.D. diss., Indiana University, 
Bloomington, Ind. 

Blomquist, William, and Elinor Ostrom (1985) "Institutional 
Capacity and the Rcsolution of a Commons Dilemma." Policy 
Studies Review, vol. 5, no. 2 (Nov.), 383-393. 

Braybrookc, David (1985) "The InsolublC Problem of the Social 
Contract." In Richmond Campbell and Lanning Sowvdcn, eds., 
Paradoxesof Rationality and Cooperation.Vancouver, B.C.: 
University of British Columbia Press, 277-305. 

Buchanan, James, and Gordon Tullock (1962) The Calculus of 
Consent: Loqical Foundationsof'ConstitutionalDemocracy. Ann 
Arbor: University of Michigan Prcss. 

Bullock, Kari, and John Baden (1977) "Communcs and the Logic 
of the Commons." In Garrett Hardin and John isaden, eds., 
Manaqinq the Commons. San Francisco: Freeman, 182-199. 

Campbell, Richnond (1985) "Background for the Uninitiated." In 
Richnond Campbell and Lanning Sowden, eds., Paradoxesof 
Rationality and Cooperation. Vancouver, B.C.: University of 
British Columbia Press, 3-41. 

Carruthcrs, !an, and Roy Stoner (1981) "Economic Aspects and 
Policy Issucs in Groundwater Devc'opment." World Bank Staff 
Working Paper no. 496. Washington, D.C.: The World Bank. 

Cave, Jonathan A.K. (1984) 7e Col'd Fish War: Loi q-Tern Compe
tition in a 1)vnamic Game. Santa Monica, Calit: RAND Corpo
ration. 

Chomsky, Noam (1965) Aspects ofthe Theor ofSyntax. Cambridge, 
Mass.: MIT Press. 



132 ELIANOR oSTRO1 

(1975) Reflections on Lanquaqe. New York: Rtan
doma House. 

(1978) Rules and Representation. New York: Co
lumbia University Press. 

Cordell, John, and Margaret A. McKean (1986) "Sea Tenure in 
Bahia, Brazil." In National Research Council, P'roceediIqsqf thc 
Conference on Common-Property Resource Ma naqement.Wash
ington, D.C.: National Academy Press, 85-113. 

Courtois, P. J. (1985) "On Time and Space Decomposition of 
Complex Structures." Communicationsqfthe A CM, vol. 28, no. 
6 (June), 590-603. 

Cruz, Wilfrido 1). (1986) "Overfishing and Conflict in a Traditional 
Fishery: San Miguel Bay, Philippines." In National Research 
Council, Irocecdinqs ,f the Confrrence on Common-Property 
Resource Manaqement. Washington, D.C.: National Academy 
Press, 115-135. 

l)ahlman, Carl (1980) 7he Open Field System and Beyond. Cambr
idge: Cambridge University Press. 

Dais, Anthony (1984) "Property Rights and Access Management in 
the Small Boat Fishery: A Case Study from Southwest Nova 
Scotia." In Cynthia Lamson and Arthur J. Hanson, eds., Atlan
tic Fisheriesand CoastalCommunities:Fisheries1)ecision-MakilJq 
CaseStudies.Halifax, N.S.: Dalhousie Ocean Studies Programme, 
133-164.
 

Dawes, Robyn M. (1973) 
 "The Commons Dilemma Game: An N-
Person Mixed-Motive Game vith a Dominating Strategy for 
Defection." ORIRescarchBulletin, vol. 13, no. 2 (Sept.), 1-12. 

(1975) "Formal Models of Dilemmas in Social Deci
sion Making." In Martin F. Kaplan and Steven Schwartz, eds., 
Human Judqment and )ecision Processes: Formaland Mathe
maticalApproaches. New York: Academic Press. 

Dawes, Robyn M., Jeanne McTavish, and Harriet Shaklee (1977) 
"Behavior, Communication, and Assumptions about Other 
People's Behavior in a Commons Dilemma Situation." Journal 
of''ersonalityand Social Pscholoqy, vol. 35, ne. 1 (Jan.), 1-11. 

DeAlessi, Louis (1980) "The Economics of Property Rights: A 
Review of the Evidence." Researchin Law andEconomics,vol. 2, 



133 InstitutionalArraqeinentsand the Comnions Dilemma 

1-47. 
Demsctz, Harold (1967) "Toward a Theory of Property Rights." 

American Economics Review, vol. 62, no. 2 (May), 347-359. 
Ehrenfirld, David W. (1972) Conscri'inq Lift on Earth. New York: 

Oxford Universit. Press. 
Elkin, Stephen L. (1985) "Economic and Political Rationality." 

Politq,vol. 18, no. 2 (winter), 253-271. 
Feeny, l)avid (1982) The Political Economy ofj'Productivi'.i: Thai 

Aqricultural )evelopment 1880-1975. Vancouver, B.C.: Uni
versity of British Colur-ibia Prcss. 

(1986) "Where Do We Go From Here?: Observa
tions on the Implications f)r the Research Agenda." Paper 
prepared for a meeting of the Panel on Common Property 
Resource Management of the Board on Science and Technology 
for International )evelopment (BOSTID), National Academy 
of Sciences/National Research Council, Washington, D.C. 

Giddens, Anthony (1979) Centrallroblemsin Social77jeopy: Action, 
Structoure and Contradictionin SocialAnalysis. Berkeley: Uni
versity of California Press. 

Godwin, Kenneth, and W. Bruce Shepard (1979) "Forcing Squares, 
Triangles and Ellipses into a Circular Paradigm: The Use of the 
Commons )ilemma in Examining the Allocation of Common 
Resources." Western Political Quartery,vol. 32, no. 3 (Sept.), 
265-277. 

Gordon, H. Scott (1954) "The Economic Theory of a Common-
Property Resource: The Fishery." JournalofPoliticalEconomy, 
vol. 62, no. 2 (April), 124-142. 

Grofman, Bernard, and Jonathan Pool (1975) "Bayesian Models for 
Iterated Prisoner's Dilemma Games." GencralSystems, vol. 20, 
185-194. 

Guth, Werner (1985) "An Extensive Game Approach to Modelling 
the Nuclear Deterrence Debate." Zeitschriftfur die gesamte 
Staatsi'issenschaft,vol. 141, 525-538. 

Hardin, Garrett (1968) "The Tragedy of the Commons." Science, 
vol. 162 (Dec.), 1243-1248. 

(1978) "Political Requirements for Preserving 
Our Common Heritage." In Howard P. Brokaw, ed., Wildlife 



134-
I-IAN(R O)STRO)M 

and America. Washington, D.C.: onCmuncil Environmental 
Qualit', 310-317. 

Hardin, Russell ( 1982) CollectiveAction. Baltimore: Johns Hopkins 
University Press. 

Hayami, Yujiro, and Vernon Ruttan (1985) 4qriculturall)evelop
ment: An International lcrspectic. Baltimore: Johns Hopkins 
University Press. 

Heilbroner, Robert . (1974) An Inquiryinto the Human Prospect. 
New York: Norton. 

Hofstadtcr, Douglas R. (1979) Godel, Eschcr, Bach: An Eternal 
(;olden Braid. New York: Basic Books. 

Humboldt, Wilhelm y'on (1836) Uber die Verschiedenheit des Men
schlichen Sprachbaucs. Berlin: 1)ruckcrei der Koniglichen 
Akademic der \Vissenschaften. 

Kaitala, Veijo (1986) "Game-lheory Models of Fisheries Manage
ment-A Survey." In T. Basar, cd., J)ynamic Games and Appli
cationsin Econ,,,wics. Berlin: Springcr-Vcrlag, 252-266. 

Kimber, Richard (1981) "Collective Action and the Fallacy of the 
ILiberal Fallacy." World Politics,vol. 33, no. 2 (Jan.), 178-196. 

Kiser, Larry, and Elinor Ostrom (1982) "The Three Worlds of 
Action: AMe.itheorctical Synthesis ofIlnstitutional Approaches."
In Elinor Ostrom, ed., Stratgiso 'PoliticalInqui y. Beverly 
Hills: Sage, 179-222.
 

Knapp, Keith, and H. J. Vaux (1982) "Barriers to Eflrctive Ground
water Management: The Calitbrnia Case." 
 Groundwater, vol. 
20, no. I (Jan./Feb.), 61-66. 

Kragt, Alphons J.C. \,an de, John M. Orbell, and Robyn M. )awes
(1983) "The Minimal Contributing Set as a Solution to Public 
Goods Problems." American PoliticalScience Review, vol. 77, 
no. 1, 112-122. 

Levhari, D., and . Mirman (1980) "The Great Fish War: An 
Example Using a Dynamic Cournot-Nash Solution." BellJour
nal oJ Economics, 322-334. 

Lewis, Tracy R., and James Cowcns (1983) "Cooperation in the 
Commons: An Application of Repetitious Rivalry." Dept. of 
Economics, University of British Columbia, Vancouver, B.C. 
Mimeo. 



InstitutionalArraltqemncntsand the Commons )ilemma 135 

Lloyd, William F. (1977) "On the Checks to Population." In Garrett 
Hardin and John Baden, vds., Managi q the Commons. San 
Francisco: Freeman. First published in 1833. 

Luce, R. Duncan, and Howard Rtaifl (1957) Games and Decisions: 
Introduction !-ndCriticalSulrev. New York: Wiley. 

Lunsdcn, Malvern (1973) "The Cyprus Conflict as a Prisoner's 
Dilemma." joi .nalof'ConflictResolution,vol. 17, no. 1 (March), 
7-32. 

Majonc, Giandomenico (1986) "Policy Science." In F. X.Kautfinann, 
G.Majone, and V. Ostrom, eds., Guidance,Control,and Evalu
ation in the hblic Sector. Berlin and New York: de Gruytcr, 
61-70. 

McCay, Bonnie J. (1980) "A Fishermen's Cooperative: Indigenous 
Resource Management in a Complex Society." Anthropoloqical 
Quarterly, vol. 53, no. 1 (Jan.), 29-38. 

McKean, Margaret A. (1986) "Management of Traditional Com
mon Lands (Iriaichi) in Japan." In National Research Council, 
Proceedinqs (Y'the (on frence on Common-Property Resource 
Manaqement. Washington, ).C.: National Academy Press, 
533-589. 

Nchcr,P. A. (1978) "The Pure Theory of the Muggcrv." American 
Economics Review, vol. 68, no. 3 (June), 437-445. 

Netting, Robert McC. (1972) "Of Men and Meadows: Strategies of 
Alpine Land Use." AnthropohlicalQuarterly, vol. 45, no. 3, 
132-144. 

(1976) "What Alpine Peasants Have in Common: Obser
vations on Communal Tc1nurc in a Swiss Village." Human 
Ecoht, vol. 4, no. 2 (June), 135-146. 

North, Douglass C. (1981) Structure and Chanie in Economic 
History. New York: Norton. 

Oakerson, Ronald J. (1986) "A Model fbr the Analysis ofCommon-
Property Problems." In National Research Council, P)roceeditqs 
of the Confi'rence on Common-lroperty Resource Manr ement. 
Washington, D.C.: National Academy Press, 13-30. 

Ophuls, William (1973) "Leviathan or Oblivion." In Herman E. 
Dalcy, cd., Toward a Steady State Economy. San Francisco: 
Freeman. 



136 FI-.NOR osTRioMi 

Orbell, John M., and L. A. Wilson (1978) "Institutional Solutions 
to the N-Prisoners' Dilemma." American 'oliticalScience Re
iew, vol. 72, no. 2 (June), 411-421. 

Ostrom, Elinor (1965) "Public Entreprencurship: A Case Study inl 
Groundwater Management." Ph.l). diss., University ofCalifor
nia at Los Angeles. 

( 1986a) "An Agenda tbr the Study ofI nstitutions." 
Public Choice, vol. 48, 3-25. 

(1986b) "A Method of Institutional Analysis." In 
F. X. Kaufinann, G. Majonc, and V. Ostrom, eds., Guidance, 
Control, and Evaluation in the Public Sector. Berlin and New 
York: de Gruyter, 459-475. 

(1986c) "Multiorganizational Arrangements and 
Coordination: An Application of Institutional Analysis." In F. X. 
KauIfiann, G. Majonc, and V. Ostrom, cds., Guidance,Control, 
and Evaluation in the P1ublic Sector. Berlin and New York: de 
Gruyrtcr, 495-5 10. 

_ (1987) "Institutional Arrangements for Resolving 
the Commons Dilemma: Some Contending Approaches." In 
Bonnie J. McCay and James Acheson, cds., he Question o1'the 
Commons. Lucson: Universit. of Arizona Press, 250-265 

Ostrom, Vincent (1980) "Artisanship and Artifact." PublicAdmini
stration Review, vol. 40, no. 4 (July/Aug.), 309-317. 

(1982) "A Forgotten Tradition: The Constitu
tional Level of Analysis." Inl Judith A. Gillespie and Dina A. 
Zinnes, eds., Missi;t Ehencnts in Political Inquiy: Lqic and 
Levels q'Analsis.Beverly Hills: Sage, 237-252. 

(1985) "The Constitution of Order in Human 
Societies: Conceptualizing the Nature and Magnitude of the 
Task in Institutional Analysis and Development." Paper pre
seinted at the International Political Science Association meet
ings, Paris, July, 15-20. 

( 1987) 7he l'oliticalTheoy ofa CompoundRepub
lic: Desiqninqthe American Evperimcnt. Rex. ed. Lincoln: Uni
versity of Nebraska Press. 

Picardi, A. C., and W. W. Seifurt (1977) "A Tragedy of the 
Commons in the Sahel." Ekistics, vol. 43 (May), 297-304. 



137 InstitutionalArranqrments and the Commons l)iltmma 

Plott, Charlcs R. (1979) "The Application of Laboratory Expcri
mental Methods to Public Choice." IllCitbrd S. Russell, cd., 
ColIective Decision A'fakibq: Applications fi'ow Public Choice 
77eory,. Baltimore: Johns Hopkins University Press, 137-160. 

Prigoginc, Ilira (1978) "Time, Structure, and Fluctuations." Science, 
vol. 201, no. 4358 (Sept.), 777-785. 

Rolph, Elizabeth ( 1982) "Govcrnment Allocation of Property Rights: 
Why and Hlow." Technical report. Santa Monica, Calif.: RAND 
Corporation. 

Saussure, Ferdinand dc (1960) Course in GeneralLinquistics. Lon
don: Peter Owen. First published posthumlously in 1916 as 
Cours dc liquistiqueqcncralc. 

Scharpft Fritz W. (1985) "Ideological Conflict on the Puiblic-Private 
Frontier: Some Exploratory Notes." Working paper. Berlin: 
Wissenschaftszentrun. 

Searle, John (1969) Speech Acts: An Essay in tbe Philosoply of 
Lanquae. ILondon: Cambridge Universitv Press. 

Seitcn, Rcinhard (1975) "Reexamination of the Perfectness Con
cept for Equilibrium1 Points in Extcnsivc Gamcs." International 
Journalof Game 7heor,, vol. 4, 25-55. 

(1978) "The Chain-Store Paradox." 7cojy and 
1)ecision, vol. 9, no. 2 (April), 127-159. 

Shepsle, Kenncth A. ( 1979a) "Institutional Arrangements and 
Equilibrium in Multidimensional Voting Models." American 
Journalof PoliticalScience, vol. 23, no. 1 (Feb.), 27-59. 

(1979b) "The Role of Institutional Structure 
in the Creation of Policy Equilibrium." In Douglas W. Rac and 
Theodore J. Eismcier, cds., Public 'olici andPublicChoice. Sage 
Yearbooks in Politics and Public Policy, vol. 6. Beverly Hills: 
Sage, 249-283. 

Shepslc, Kenneth A., and Barn,Weingast (1984) "Legislative Poli
tics and Budget Outcomes." In G. Mills and J. Palmer, eds., 
Fedeti'lBudqet l'olicy in the 1980s. Washington, D.C.: Urban In
stitute, 343-367. 

Shubik, Martin (1982) Game Theomy in the Social Sciences: Concepts 
and Solutions. 2 vols. Cambridge, Mass.: MIT Press. 

Siy, Robert Y., Jr. (1982) Community Resources Manag~ement. 



138 

EL.INOR OSTROM 

Lt'ssonsfioin tb Zanjera.Q nezon City: Universitv of the Philip
pines Press. 

Smith, Robert J. (1981) "Resolving the Tragedy of theCommons
by Creating Private PropertN'Rights in Wildlifc." CA TOJournal, 
vol. 1, n(). 2 (autumn), 439-468. 

Snidal, Duncan (1985) "(miordination Versus Prisoners' Dilemma:
Implications for International C(ooperatioMn and 1,egimes." Ameri
can PoliticalScience l6.'4rn, vol. 79, no. 4 (l)ec.), 923-942.Sobel, Jordan Howard (1985) "Utilitv' Maximizers in Iterated
Prisoncr's )ilemmas." In Richm1ond (Campbelland Lanning
S)\wdcn, cds., ParadowesolfR ationalitvand Cooperation. Van
couvcr, B.C.: University (tfBritish Columbia Press, 306-319.Stillman, Peter G. (1975) "Thc Tragedy of the Commons: A 
Rcanalysis." Alternarti',es,vol. 4, no. 2, 12-15.

Ullnlann-Margalit, ldlla (1977) 7he Emner ence qf Norms. New 
York: Oxfor,-d University, Press. 

UpLI of, Norman (198,5) "P plc's Participation in Water Manage
ment: Gal ).va, Sri l.anka." In Jean Claude Garcia- Zamor, cd.,Public Participation i: 1)eI'elopment Planning and Manage
ment: Cases f'omn Aliica and Asia. Boulder, Colo.: Wes icw
 
Press, 131-178.
 

Wade, Robert (1986) "'). mo n -Propcrty Resource Management

in South Indian Villages." In National Rescarch (ouncil, Pro
ceedinqs ofthe Cn fi-rence on Common -Propery, "vou ce Man
aqemnent. Washington, D.C.: National Acadcm, Press, 231-257.
Welch, W. 
 P. (1983) "The Political Feasibility of Full Ownership
Propcrty Rtights: The Cases ofTP)lltion and Fisheries." Policy,
Sciences, vol. 16, no. 2 (Nov.), 165-180. 

Wcschler, Louis F. (1968) Water Reso:trces Management: 17e Or
anqc County Evpreience. Califi inia Government Series no. 14.,Institute of' Governmental Aflhirs, University of California at 
Davis. 

Wicgandt, E.B. (1977) "Communalism and Conflict in the Swiss 
Alps." Ph.D.diss., University of Michigan, Ann Arbor.Wilson, John (1986) "Subjective Probability and the Prisoner's 
)ilemma." ManaqementSciences, vol. 32, no. 1 (Jan.), 45-55.Wilson, Rick K. (1985) "Constraints on Social Dilemmas: An 



139 InstitutionalA rranementsand the Commons Dilemma 

Institutional Approach." Annals of OperationsResearch, vol. 2, 
183-200. 

Witt, Ulrich (1986) "Evolution and Stability of Cooperation with
out EntfrcCable Contracts." Kvklos, vol. 39, 245-265. 

Wittgcnstcin, Ludwig (1953) PhilosophicalInvestiqations.Oxford: 
Blackwell and Mott. Published posthumously. 



5 Ronald . Oakerson 

Reciprocity: A Bottom-Up 
View of Political Development 

Introduction 

Development is usually viewed from on, of two angles, assumed to 
be complementary. One is economic development, associated with 
the growth of markets, firms, and industries. The other is political 
development, associated with the rise of democratic states-sover
eign governments, each with an appropriate administrative apparatus 
(a bureaucracy), political apparatus (competitive political parties and 
a representative parliament), and legal apparatus (a unified system of 
courts). Both economic and political development tend to be viewed 
as "national" in character-as different aspects of an integrated 
process of "nation-building." Building a new nation is frequently 
thought to entail the destruction of diverse organizational capabili
ties associated with an older order. Instead of adding incrementally 

I am %erygratcthil to )avid Fceny, John Kincaid, Elinor Ostrom, Vincent Ostrom, Hartmut 
Picht, and Susan Wynnc for their insightful conlments on earlier drafts. 
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to an existing organizational infrastructure, the task of nation
building is presumed to involve the creation of a new and dominant 
modce of organization, the nation-state, that largely displaces tradi
tional patterns of association labeled, often pejoratively, as manifes
tations of "'colonialism" and "tribalism." 

The purpose of this paper is to officr a new conception ofpolitical
development different from that implied by "nation- building,"
drawing upon the following ideas: ( 1) reciprocity, (2) primary local 
units of collective action, and (3) Constitutional choice. A discussion 
of development processes in these terms then follows. 

Reciprocity 

At the core of economic thought, including development econom
ics, lies the concept of exchange. This concept denotes the economic 
nexus, the basic relationship between individuals in a market model. 
An exchange is based upon an explicit quid pro quo between two 
parties. It is a productive relationship in the Pareto-superior sense 
that both parties are left better off while no one is left worse off.An 
exchange is also a relatively complete transaction, that is, its value 
does not depend on future exchanges (though some of the transac
tions we ordinarily treat as exchange do not quite meet this crite
rion). As economic dcvelopncnt occurs, tile range of oppoi runities 
fbr exchange increases. When we look upon economic development 
as a process over time, rather than as the state of a system at a point
in time, what we observe is an expanding set ofchoices for constitut
ing exchange relationships. 

Is there a similar process that can be said to characterize political
development? Political activity does not consist ofexchanges in the 
market sense of the term. This point was recognized clearly by John 
Dewey (1927), who defined a "public" as a group of people affected 
by a transaction but not party. to it. A political process consists of 
activity that secures the representation of those interests not fully
accounted for in market transactions. Since Dewey, economists have,
beginning in the 19 50s, elaborated numerous models of such 
relationships-externalities, common-pool resources, and public
goods. These problems cannot efTctively be addressed by the 
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creation of markets organized to fhcilitate exchanges anmong affected 
persons. 

The question, however, is whether there is some analogous 
relationship that, like exchange in the case of economic develop
ment, characterizes political development. (I am assuming develop
menit of a democratic character, but I leave aside for the moment the 
problem of defining democracy.) The standard economic analysis 
simply presumes a "government" capable of addressing "non
market" issues.' What those "nonmarket" or governmental relation
ships might consist of is usually left unspecified. The implicit model 
of political dcvelopment as nation-building presumes that national 
elections, national legislation, and national administration arc the 
central processes that characterize political development. Unan
swered in this conception, however, is the character of the political 
nexus-the sort of relationship among persons out of' which a 
productive political community is constructed. Is the nexus of 
political development one that is productive in the sense that 
exchange is productive? 

I suggest that productivepoliticalrelationshipsfbllow a pattern of 
"reciprocity," and that reciprocal behavior is the activity that charac
terizes a productive politics. Political development, parallel to eco
nomic developmclt, consists of the cxpansion of opportunities fbr 
productive reciprocity. 

Reciprocity is similar to exchange (Boulding, 1972; Oakerson, 
1985). Both exchange and reciprocity arc mutually pmductive 
transtfrrs. Both increase social welfhre. Reciprocity is difficrent from 
exchange, hovever, in its lack of'discreteness. Not a series of discrete 
cxchanges, reciprocity is more like one on-going "exchange" over 
time, a continuing relationship between or anmong persons based 
upon mutual expectations of behavior. In a reciprocal relationship, 
each individual contributes to the welfare of others with an expecta
tion that others will do likewise, but without a fully contingent quid 
pro quo. One can withdraw from frture participation, but cannot 
withhold participation contingent upon the participation of others. 
Unlike exchange, where each party's action is fully contingent upon 
the action of others, reciprocal relationships arc exposed to the 
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possibility of "free rider" behavior, the strateg of enjoying the, 
contributions of others while contributing nothing oneself. "Shirk
ing" is a form of "easy riding," where one does less than expected in 
a reciprocal relationship. 

The considerations relevant to the establishment and mainte
nance of reciprocal relationships also difter significantly from those 
relevant to simple exchange. While it is useful, for some purposes of 
economic analysis, to abstract from the "real" world and create a 
simplified mental construct of exchange relationships that are devoid 
of moral and personal considerations, to treat reciprocity in the same 
manner isto miss its most important dimensions. Tihe establishment 
and maintenance of reciprocity depends criticall, upon the proper
tics of trust, fhirness, and mutual respect. The language and precepts
of moral reasoning are fundamental to reciprocit, (see chapter 12 of 
this book). While it is possible for exchange to occur on quite a 
narrow base of agreement, reciprocity requires broader agreement 
on the basic norms of social intcraction. 

The exchange "model," which I have described, must, of course, 
be distinguished fi-om the range and variety of "exchanges" that arc 
known to occur. 2 This exchange model is in some cases more a 
caricature than an accurate representation. Yet it embodies a set of 
assumptions that underlies most of the analytics in microeconomics. 
Some economists (Williamson, 1979; R. McKean, 1975) have 
rccognized that certain "cxchangcs"-labor contracts, for example
involve the establishment of long-term relationships not easily
understood in terms of ordinary exchange. The contract becomes 
more like a "constitution" that articulates in general terms the basic 
rules ofa continuing association. Outcomes then depend more upon 
the degree of reciprocity that develops in a continuing relationship
than upon the explicit terms ofan "exchange" that occurs at the time 
a contract is signed. 

Reciprocity occurs as both pair-wise (two-person) and N-person
relationships. Pair-wise reciprocity tends to be treated in sociological 
circles as "social exchange"; N-person reciprocity is generally de
noted as "collective action"I (Olson, 1965). Both involve the ability
of people to make extended commitments to one another over time. 
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Much more than an ordinary exchange relationship is involvcd, even 
Nv'hcn some of the language and procedure of exchange is used. 
Coercive arrangements can be used in the maintenance of reciprocal 
relationships, as in the maintenance of cxchangc relationships by 
means of contract law; but coercion is distinctly secondary in both 
exchange and reciprocity insolar as individuals contribute to the 
well-being ot" one another. The problem of collective action, as 
developed by Mancur Olson (1965), for example, is greatly clarified 
when wc realize that it is the establishment and maintenance of 
reciprocity, not simply the introduction of coercion, that isat issue. 

It iswidely recognized that political development turns upon the 
creation of new capabilities for collective action in order to provide 
public goods and to manage common-pool resources. The conlclu
sion freqticntly drawn, however, is that instrumentalities of coercion 
need to be strengthened as a substitute tbr ordinary social relation
ships based upon willing consent. Potential recourse to coercion may 
be a necessary condition of reciprocity in large groups; i- may be a 
convenient tool of reciprocity even in smaller groups; but it is never 
a sufficient condition of' reciprocity in any group. How to make 
coercie instrumentalitiesseeri" the interestsofreciprocity is the central 
problem oJ'politics and political development. This is a much more 
delicate and complex task than the mere crc-rion and use ofcoercive 
capabilities. 

Taming the Use ofcoercion is not the only difficulty involved in 
the cstablishment and maintenance of reciprocity as a base for 
dcvclopmcnt. Indeed, the inability to draw freely Upon coercion 
underscores the critical need tbr trust and mutual adherence to 
norms of fairnes,; in order to sustain reciprocity. Trust and fairness 
depend in part upon the mental constructs that individuals use to 
understand their relation to one another. It tbllows that develop
mcnt isconstrained by the conceptions of social order that prevail in 
a society.' If' individuals share an image of society that is extremely 
hierarchical, or cgalitarian but cutthroat, reciprocity will be slow to 
cmcrgc. In such a society, much of the task of development is 
intellectual or philosophical. It entails the creation and dissemination 
of' ideas capable of transforming the basic conception of social 
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relationships that, for the society in question, establishes the Darame
ters of permissible social change. 

Primary Local Units 

National development cflorts easily become preoccupied with humnan 
relationships on a grand scale. Massive projects are frequently an 
important ingredient in development. Overlooked, neglected, or
taken fir granted in this perspective arc the social infrastructures of
development, consisting ofa network of relationships among people
that requires, in the aggregate, large investments of time and eflbrt 
to build. In order for large-scale development efforts to serve the
interests of discrete communities in a society, these cflbrts must be 
tied to infrastructuires that arc rooted in human associations based 
upon reciprocity.
 

Near the base of tile social infrastru-ture in any society can 
be
found collective units-one step removed from family relation
ships-that tend to nurture reciprocity. TocquIevillc referred to the
"village or township" as "the only association which is so perfectly
natural that, wherever a number of men are collected, it seems to 
constitute itselt' (Tocqueville, 11835] 1945: 62). Such small-scale
associations can be viewed as the primary local units of collective 
action in asociety. Whether fbrmally or informally constituted, they
are ubiquitous. Tocqueville went on to point out, however, that
"although the existence of the township is coeval with that of man,
its freedom is an infrequent and fragile thing" (p. 62). His subse
quent account of the early American township can also be read as a
theoretical argument that the freedom and autonomy of primary
local units, such as the township, are positively related to citizen 
reciprocity and local productivity (Oakerson, 1986).

Primary local units, although they may acquire coercive capabili
ties, emerge from the voluntary face-to-face interactions of people
who join together to provide themselves with collective goods. They
tend, therefore, to be limited to those who directly benefit from 
those collective eflbrts. These local eflbrts can become the basis for 
a wider range of collective activities that extend beyond the imme
diate community; or, contrariwise, larger collectivities can impose 
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restrictions upon primar. lo1cal units that inhibit their productivity. 
In general, the productivity of 'prinar, local units depends uponi a 
number of factors both internal and ext ernal t<) their (organization. 

A Wide variCty 0)prini arl( I0cal units exist in both highly devel
oped and less dCeCle)pdCtL )Untrics. S( mlue part of'what iscalled "local 
gocwrlnClt ll might be )nIstrtCd as a set )f priniary 1()cal Units, but 
not all. In addition to residential commluniiics, ()I- neighborhoods, 
primary local units can bc disc)'ercd iii fisheries, pastures, and 
w)odlots, amonmg other olml)nIi-prpertV resourc,.s (see National 
Academy of Sciences, 1980). New primary' local units are emerging 
in relation to public housing uniiits and wo rk places. In the realm of 
rclighin, the parish or local congregation is the primary local unit of 
church orgailizati n. The common interests that bring communities 
togcther vary. (See chapter 7 ofthis book lor adetailed discussion of' 
aprimary local unit based on kinship in Botswana. )Vincent Ostrom 
(19 87a) has emphasized the broader political significance of' the 
great variety ofI' primar' lIcal units in maintaining a ;tcs publica, or 
public realm of'intcracti(m and communication outside the official 
realm of governmcnt, even in the face of' repressive regimes. 

lcspitc the ubiquity of priniary local units, the degree to which 
general units ot'govcriment give formal recognitiom to and make 
explicit use Ol these communit\'- bascd associations varies widely. 
Intcrnally, primary' local units tend to be scl -governing, being 
go\'crned directly by those persons who derive immcdiate benefits 
fi'om the collective activities. Extrnallv, some primary local units 
have dc ficto atit(iomy, but iio political guarantee of that auton
om,. Ot hCrs, inl tding (historically) Tocqucvillc's townships, have 
legal autmnomy', and are subject only to general rules of'law, not to 
administrative control by general units of go'ernmcnt. 

The immediate advantage of a greater reliance on primary local 
units is a higher level of' local productivity. Citizcns, instead of 
"spinning their wheels" in seeking action firom central bureaucracies 
or distant gov'ernments, practice self" help. They apply their resources 
to productive activity, as opposed to "rent-secking" (seeking to gain 
at the expense of' others), wvhich is usually considered to be unpro
ductive cconomic behavior. Most literature on rcrt-secking assumes 
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this behavior to be virtually Synonymous with political activity. If 
political development is grounded in primary local units, then 
politics can become a means of increasing the "common vealth" of 
a society, and so contribute to the total set of goods available. 

The villingness of citizens to contribute to productive social 
activity depends upon institutional arrangements that link individual 
self-interest with reciprocity. To pursue one's self-interest and to 
practice reciprocity wvith others arc rational, consistent behaviors. Yet 
individuals can interpretalso their selfinterest in ways that are 
inconsistent wil reciprocity, ways that lead to various manifestations 
of frec-rider behavior. Iocq uCville's reference to "self interest rightly
understood" (118351 1945 vol. 2: 131 ) is to self interest practiced
within the limits of reciprocity. Primary local units support the 
pursuit of "self-interest rightly understood" by providing a social 
context that encourages self-interested individuals to behave with 
recipi-ocity. The returns enjoyed in common from the joint efforts of 
individuals are visible and apparent to each member of'a community.
Individu,'ls have an interest in enlisting the contributions of others; 
but it is diflicult to ask others to contribute without reciprocating.
Out of self-interest, thcref'ore, individuals tend to observe the norm 
of -eciprocity, leading each person to contribute with others to a 
stream of joint undertakings that, on balance, benefit everyone.

The long-term advantage of relying upon primary Units is of still 
greater significance, that is, the learning that occurs among local 
citizens who engage in patterns of reciprocity, and the extension of 
that rcciprocity, to more specialized relationships involving larger
communities of interest. Reciprocity learned among local citizens 
can be transferred to relationships anmong local commtunities and, by 
a variety of'principal-agcnt relationships, to the governance of larger 
commu,nitics of interest including "the nation." Learning, and the 
extension of learning to new circumstances, is a developmental 
process. On reflection, it is difficult to imaginc a process of political
development without parallel processes of learning. The processes of 
development mutLst therefore be consistent with the conditions for 
learning and its diffusion as new opportunities are created and new 
problems arise. 
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The opportunity for individuals to learn how to finction in a 
mutually productive manner depends upon a plentifll number of 
situations in which social knowledge can be generated, conjectures 
tried out, and errors corrected. A multiplicity of primary units may 
theretore be a necessary condition of the social learning that is 
relevant to political development. It was in this sense that l'ocque
ville characterized local institutions as the primary schools ofdemoc
racy. 

ILeaming and reciprocity are closely tied to the capacity of primary 
local units for self-governance. In a thCe-to-fhce commtunity, officers 
can be held accountable as mtich by social processes of pair-wise 
reciprocity as by formal procedures of election. Reliance on profrs
sionals need not be adependency relationship, and a large number 
of opportunities can be made available to ordinary citizens to 
participate in local aflhirs. Yet the productivity ofprimary local units 
also depends upon the scope of action allowed to them by more 
inclsive political communities. Primary local units can be regulated 
or preempted by overriding political (or, in the case of the church, 
ecclesiastical )authority to such an extent that the costs ofproductive 
local action become prohibitive to the individuals involved. 

Primary local units of' collective action bring the processes of 
human reciprocity to bear upon the problems and opportunitics 
created b jointness and interdependence-publicness-among 
human beings. Primary local units are to political reciprocity as a 
marketplace isto economic exchange: ameans of association framed 
by a set of'rules desiqned toJhcilitateinutuallyproductivebehaviorin 
relation to a pairticu/arset oJ'common problemsand opportunities. 

Constitutional Choice 

Constitutional choice isthe choice ofrulcs used to design political in
stitutions. As such, aconstitution consists of a set ofnrules desiqnedto 
fihcilitate reciprocalbehavior in relation to particdarsets oftcommon 
problems and opportunities.In the context of nation-building, con
stitutional choice may be viewed as providing apoint of departure 
but little more. One of the keynotes of "modcrn" political science is 
that constitutions are rhetorical deviccs used to justi6, rather than 
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design arrangements of government. In the nation-building model 
of political development, this ;s probably the case. But in the 
alternative model of political development being urgcd here, consti
tutional choice is more than a point of' departurc-more than a 
rhetorical device of thosc who rule. It is, rather, a legal capability,
enjoyed by an indefinite number ofcommtnitics within a socict,, to 
constitute and reconstitute mttally productive associations (see 
Ostrom, 1987b). 

For constitutional choice to work-and to servc as an instrument 
of political declopment-a variety of commu,nities must be able to 
create a variety of difircrnt types of association. Among these 
commnities '\'ill be thund "the nation." In any political system there 
mnLIst be at least one, but not ncccssarih only one, general unit of 
government. It is not necessary that a general unit of government
directly create ()rconstitute all other governmental units. The 
creation of primary local units, especially, can be rcscrvecd to citizens, 
acting through processes ofconstittitional choice established for this 
purpose. The constitution of general units of government is simply
one essential clement in a broader constitutional order. 

The tuh's (j'asociation in a society arc ofa fundamental constitu
tional order. These include rules of'voluntary association and vaning
degrees ofinvol untar association according to specified procedures., 
Rules of association lay the foundation for continuing processes of 
constitutional choice in a society. In the American context, the basic 
rules of association would include the First Amendment ofthe U.S. 
Constitu tion; state constitutional and statutior, provisions relating 
to the creation of corporate charters (both private and public); and 
general (state) enabling legislation allowing for the creation of 
various units of governance in relation to specified typcs of prob
lems.' In the creation of public units, rulcs of association relax the 
rule of' willing consent that is the standard f'or private units. The 
choice of an appror-iatc set of collective decision rules for the 
creation of public units will tend to vary from one type of unit to 
another, in response to the different types of problems for which 
those units arc designed. A society therefore requires at least two 
levels of constitutionalchoice, one to speciy, (and modi6,) rules of 
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association, and another to use those rules for constituting new 
associations in relation to discrete problems and opportunities. 
While this can be conceptualized as a hi level phenliimenon, a large 
and colmplcx democratic society may create a complex constitutional 
order that c(c)nsists of many ()pp()rt in itics tfc)r constitutional choke. 

((i stitutimal ch( )iccs cont rast to) program choices w opcra
tional choices. Anational dcvch)pmcnt orientation tends to focus on 
the latter, viewed as a series ()f management or implementation 
problems. The potential fi r development cmei sO10 be VicwCd as an 
administrative challenge, to he met by marshaling resources through 
bturecCratic pr CCssCs. LOst in this co nception is a v'iew ofdc\'elop
ment as an cxpansi( (A'the capabilities of individuals in various 
comnii ii ities to0 respc )d to their collcctiVC prbICoblems th rough a 
varicty ()ass()ciations. Multitplying the oppo()rt unities fo collective 
action is a development pro )ccss that depends mo re critically upon 
constituti( nal choice than up(cn public management. 

Developmernt Processes 

With these three itcllcctual tols-rcciprocity, primary local units, 
and c)nstituti)nal clo)icc-vc can construIct anl altcrnative: concep
tion o)f po litical dcvclpmcnt. That conception begins with the 
rcc()gnitl(o, little ml)rc than a truism, that any process of' develop
ment is bicrcnmc'utl (( )st rom, 1987a, refers to "emergent" proper
tics). The truism alerts us to a critical consideration: cflorts directed 
t(\ward encouraging devClopment ought to pay careftul attention to 
the existing base. In general, a lscf'ilI maxim in development work 
would be "l)om't dcstr(y the basc!"' Or, more precisely, ")ecide 
what part oft hc existing structure ofsocicty constitutes a usCfil base, 
and seek to prcserc and build upon it." In any society, the potential 
dcclopncnt base consists of' existing patterns of exchange and 
reciprocity. 

We know that local communitics, if simply let alone by a central 
govcrnmcnt, can frcqucntly develop elaborate patterns ofrcciprocity 
in relation to specific problems and opportunitics-flr example, in 
the governance of'variotus common -pool resources.7 These patterns 
of'reciprocity are characterized as "informal" by those who consider 
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only state instrumentalities to be "tbrlal." The evidence is, never
theless, that sLICh patterns reflect cndurinqqbrms of organization. 
New institutional arrangcments can be built on this durable base. To 
do otherwise is to waste scarce institutional capital. 

Institutional development ofthis sort can take anumber oftorms. 
One isfor existing primat , units to develop secondnl,: units dcsigncd 
to enhance primary-unit productivity, perhaps by taking into ac
count somewhat larger communities of' interest or by capturing 
greater economies-of-scale. Secondary units need not exhibit the 
same selfgov'erning characteristics as primary units if'closcl tied to 
primary units in an interorganizational milicu. ' (Many secondary 
units can be purel\ private associations, organized on the model of 
trade associations or consortia. ) Another possibility is fbr individuals 

facing new problems and opportunities to establish new primary 
local units. A new housing development, new conditions of scarcity 

in a common-pool resource, the establishment of a school, problems 
ofstreet crime and disordcr-any ofthcsc circu instances can providc 
an occasion tor the organization of new primary local units. New 
primary and secondary units both grow out of' and extend further, 
the existing patterns of rcciprocity among persons and their agents. 

For this sort ofdcvclopnicnt to occur, the rules of association in 
a society must be sulficiCntly open to allow for new associations to 
emerge and, inl the case of public associations, must make available 
certain powers of government. Instead of amonopoly on the powers 
of government, a system based upon a reiteration of constitutional 
choice allows for a dispersion of powers, not simply among existing 
institutions and offices, but within an expanding set of public units. 
Inchoate communities must he able to overcome holdout problems 
in order to establish new patterns of rcciprocity. A strict reliance on 
a rule of unanimity ma' induce individuals to abandon reciprocity 
instead of cultivate it. Rules of association may therefbre relax the 
rule ofunanimity in circumstances that arc carcfuilly circumscribcd by 
law. This will allow various communities to exercise constitutional 
prerogatives. 

The importance of reciprocity in patterns of political develop
ment is to cnsurc that development is mutually beneficial anmong the 
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individuals and c )namtLnitics ccn.cerned. In the absence of" rccip
ic)Citxv, p1)litics bcC )iiisa zrcl'V SUill g;irr ill which s(mec individuals 
tusC the instru nitalitics oftg -cimrmnt ti make hcnisclvcs better 
Of" at the cxpciisc (I( )thcis. Thechmg rti ccmsequence ()lf sLch a 
prc )CCSs is apt to be iicgativc Suim1i, resulting ill an escalation o)I* 
pcwec-ty, 'ic)lencC, and rc lPc(h1ticitical diC\'eclpmeCt \\'it l(ut 
rccip~rcity makes as mtch sense as cC,()iciiiic d'cl(opiicint Withf)lt
exchange. 

'lhe iaicr (bIjcct c)ii toc rcciprc )city as a pr()c)Css ()f 1 litical 
dc\'Cl)iiCt is t lie \'ic\ 1tfiat it is cc liincd to) very small associations, 
)rI.gaiizcd on tile basis c)* lace t-Iccce relationships, and that it 

cannot, thc'cth rc, be used to cc )nstiute a largecscict'. As argued 
ab we, recipr()citNv is indeed inu rttircd iii primary Iccal Units, and the 
pr liftratic)n cl stich inits is iistruvmc ital ill the process ()tdc\Cl(p)
noint . Butt primary l()cal Liiits are 110t stlicient. Primary units can 
dlc\'cp()I) scci)idr,\. 1inits t) adre,ss larger-scale (c)icc'tis.Gclcral 
tiits ()t*g(c)veriniit arc reqtIircd to mainataina a gCncral lianicwork o' 
sccial ()rdc. 1o what CxtCnat can pticte'ns t'ncc ip'( city predominate 
inl relaticon tc gccral units c0t gwcrnmicnt in a large and cccmplcx 
scct'? The usual answer given is, Very little if.at all. 

'he cent ral issue is cc ercic. If Iw can coc'cicti be cconsistent 
with i rcciprl)cit\y? A cocrccd exchange is a nc )cxcliaiigc. low can 
reciprccibv be aly di l-rciit" This isa basic puzzle in p(itical tlc cry.,) 
()lte sc)Iltic n that hias been dcvCl pcd il Wcstcrn tli()tuglit is tcc 
st'tlrC tireliinst itt1tics (cc rcicn c11the SallC pattern as rcip
rcCit\'. "[lic iselc cccrcic.nci itsel l*ii'List be rccipr(cal: one who cc ci-ces 
()thcrs today is subject t) potCtial ccr)ei'cilcn tonic) rrcw)\. It is this 
cciligulration crelaticnsliips that we rcler t as a "rule c tlaw."OC()i 
to the cxtcnt that tlisc ovexeicise the prerogative's ()t'govcrnmCnt 
in ascciety are thCmseleCs subject toca rule c f'la\w, (i the petition of 
citizens, can the prc ccesses cc" rCciprc cityv extend toc patterns cf' 
pclitical dc\ clpnlncl . 

Many lcss-devel pcd naticons exhibit sevcre asymmctrics iii the 
distributionl Of political authority'. The impovrishmcnt ofI these 
sccieties is as much pcclitical as it is ccotmmic. The absence of'a rule 
ccItlaw iontines recipr~city t0 lIacC-to-t1ccL iceccomuiiunitiCs \w'here indi
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viduals engage in repeated interactions and there is an underlying 
symmetry of their social condition. 'he extension of reciprocity' to a 
broader set of relationships is sharply curtailed. Rules ofassociation 
are then designed to inhibit rather than to facilitate the establishment 
of autonomous units, and patterns of dominance and subordination 
prevail over patterns of' reciprocity. 

Even highly asymmetric political relationships nevertheless cx
hibit some degree-h wever small-of'reciprocity. Rulership always 
comes at aprice, and those on top will be keenly aware of the political
price they must pay to stay where they are. To begin to modif, a 
general constitution in which serious asymmetry exists, what needs 
to be done isto raise the price of rulership. 1o do this, one must find 
wa's of'introducing ne\' elements of'swNlyctr in order to Icevrage 
greater reciprocity fiom rulers. Success w\'ill depend upon a capacity 
to sustain such relatively autonomous organizations as private busi
nesses, labor unions, churches, and local governments, which arc 
able to constrain the decisions ofrulers. 'he broad political signifi
cance of these organizations can come to overshadow their ostcn
sible purposes. Only the development of countervailing structures of 
authority and power can introduce greater reciprocity into the 
gcncral constitution of a society in which serious political asynmc
tries exist. 

In many less-developed societies there can be little progress in the 
extension of reciprocity without prolonged political struggle. But, as 
V. I. Lenin has taught us, every such political movement must have 
a theory. If the theory that informs the strugglc is one in which the 
purpose of the movement is to seize control of the centcr of' power 
in order to exercise the prerogatives of rulcrship, such a movement 
cannot aftord to extend patterns of reciprocity. To succccd in 
extending reciprocity, the purpose ofthe struggle must be to alter the 
conditions of' rulership, not simply to displace those who rule. The 
gradual extension of reciprocity in asociety must be accompanied by 
patterns of social learning in which individuals learn to take account 
of one another and to act in relation to one another only within 
limits. Learning those limits, and gradually institutionalizing those 
limits, is the essential condition of productive political relationships. 
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Conclusion 

1)velopmeCnt isbluilt il humanl aspirations. It has many dimensions: 
econi)mnic, social, Pc litiCal, and intellectual. TO) enable a people to 
rcaliie-o r to reach t( 'ard-its aspirations requires many ditlkircnt 
institL t i11S. 1fltrts to pr widectooIs OfdveChlc0pment must not lose 
sight Of lhe essential deviChpilicilt proCesses: exchange and rccip
ro cit'. Bo th are alsoi highly deiendent upon a proccess of' learning. 
InstitlftiIS O ifdc\Che tllcnt must be dtCsiglCd o fister essential 
/w+0ccsscs f dlc\'Ch pIllllt. Pri maru' 1in Us cftasscIciat icin and structurCs 
tf constitltit lnal choice arc perhaps fiorecost among these instit i

t1irS. Nhrc cr, exchange an,111rciprTccity are not indcpcndcnt 
phicm,nallc and liai nte1nnce1C Ofthe ilst itut i )ns. The cstablishmnC 
of cxchangc---m-arkcts, firms, laws, ccItrts---arC highly dependent 
upc in prciduc0iive c ilitics, that is,upill reciprc If political devCl )citV. 

pipmlcnit is to serve tle f'uLflliletct if'htiman aspirations, it can not be 
divorced I oil reciprocity, an1 mcVM than c( c im0ic deveTlopmCnt 
calt be divc w.cd Ilili Xc1hangC. I)CVC0jllc nt must both spring 
fi-oim reciprc ity and serve it. 

Notes 

1. An alternative traditil inleconomic theory, usually labeled as 
"public choice," has explicitly addressed the ditficulItiCs inherent in 
ccnstituting g iclrnmlclts able to correct market deficiencies. The 
seminal wo rk is that cf James M. Buchananl and Gordon "llock 
(1962). 

2. By the samectoken, a reciprocity model compels a distinction 
bCt\CCn the si niplified cha.racteristicscOftlhC model and the rich arrax 
c f reciprocal relatiomships that occur in any scciety. 

,,. Bth "sccial exchange" and "collective action" are in a sense 
misnomers. Social exchange isnot exchange in the market sense; it 
canncot be explainedC in the basis cit immediate return. (There is a 
large literature that draws upc1)m sicial-exchange thcory; see Blau 
11974 i: 204-2 111, fi 1a discussion cif the concept of social exchange 
ill much the same terms as rcC:iprocity.) Collective action, by the same 
tcikcn, is not1)the acticon of a collccti\ity, but rather the reciprocal 
actions tCfindividuals in relation to one another. Collectivities can 



156 RONALD J. OAKI.JISON 

make choices; but only individals can act. To the extent that 
individuals "act" collectively, they do so by virtu,e of mutual under
standing and coordination. 

4. 1am indebted to Susan Wynne tor suggesting this point to me. 
5. One would also include Article IV, Section 3, of the U.S. 

Constitution pertaining to the admission of new states to the union 
(not an unimportant prowision in the course of'American political
and economic dcvclopmcnt); and Article VI, which includcs treaties 
as a part oI' the supreme law of' the land and, thus, includes the 
possibility of constituting multinational communities of vhich the 
United States is a constituent member. 

6. This maxim was recognized by Amilcar Cabral (1973) in his 
advice to "return to the source" (see especially "National Liberation 
and Culture," 39-56). 

7. See especially the essays by Bcrkcs, Wade, and McKean in 
National Academy offScicnccs 1986. 

8. In Tocqtieville's account of' carly America, the county is a 
secondary unit used to providc goods and services local in nature but 
bcyond the capability of individu~al townships. 

9. Thomas Hobbes (in Lctiathan) and J. J. B.1sscau (in On the 
Social (:ontmi'act) each developed interesting responses. In order for 
reciprocity to prevail in ordinary human relationships, Hobbes 
thotight it iecessary to allow the absolute dominance of a sovereign 
ruler who functioned as the source of law,. In Hobbes's conception, 
social relationships arc based upon reciprocity, but political relation
ships arc based upon dominance. The productivity of social relation
ships depends upon a rule of law that is exogenously imposed. 
Rotisscau developed the antithesis ofHobbes's solition: reciprocity 
occurs naturally or sponta ly in ordinary human relationships,
but must be cxtcndcd artificially to include rulers. A rulc of law is then 
endogenous to society, rather than imposed by a Hobbesian sover
eign. Hobbes's explanation is consistent with the nation-building 
tradition of' development (though mLuch more attentivc to the 
recqilirement of' reciprocity in society), while Rousscau's account 
provides a basis for the alternative conccptualization advanced in this 
paper. 
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6 David Feeny 

The Demand for and Supply 
of Institutional Arrangements 

Introduction 

The analysis of the effects of institutions on economic performance 
lies at the heart of economics. Yet institutional analysis freque;-ly 
remains implicit and important issues are left unaddressed. There is, 
however, a growing realization within the discipline of economics of 
the importance of institutions and the need to analyze them rigor
ously. The traditional three pillars of economic theory-endow
ments, technologies, and preferences-are incomplete. The fourth 
and implicit pillar is institutions. Institutional arrangements inform 
decision makers about their standing and about the consequences of 
their behavior. It is institutions that assign authority in relation to the 
endowments of land, labor, and capital. Institutions matter. 

The author acknowledges the many helpfiil comments ofVincent Ostrom on earlier drafts of 
the paper. Helpfiul comments were also received from Sycd Ahmad, Daniel W. Bromley, Peter 
George, Yujiro Hayami, Stuart Mestelman, Elinor Ostrom, Hartmut Picht, Vernon W. 
Ruttan, 1'. W. Schultz, and Dan Usher. 
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That the, do matter is rccognized indirectly throughout tile 
discipline of economics. Numcrous lincs of inquiry arc based on this 
premise. Examplcs inclUdc comparative economic systems, the 
property rights school, theories of contract choice, investigations of" 
alternative market arrangcments in experimental econofics, and 
public finance. Yet in many of these subdisciplincs the importance of 
institutions is seen in the somewhat narrow context of particular 
issues or problems. The broader conclusion that institutions matter 
in general rather than just in specific contexts is generally left 
unstated. That institutions matter is a conclusion that has been 
reached deductively (see, for instance, Arrow, 1985; Solow, 1985). 
It has also been reached inductively by economic historians attempt
ing to explain the process ofcconomic growth and dcvcopncnt (see, 
for instance, Hicks, 1969; North, 1971, 1978, 1979, 1986; North 
and Thomas, 1970, 1971, 1973; Davis and North, 1970, 1971; 
Matthews, 1986). 

The prominence of institutional change in the economic history 
and development litcraturc has several fou,ndations. First, unlike 
most economists, economic historians and development economists 
have typically examined the functioning ofeconomics whose institu 
tional endowments have difk'crcd markedly from the daily reality of 
the imestigator. For the economic historian the movement back
wards in time confronts the scholar with an economy that dify rs in 
endowments., technologies, and institutions. Prefierences too may 
la\c differed, but economists have gcnerally maintaincd that the 
basic structurc of human wants has rcmained stable even as the 
specific items that cater to those desires ma' have changed. While the 
economic historian's journey has been through timc, the dcvclop
ment economist often makes a similar journey across space. 

A second path that has led to the realization of the importance of 
institutions has been that explanations of the factors accounting fbr 
growth and development that omit institutions and institutional 
change arc incomplete and unsatisfactory. Growth in factor cndow
nments has clearly contributed to growth in the material standard of 
living. Yet per capita input growth can account for only a small 
fraction of per capita output growth. This realization has focused 
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attention on technological change as a mainspring of economic 
growth. ('reful investigations ofthe process oftechnological change 
have revealed that institutions matter both in the generation of 
technological change and in people's ability to realize the potential 
gains from such change. Of the former, patent systems, systems of 
publicly funded agricultural research and development, and invest
ments in human capital are examples. Joint-stock companies, limited 
liability, and legislation widening access to incorporation have 
fhcilitated the accumulation ofsufficient capital to realize the econo
mics-of-scale embodied in new technological processes of produc
tion and exchange. Studics in economic history, demonstrating a 
clear interaction bctwncc technological and institutional change, 
have led some investigators to tcus On institutions and institutional 
change in abroader context than that of technological change alone. 

If institutions matter-if they afri.ct the performance of an 
economy-then, to be complete, atheory of economic change must 
include a thcory of institutional change. A simple outline of a 
framework for the analysis ofinstitutional change isthe subject ofthis 
cssay. [he microcconomic theory of exchange presumes ethical, 
social, and legal fbundations that inform parties about how they are 
expected to act and what kinds of agreements they can enforce (see 
chapters 11 and 12 of this book). Many macroeconomic models 
presume a central monetary authority, fiscal authorities, the exis
tence of product and input markets, and a host of supporting 
institutions. Even though economic theory contains basic approaches 
of widc gencrality and generalizes relatively well within major 
institutional paradigms, it is still conditioned on institutions (Solow, 
1985). 

The prominent roles of both technological and institutional 
change in economic growth and development are high on the 
research agenda of economic historians. The close intellectual rela
tionship reflects the fact that new technologies have often generated 
incentives fi)r the creation ofnew institutional arrangements. Several 
investigators first approached institutional change largely as a by
product of technological change that permitted the potential gains 
of technological change to be realized (see Hayani and Ruttan, 
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1971; North Lnd Thomas, 1973). In order to introduce the theory
of institutional change then, it is appropriate to begin by briefly
reviewing the demand-and-supply approach to the analysis of tech
nological change. This approach serves as a metaphor for organizing 
our thinking about technological and institutional change. The 
analysis of technological change is more familiar and provides an 
analogy for beginning the exploration of institutional change. 

The Demand for and Supply of Technological Change 

There are several complementary approa,'es to the specification of
the demand for technological change. J ,hn Hicks in his Theory of 
Wages( [1932 ] 1963) proposed that technological change isinduced 
by changes in relative factor prices. As the cost of a factor of
production rises, firms substitute, within the existing technology,
cheaper factors ofproduction fbr the now more expensive one. Hicks 
extended the argument to hypothesize that firms would respond to 
the trends in relative factor ;rices by focusing their search for new 
technologies on new methods that would permit them to substitute 
the increasingly cheap factors for the increasingly expensive ones. 
When interpreted within the economic history of modern industrial 
economies, the rise in real wages was then seen as a driving force 
behind the inducement of a stream of labor-saving technologies.
Hicks did not argue that all technological change was the result of
such an inducement mechanism. Firms had an incentive to develop
and utilize any technology that reduced cost and increased profit.
The argument was, however, that the search was biased toward 
finding substitutes for increasingly expensive factors of production.

There isin fact abundant evidence linking trends in relative factor 
prices to directions in the factor-saving bias of technological change
(see, for instance, Hayami and Ruttan, 1985; Binswanger, 1974a,
1974b, 1977; Binswanger and Ruttan, 1978). Thus a land-scarce,
labor-abundant Japan developed a stream of biological technologies
that permitted the substitution of fertili:zer and labor for land and 
raised crop yields. Contemporaneously in the United States, which 
possessed a land-abundant, labor-scarce economy, a stream of 
mechanical agricultural technologies were innovated in the nine
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teenth and twentieth centuries that permitted the substitution of 
capital and land for labor. 

The evidence suggests strongly that the direction and pace of 
technological change respond to forces that shape expectations 
about the profits of innovation (additional evidence is discussed in 
Rosenberg, 1972; Griliches, 1957, 1960). Yet a demand-induced 
model of technological change is incomplete. High harvest-labor 
costs and the importance of timeliness in harvest operations created 
a market in nineteenth-century U.S. agriculture for machines to 
harvest small grains. The development and diffusion of the reaper 
and subsequent technological developments arc consistent with the 
demand-induced model. Yet the same incentives existed for the de
velopment of machines such as the corn picker, cotton picker, and 
milking machine. Viable machines for these tasks, however, appeared 
in the early twentieth century rather than in the mid-nineteenth. 
What accounts for the delay? An important insight is offered by 
William Parker (Davis, et al., 1972: 379-389). While the reaper 
imitated the simple motion of the arm, thL other innovations 
required much more sophisticated devices, ones able to imitate the 
actions of the human hand. In sum, these innovations were difficult 
and costly and their emergence was constrained on the supply side 
(see also Rosenberg, 1972, 1982; Ruttan, 1982; Hayami and 
Ruttan, 1985; Boguc, 1983). 

Extending the Metaphor:
 
The Demand for and Supply of Institutional Change
 

just as much of the early investigation of technological change
 
focused on the mechanisms of demand inducement, so a number of
 
prominent works on institutional change employed a Coaseian
 
perspective (Coase, 1960) in which institutions were seen to be
 
altered when the benefits from change exceeded the costs. The
 
approach explicitly recognized the importance of transaction cost in
 
affecting the choice of institutional arrangements. Unfortunately,
 
the political economic aspects of the supply of institutional change
 
wvere, in general, implicit. 

An example might be usefil. Douglass C. North and Robert Paul 
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Thomas (1973) characterize the origins of the feudal system of 900
1500 in Europe as the result of an exchange ofprotection and justice,
supplied by military elites, in return for labor services and other in
kind payments, provided by peasants. The classic manor is seen as a 
viable institutional arrangement in a land-abundant, labor-scarce 
econony in which there was a high demand for protection and a 
military technology with rather limited economies-of scale. The low 
population density in conjunction with a lack of security and 
transportation infrastructure meant that there were only rudimen
tary product markets. In such an economy, rulers could not rely on 
the collection of money taxes and instead utilized a portion of the 
serf's labor services to produce the ruler's consumption bundle. The 
abundance of land and scarcity oflabor implied a system of property
rights in man; the high costs of supervising slave labor and lack of a 
market for the output of large-scale slave-agricultural production
implied the choice ofserfdom instead of slavery as the form of human 
property rights (see also 1)omar, 1970; Engerman, 1973). In North 
and Thomas's account of economic change in Western Europe, it 
was population growth, changes in military technology, and the rise 
of commerce that created the incentives for altering feudal institu
tions and, in England and the Netherlands in particular, resulted in 
a set of commercial and private property institutions that contributed 
to economic development. 

A number of additional examples of the demand-induced ap
proach to institutional change could be provided (they would 
include some of the case studies considered in Anderson and Hill,
1975; Davis and North, 1971; Hayami and Ruttan, 1971; Libecap,

1978; )ennen, 1976; and Umbeck, 
 1977). The accounts of the 
evolution of institutional arrangements in these works are insightful
and correct up to a point, but the analysis is still incomplete.
Although the authors do not, in general, explicitly state that change
will occur whenever the marginal social benefits exceed the marginal
social costs (including transaction cost) the lack of attention to the 
supply side of institutional change leaves that impression. In each of
the examples given above, institutional change is seen as promoting
the growth in efficiency and as being efficient. There is an implicit 
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assumption, with some explicit exceptions, that the findamental 
constitutional arrangements aflorded a broad choice set, and that a 
particular set of institutional arrangements was chosen on the basis 
of its efficiency characteristics. Just as Jacob Schmookler (1962) 
explicitly suggests that the supply of technical change highlywas 

elastic, and that therefore the direction of embodied technical
 
change responded to the trend in the demand for capital goods, so
 
institutional change is viewed in the earlier literature as being
 
induced by trends in relative prices and the size of the market. It is 
as ifit were being assumed that institutional innovation took place in 
a perfectly competitive political arena guaranteeing that only cfli
cicncy-improving innovations would be selected. 

Yet it is not difficult to provide countcrcxamplcs either of the 
adoption of innovations for which the net social benefits were 
negative, or of the thilure to adopt innovations with positive net 
social benefits. At a more subtle level, it is also possible to provide 
examples in which the timing of the adoption was affected by tile 
more narrow interests of governmcnt officials (see, for instance, 
Kikuchi and Havami, 1978a, 1978b; Havami and Kikuchi, 1978; 
Hayami, et al., 1976). 

An example ofthe fhilure to adopt an innovation with positive net 
social benefits is fOund in the case of pre-World War II irrigation 
policy in Thailand (Fceny, 1979b, 1982a, 1982b, 1983a). A diver
gence of elite net bcnefits and social net bencfits led to fhilurc of the 
induced public-investment mechanism. The integration of the Thai 
economy into the international economy in the nineteenth century 
and appreciation of the price of rice led to a boom in rice exporting, 
so that the area under paddy cultivation and exports of rice increased 
dramatically. An important repercussion of these trends was an 
appreciation in real land prices that in turn focused attention on 
interventions to increase the productivity of land: agricultural re
search and irrigation investments. The demand for land-productiv
ity-increasing technical and institutional change was strengthened in 
the early twentieth century as officials became concerned with the 
apparent decline in land productivity. 

Because of the physical characteristics of the Central Plain of the 
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Chao Phraya River valley, the region that accounted for the ov.er
whelming bulk of rice exports, a large dam and extensive system ofcanals were required in order to provide irrigation services for the
Central Plain.I The broad river valley with its gentle slope precluded
effective small-scale projects or pieccmeal development. Thc indivisi
bility of the facilities and need for coordination over a large geo
graphic area indicated a role for central government as opposed toprovincial or local government or local collective-action groups. Tihe
latter had been important in the provision of' irrigation sen'iccs innorthern Thailand, where the small mountain v'alleys were conducive 
to effective small-scale projects. 

A proposal for a dam on the Chao Phraya River at Chainat wasforthcoming in late 1902. The project was designed by a noted
Dutch irrigation engineer, J. Homan van dcer Heide, who had
previously worked in Java. From 1902 through 1909 he repeatedly
articulated his proposal and supported his arguments with a detailed
plan that included estimates of' the pecuniary costs and benefits 
(increased land taxes, charges for water) to government. Subsequent
analysis (Feeny, 1979b, 1982b, 19 83a) using the social cost-benefit 
analysis framework corroborates arguments made by "'an der Heide
that the project offired Thailand substantial positive net social
benefits. It Would have generated an internal rate of return of 19 to22 percent, a rate that compared favorably to those earned on other

infrastructure investments made in the period, such as railroads. In

addition, by the later 1910s 
or early 19 20s, investing in irrigation
would have been a cheaper way to expand paddy production than
expanding the area under cultivation (Fceny, 19 83a). Counterfac
tual ex ante estimates that utilize only information available at the
time of the policy debates on irrigation also indicate a high social rate 
of return on irrigation investments. 

In spite of the cogent arguments by van der Heide and other
advocates of investment in irrigation, evidence of the high potential
social rate of return on such investment, and the familiarity ofThai
officials with the benefits of canal development, irrigation proposals
were repeatedly rejected until the post-World War II period when,
with the support of the World Bank, the van der Heide project was 
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finally undertaken. 
What accounts for the delay? Two divergences were crucial in 

afl cting irrigation policy. First, there was a conflict between the 
goals of national security and economic development. Thailand was 
thced with an imperialist threat throughout most of the period. The 
threat implied high returns in national sovereignty to investments in 
public administration and the military, and related infrastructure 
investments, such as railroads. These, in fact, were the investments 
that Thailand chose to pursue during the period. Such investments 
were also in the interests of the central government in Bangkok, 
enhancing its sccurity with respect both to foreign powers and 
domestic regional elites. A Unitary bureaucratic fbrm ofgovernment 
was gradually developed; Bangkok was increasingly able to exert its 
control over the provinces (Battve 1974; Brown, 1975, 1978; 
Bunnag, 1968; Holm, 1977; Ramsav, 1971). 

The imperialist environment also had important implications for 
Thai public finance. Treaties signed with the Western powers and 
Japan in the mid-to-late nineteenth century froze rates of taxation on 
exports, imports, and land at relatively low rates (and also provided 
for extraterritoriality). It was not until 1926 that Thailand was able 
to renegotiate the unequal treaties and regain fiscal autonomy. Thus 
the ability ofTihailand to raise government revenue to support public 
investment was highly constrained. Thai!and was also reluctant to go 
heavily into debt and risk fbreign interference. Irrigation investments 
that vould require fbreign loans vere therefbre unattractive; con
tinuing to rely upon privately financed expansion of the area under 
cultivation, on the other hand, involved fewer public resources and 
minimal risk of fbreign interference. 

The second important divergence was between the private inter
ests of elite governmcnt officials and the economic interests of the 
nation. If the van dcr Heide project had been undertaken and most 
of the Central Plain provided with irrigation, tenants would have left 
the Rangsit area, where many government officials and members of 
the royal thmily owned land, to migrate to newly irrigated lands. The 
largest irrigation investment made in the Central Plain in the pre-
World War II period was the Pasak project, designed to benefit the 
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Rangsit area. Rangsit was also the site of tile first rice experiment
station in Thailand, established in 1916-1917. Thus when govern
ment officials were to be tile main beneficiaries of public investments,
the demands for interventions to improve land productivity were 
met; when such interventions would have been harmful to the
interests of important officials, the demands were left unmet. This 
failure had important repercussions for Thai agricultural and eco
nomic development. 

Thus the supply of institutional change is important; trends in tile 
demand, although necessary, are not sufficient fbr understanding the 
path of change. Elements of political economic analysis are crucial;
the political and economic costs and benefits to the ruling elites are 
a key to explaining the nature and scope of change. These inductive 
insights have been incorporated into more recent analytical thinking
about institutional change and reflected in the on-going evolution of 
thought. Vernon W. Ruttan and Yujiro Hayami (1984; see also 
Hayami and Ruttan, 1985; Kikuchi and Hayami, 1980; Ruttan,19 78a, 1978b, 1981) have extended and broadened their previous
work on induced institutional change, with particular emphasis on 
the factors affcting the supply ofit. Their framework is based on four
variables of fundamental importance: resource endowments, tech
nology, institutions, and cultural endowments. 

Cultural endowments include not only tastes and preferences but 
dimensions of culture that structure relationships that have been 
transmitted from the past. Thus the framework provides scope for 
the influence of religion and beliefs on the supply of institutional 
change. It also allows fbr changes in technology, resource endow
ments, and institutions to affict culture and thus the cultural 
endowmcnt in subsequent periods. Institutions are viewed as "the 
rules ofa society or organizations that facilitate coordination among
people" (Ruttan and Hayami, 1984: 204). Institutions reflect con
vcntions of behavior that have evolved in societies. 

Ruttan and Hayami suggest that their framework be used to
analyze the interrelationships between changes in each of the four 
major variables in a recursive general-equilibrium approach. The 
framework specifies direct and feed back relationships between changes 
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illeach pair of the variables. The demand-and-supply model of 
technical and institutional change isthen seen as being nested in this 
larger framework. 

The important role of nict gains to elite decision makers is 
reflected in Hayami and Ruttan's characterization of the supply of 
institutional change. They argue that 

the supply of major institutional innovations necessarily involves the 
mobilization of substantial political resources by political entrepre
neurs and innovators. It is useful to think in terms of a supply 
schedule of inst it iolmal innvation that is determined by marginal 
cost schedules tftcing political entrercncurs as they attempt to 
design new institutions and resolve the conflicts amonag various 
vested groups (or suppression of opposition when necessar'). We 
hypotlhcsize that innovations supplied it'institutional will bc the 
expected return fiumi the innovation that accrucs to the political 
entrepreneurs exceeds the marginal cost of mobilizing the resources 
,leCcssar"\ to introduce the intnovaticn. To the extent that the private 
return to the political cntreprcneurs is dittircnt from the social 
return, the institutional innovation will not be supplied at asocially 
optimum level. "lhucs,the supl[ly of institutional innovation depends
critically on the power structure or balance among vested interest 
groups ina socicety. ( Ruttan and f-lavami, 1984: 2 13) 

North (1981 )argues that atheory of institutional change requires 
three basic components: property rights, the state, and ideology. The 
state is viewed as an organization with a comparative advantage in 
violence (North, 1981: 21 ). Because the essence of property rights 
is the right to exclude, the state-with its comparative advantage in 
v:olence-is able to spcciV, and enforce property rights. 

North analyzes the state within the framework of' a wealth
maximizing ruler who trades ser'ices (protection, justice) fbr reve
ntie. The state, in this view, attempts to act as a discriminating 
monopolist, devising property rights fr separate constituents in 
order to maximize state revenue. The state is constrained by the 
potential fbr rivals in the form of other states, or of individuals in the 
same state who could ofler constituents better terms. Economics-of 
scale in the provision of law, justice, and defense arc seen as a basic 
source of civilization. 

North stresses the fundamental tension between social eticicncy 
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and the maximization of re'enUe to the ruler. The ruler has the
incentive to maximize the rents from the property rights system that 
accrue to him. Within that objective, the ruler has the inccntive to
reducc the transaction cost to maximize the output of society, and 
tluIs the base fbr tax revenues. Both the threat ofpotcntial rivals and 
the transaction cost of collecting tax revenucs imply that the ruler 
tolerates inefficient property rights. In North's view, thercorc,
inefticicnt propcrt , rights arc likcl, to be wid:.espread; the challenge
of economics is to explain the aberrant ,.mcrgcnce of eflicient 
property rights that, North argues, contribu ed to the economic rise 
of Western Europe (especially in the Netherlands and England).

Ineflicient property rights persist because the frce-ridcr problem
inhibits the organizational development necessary to alter the insti
tutional arrangements. The frece-rider problem is thus important in 
accounting for the stability of states. By the same logic North argues
that institutional innovation "will from rathercome rulers than 
Constitucnts since the latter would always thce the frce-rider prob
lem" (North, 1981 : 32). Thus, North argues that adjustmcnts will 
be undertaken when private benefits to rulers exceed private costs to 
rulers. 

Another key component in North's framework is ideology.
Ideology is seen both as a normative system and as a comprehensive
worldview that orders, interprets, and legitimizes beliefs. North 
argues that organizations (including the state) invest heavily in 
socialization in order to provide ideological convictions to constrain 
maximization of self-interest. SuCCcssfhl ideologies must be capable
of accommodating changing cirCumstances-retaining the loyalty of
older groups while capturing the loyalty of new ones. North further 
argues that 

most cruCially, an\, successfid ideology must ovcrcome the free-rider
problem. Its fundamental aim is to energize groups to behave 
contrary to simplc, hedonistic, individual calculus of costs and
benefits. This is the central thrust of major ideologies since neither
maintenance of the existing order nor its overthrow is possible

without such behavior. (North, 1981: 53)
 

Changes in ideology-both in terms of a conventional wisdom 
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concerning why and how relationships are to be organized and in 
terms of providing a basis for equit, judgments-are therefore a 
findamental component of'economic change. Yet analytical tools to 
examine and explain ideological change arc poorly developed. This 
point, made by North, is similar to points made by Ruttan and 
Hayami concerning the lack of adequate theory for explaining 
changes in cultural endowments. Such factors, however, are seen as 
being fundamental to the explanation of insttuLItional change and 
economic growth and development. 

The Demand for and Supply of Institutional Change: 
Beyond the Metaphor 

In what follows I shall provide the sketch ofa heuristic framework of 
the demand fbr and supply of institutional change, a sketch that 
builds directly on previous work. Components of the framework will 
be introduced and motivated. The framework will be presented in a 
simplistic but general firm; one major lesson of the analysis of 
institutional change (and of economic history in general, see Feeny, 
1987) is the importance ofspeciling the details of the situation that 
is being analyzed. Thus, the framework identifies general categories 
of variables that must in turn be given concrete form relevant to the 
particular historical or contemporary institutional change being 
considered. 

Definitions. The presentation of a heuristic framework of insti
tutional change should include a definition of "institutions." The 
definitions and usage of this term in the works of Lance Davis, Yujiro 
Hayami, Douglass North, Ronald Oakerson, Elinor Ostrom, Vin
cent Ostrom, and Vernon Ruttan arc basically compatible, perhaps 
reflecting the direct and indirect influences of John R. Commons. 
For our purposes the definition provided by North will be adopted. 

Institutions provide the framework within which human beings 
interact. "l'hcy establish the cooperative and compctitive relation
ships which constitute a ,ociety and more specifically an economic 
order .... Institutions are a set of rules, compliance procedures, and 
moral and ethical behavioral norms designed to constrain the behav
ior of individuals. (North, 1981: 201-202) 
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It is useful to delineate categories of instititions. North (1981:
203) distinguishes among constitutional rules, operating rules, and
normative behavioral codes while noting that in practice they
overlap. Davis and North (1971: 6-9) distinguish between the 
institutional environment and institutional arrangements while de
lineating certain related concepts: the primary action group (makes
decisions/initiates change); the secondary, action grOup (established
by the primary action group to further its interests); and institutional 
instruments (documents or devices employed by action groups).
Vincent Ostrom (see, for instance, chapter 15 of'this book) distin
guishes among levels of choice, from the constitutional lcvcl to the
level of collective action to the operational level. Similarly, in the 
context of the analysis of dccision-making arrangements for the 
managcmcnt of common property resourccs, Oakerson (1986:
17-19) specifics three categories of rules: rulcs that go'ern the con
ditions of collective choice within the group; operational rules used 
to regulatc the use of thc commons; and extenal arrangemcnts (the
rules that govern the relationship of the group to other groups and 
authorities). 

The common thrust of' thCsC typological systems is that it is
cssential to distinguish basic and fundamental rulcs about how
 
socicty is organized (the constitutional level) from actions taken

within that constitutional f'ramcwork 
or paradigm. A constitution
 
can be dcfincd as spccif'ing the terms and conditions of governance

(collective choice). Governance 
 includes the setting of rules, the 
application of rules, and the cntforccment and adjudication of rules.
The constitution includes oral and written traditions; it refers to 
more than documents as such. The constituttional order is therefore 
the first catcgor, of' institutions; it specifics the fundamental rules 
that cst:blish the conditions of collective choice. These arc the rules 
for making rules. The category includes, "the set of' fundamental 
political, social, and legal ground rules that cstablishcs the basis for 
production, exchange, and distribution" (1)avis and North, 1971: 
6). These rulcs are meant to be costly to modif , and change more
slowly than the operational rules that arc derived from them. The
foCus in the first category of institutions is on the terms and 
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conditions of collective choice. 
The second category of institutions refers to the institutional 

arrangements (borrowing from Davis and North, 1971) created 
within the framework of the constitutional order. This category 
includes the operational rules in the typologies provided by North 
and Oakerson. It includes laws, regulations, associations, and con
tracts. 

Following North, the third category of institutions refirs to 
normative behavioral codes. Like the constitutional order, these 
behavioral codes evolve more slowly and arc more costly to modify 
than institutional arrangements. Codes of this sort are important in 
legitimizing both the constitutional order and the institutional 
arnrngemcnts; indeed, they provide the basis for normative inquiry 
in the society. This concept of institutions includes the "cultural 
endowments" described in the firamework of Hayami and Ruttan 
and "ideology" in North's framework. 

In addition to providing definitions of the categories of institu
tions, it is neccssary, in a heuristic framework of the demand for and 
supply of institutional change, to specify, what is endogenous and 
what is exogenous. The endogenous variables in this framework 
include institutional arrangements and the degree of their utiliza
tion. The constitutional or~ter and the normative behlavioral codes 
are taken as exogenous. 

A heuristic framework oftndogenous institutional arrangements 
represents a compromise. It is a major advance relative to conven
tional economic analysis, in which all institutions are explicitly (or 
implicitly) taken as exogenous. Yet by considering two major cate
gories of ilstitutions (the constitutional order and normative behav
ioral codes) to be exogenous, the heuristic framework is not capable 
of analyzing all and, in particular, the most dramatic institutional 
change. The framework is not meant to address the more fundamen
tal and important analysis of constitutional choice: choosing the 
conceptions and rules for making rules. Yet I argue that the compro
mise is warranted. The analytic loic of thc theory of endogenous 
institutional arrangements would apply to a more ambitious model 
of institutional change. Refinement in theory and empirical testing 
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is, however, ficilitated by the less ambitious approach. 
In the more ambitious framework the investigator can make 

important contributions by weaving consistent stories of the evolu
tion of institutions that are analytically sound and empirically accu
rate. A good example of the approach is given by North (1981). Tile 
ability to tell a consistent story is an important test of the analytical 
framework; yet more rigorous and demandin.c empirical tests of the 
model are not facilitated by the broad sweep of the argument.

On methodological grounds, the less ambitious approach, in
 
which only institutional arrangements arc endogenous, offers both 
advantages and disadvantages relative to an approach in which all 
institutional change is endogenous. First, :ssdhe ambitious ap
proach is anal.yually more tractable; the analysis isconsiderably
simplified by,r.aki.ig the constitutional order as given. Second, more 
rigorouF and quantitative testing of analytical frameworks is facili
rated in the less ambitious approach. Models o i,titutional change 
can be tested through story telling (tbr more on methodology arid 
argument in economics see McCloskey, 1983; see also Field, 1979,
1981, 1984; Grabowski, 1988). Yet at least parts of the story and 
some major hypotheses need to be subjected to more rigorous
empirical tests. The results :f such investigations may then be 
incorporated into modifications to the analytical framveworks, thus 
improving theory. The ability to reject hypotheses is enhanced. 

A further advantage ofthe less ambitious approach isthe relatively
shorter duration of the time period suitable for subjecting models 
derived from the hcuristic framework to empirical testing. Norma
tive behavioral codes c',olvc slowly. Similarly, the constitutional 
order evolves slowly but occasionally is subjected to major discrete 
changes in the form of revolutions. Thus the investigator seeking to 
test empirically a model of institutional change that views the 
constitutional order as endogenous will need to use a long period of 
time for the sample frame and/or focus on shorter but less typical
periods of major change. In tile fbrmer approach, a great many other 
factors (technology, population) are also likely to have changed
substantially over such a long period of time that it is difficult to 
analyze the effects of the changes in institutions separate from the 

http:r.aki.ig
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effects ofother changes. The latter approach poses special problems 
of separating the general from the idiosyncratic. 

The advantages of simplification and facilitation of empirical 
testing come, however, at considerable cost. By taking the constitu
tional order as given, the investigator is invited to invest intellectual 
effort into providing better answers to less important questions. An 
approach in which institutional arrangements are endogenous and 
the constitutional order and normative behavioral codes are taken as 
exogenous needs to be complemented by other approaches, ones in 
which all categories of institutions are endogenous. The latter are 
both more difficult and more important. The framework here is 
designed to explain the creation and dissolution of institutional ar
rangements. It is also designed to explain the level of utilization of 
existing institutional arrangements. 

All institutional arrangements have the potential to affect both 
the distribution of income and the efficiency of resource allocation. 
Much of the early demand-induced model of institutional change
focused on the evolution of institutional arrangements, primarily in 
terms of their cffects on cfficiency. Models of rent-seeking (see, for 
instance, Bates and Rogerson, 1980; Krueger, 1974) explicitly 
explore the incentives to create institutional arrangements to redis
tribute income, and the resulting implications for efficiency. These 
positive models of government policy reflect the same kind of 
thinking that is emphasized in the analysis of the supply of institu
tional change. 

Thus the institutional arrangements that are endogenous in the 
framework may be redistributive or allocative arrangements in their 
intent. The distinction between the two is,however, not particularly 
meaningful to the agents involved in changing institutional arrange
ments. The distinction reflects the viewpoint adopted by the analyst. 
The viewpoint typically adopted in economics is that of society as a 
whole with a basic assumption that all persons receive equal weight 
in considering changes in income distribution. .hus the focus ison 
the allocative effects of institutional arrangements. Institutional 
arrangements that create opportunities that more than offset their 
costs are viewed as providing net gains; arrangements that create 
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costs that exceed benefits generate net losses. The approach is neutral 
to whoever receives the income. 

This normative criterion of efficiency (see also chapter 11 of this 
book) is a useful analytical device. Yet the agents involved in change 
have their private criterion of personal gains and losses and are not 
indifferent to the income distribution effiects of institutional arrange
ments. Positive modeling of change in institutional arrangements 
needs to take income distribution into account. 

Although the framework is designed to explain change in institu
tional arrangements of both a distributional and an allocative char
acter, it may be useful to focus research on the latter. The incentive 
to use the rules of collective choice to create institutional arrange
ments that will shift the income distribution toward oneself always 
exist and can be expected to be opposed by the potential losers. The 
results of the struggle change over time as demographic, technologi
cal, and other changes affect the relative power of various groups. 
Perhaps the more interesting puzzle is to explain efficiency-improv
ing institutional change against the constant background of redis
tributivc struggle. 

Institutional arrangements and their level of utilization are the 
endogenous variables in the framework. Exogenous variables are 
classified into either demand or supply factors. The framework builds 
explicitly on the previous work of Davis, Hayami, North, Ruttan, and 
Thomas. (For related approaches, see also dc Janvry, 1973, 1977; 
Guttman, 1978, 1980, 1982, 1987; La Croix and Roumasset, 1984; 
Otsuka, Kikuchi, and Haylami, 1986; Posner, 1979, 1980; Roumas
set, 1978; Roumassct and La Croix, chapter 10 of this book; Schultz, 
1968). 

The Demand for Institutional Change. The basic source of the 
demand fbr changes in institutional arrangements is the recognition 
that existing arrangements leave potential gains uncaptured. Agents 
realize that by altering existing arrangements they could capture 
gains that cannot be obtained under the institutional status quo. The 
incentive to alter institutional arrangements to shift the income 
distribution toward oneself and away, from others is obvious. The 
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demand for institutional change is, however, not exclusively redis
tributional in character. New forms of property rights creating new 
production Opportunities that enhance efficiency while, of course, 
affecting the distribution of the gains, are also examples of the 
demand for institutional change. 

The logic of the tramcw'ork is that agents wvill demand new 
arrangements when the net expected benefits to them ofcreating and 
utilizing the new arrangements are positive. The viewpoint is that of 
the individual or a group of individuals for whom the expected 
benefits exceed the expected cost. Naturally, the expected net 
bcncfits for other groups and tor society as a whole may diffr-in 
many cases quite dramatically. Although the statement of the 
motivation behind the demand for new institutional arrangements 
provides a useful generalization, its high level ofgenerality may serve 
to obscure as well as illuminate the issue. 

This heu ristic framework of institutional change combines the 
comparative static analysis of equilibrium with an evolutionary 
perspective through itcrativc application. Thus change in one period 
becomes part of the endowment and status quo in the next, in turn 
affecting the subsequent demand for and supply of change. This 
heuristic framework postulates an initial equilibrium in institutional 
arrangements that is then shocked by a change in one or more 
exogenous factors. Comparative static analysis isthenI used to analyze 
the effects of the exogenous shock on the equilibrium set of 
institutional arrangements. 

In this framework a number of factors, exogenous in the heuristic 
firamcwork of institutional change (but perhaps endogenous in a 
model of economic development), arc the factors that affect the 
demand tor new arrangements, the factors that change the expected 
net benefits o>faltering institutional arrangements and therefore shift 
the demand for institutional change. Important demand-side factors 
arc relative product and factor prices, the constitutional order, 
technology, and the size of the market. 

Demographic and technological change have frequently been 
important sources of changes in relative product and factor prices. 
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Examples in the contemporary world include the effects of mecha
nization, the introduction of fcrtilizcr-responsive varieties of rice, 
and the elects of population growth on labor-market institutions for 
the recruitment and supervision of rice-harvesting labor in Indonesia 
and the Philippines. Yujiro Haaami and Masao Kikuchi (1981) 
provide an analysis of the cvolution of the harvest-labor institutions. 
Traditional arrangements provided access to harvest labor employ
ment for all village members at a fixed share of the paddy harvested 
by the laborer (tbr instance, one-sixth or one-eighth). Hayami and 
Kikuchi demonstrate that, given rice yields on native varieties and the 
prevailing level of wages, the harvest-share wage was in equilibrium 
with the level of wages in the local economy. The harvest-share wage 
had a further i:-vantage from the point of VicwV of the cultivator: it 
reduced supcrv'sion cost with respect to the alternative of paying a 
daily wage fbr agricultural workers. 

The cquilibrium of the harvest-share \\,age with daily wages was 
shocked by several trends in the 1960s and 1970s. Population 
growth exerted a depressing effect on the level ofreal wages; in some 
localities real wages did in fact decline, while in others the increase 
in the supplyof labor was offset (or more than offset) by shifts in the 
demand fbr labor. In addition, technological change in agricultural 
machinery (sometimes reinfbrced by credit policies that favored the 
acquisition of modern equipment) lowered the cost of machines as 
a substitute for harvest labor. Finally and more importantly, new rice 
varieties dramatically altered yields. Thus while there were down
ward pressures on real wages (population growth and reductions in 
the cost of mechanical harvesting) there was a dramatic growth in 
paddy yields, implying that the traditional share of the harvest 
exceeded substantially the local daily agricultural wage. It should also 
be noted that the new rice varieties increased the demand for 
agricultural labor both by increasing the amount ofwork involved in 
raising a particular crop and by facilitating double cropping. Double 
cropping in turn increased the demand fbr timeliness in agricultural 
operations, thus further increasing the advantages ofmechanization, 
especially in irrigation, plowing, harvesting, and threshing. 

From the point of the view of the cultivator, the old share wage 
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exceeded the cost oflabor and assigned too much of the gains from 
adopting the new technology to hIrvest laborers. Naturally the 
harvest laborers resisted attempts to reduce the share toward a new 
equilibrium. A variet' of new arrangements emerged. There was, 
however, a choicce of three primary responses: mechanization of 
harvest operations, the hiring ofextravillage han'est labor teams, or 
the innovation ofa new share- harvest arrangement with an implicit 
reduction in the share wage. Havami and Kikuchi argue that the 
response adopted depended M the relative bargaining power of 
harvest laborers and cultivators. In villages with little social cohesion 
(often in rcgi( )s that were frontier settlements in the late nineteenth 
to carly twentieth century) the co-i to the cultivator of breaking with 
custom was low. In these situations mechanization was often adopted 
if the topography of the land and existing water control system 
fhcilitated it. If not, standing crops were often sold to persons from 
outside the village (who had no traditional share-harvest rights), and 
they then recruited extravillagc workers to harvest the crop. 

In villages with higher degrees of social cohesion the costs of 
breaking with custom \\ere more substantial. In some cases cultiva
tors were able to negotiate a reduction in the harvest share; more 
commonly the rights to access to harvest-labor employmenit were 
restricted to those who had performed "free" weeding labor on the 
field during the growing season. Hayami and Kikuchi demonstrate 
that the amount of paddy received, according to the traditional 
harvest-share rule, divided by the hours of weeding labor plus the 
hours of harvcst labor arc roughly equivalcnt to the prcvailing 'aily 
w%age for agricultural labor. Thus the new institutional arrangement 
restored the cquilibrium in w\'ages in the hanest-labor market while 
preserving the substance of local custom. New institutional arrange
ments were innovated in response to changes in both technology and 
relative factor prices. 

Changcs in the constitutional order, the basic rules of' govern
ment, can afk.ct protoundly the expected costs and benefits of 
creating new institutional arrangements and thus the demand for 
them. The carly histon, of the United States provides a useful case 
study. Among the important trends in the constitutional order was 
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an extension of voting rights from a more exclusive group of 
property-owning adult white males to virtually universal adult-white 
male suffrage by 1865 (Davis and North, 1971: 64-73). From the 
point of\'iew of the framework, the changes in voting rights are taken 
as exogenous. Davis and North speculate that the emergence of 
political parties, the intlhInce of the French republic on democratic 
ideals, and the entry ot new trans-Appalachian states that had granted 
universal manhood suffrage were part of tle pressure for changes in 
the rules of sutfrage. Because votes mattered, each political party had 
the incentive when in power to extend suffrage to its potential 
supporters; because voting rights hardly, ever taken awayarc once 
granted, over time the franchise was broadened. 

The effects of the broadening ofstufrage are seen in the evolution 
of U.S. ficderal government policy with respect to the disposal of 
public lands (see Davis, ct al., 1972: 100-109; Davis and North, 
1971: 83-93; Hughes, 1983: 94-104; North and Ruttcn, 1987). As 
the suffrage was broadened, the political benefits of'favoring lalgc 
land speculators decreased while the political benefits oft voring the 
interests of small-scale investors increased. 'I'he result was adramatic 
decline in the size of the individual parcel of land sold by the federal 
government over the period extending from 1787 to the Homestead 
Act of' 1862. While in 1787 Congress althori:,ed the sale of a 
1-million acre tract in Ohio, by 1832 the minimum tract fbr sale was 
40 acres. The Homestead Act in turn opened up the disposal of the 
remaining public lands on terms of occvpation and development for 
tracts of 160 acres or less. Thus a change in the basic rules of 
government had an important impact on institutional arrangements 
concerning property rights in land and the disposal of public lands. 
These in turn aficted the structure ofeconomic and political activity 
in the trans-Appalachian states. 

Another important demand-side exogenousLfctor is size of 
market. The logic is straightfbrward; as the size of market increases, 
fixed costs may be recovered on a large number of transactions rather 
than being focuscd on a relatively f'\\,. Thus fixed costs will represent 
less of an impediment to innovations in institutional arrangements. 

The innovation of general laws of incorporation by state govern
ments in the United States in the nineteenth cCrtury provides an 
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example. Limited liability provided expected benefits to investors in 
enterprises even when shares were closely held. Limited liability also 
greatly facilitated the participation of the large ntmber of investors 
needed to acctumlate sufficient capital to capture economiCs-of
scale. These advantages became more important over time as growth 
in the transportation sector expanded the size of the market, and as 
technological change increased the importance of'scale economies. 

The corporate charter in the form of a special grant of' limited 
liability to an individual firm \\as wvell known in colonial America, 
having been used in Europe from the se\'enteenth centiry (Davis and 
North, 1971: 136-139, 168-171; Hughes, 1983: 145-146, 
363-367). With the exceptions of New York ( 1811 ) and Connecti
cut (1837), state governments in the ante be!!um period required a 
separate charter for each new corporation. As the national transpor
tation system developed, and in particular as the rail network 
expanded, firms had the opportunity to serve a national market. New 
technologies (the Bessemer process for steel, Hungarian reduction 
techniques f'or grain milling, newv firactional distillation methods in 
petroleum refining) firther underscored the advantages of organiz
ing large firms and thus the advantages of limited liability. In the 
y'ears after 1845, and in particular in the 1860s and 1870s, most 
states outside the South passed general laws of incorporation. The 
laws allowed for registration of new corporations according to a 
standard set of'rules, thus dramatically reducing the cost oftincorpo
rating. The results included a shift in income distribution away from 
legislators who had required payments for the passage of special 
chartcrs and toward the owners of capital who sought limited 
liability. In addition, general laws of incorporation reduced the 
transaction cost of governance and congestion in legislative calen
dars. Tihe change in institutional arrangcments was in response to 
growth in the size ofmarkets and in the importance of economies
of-scale. 

Thus fhr the historical and contcmporary examples of changes in 
institutions and institutional arrangements have illustrated the ef
f'ects of changes in important demand-side factors: relative product 
and fhctor prices, the constitutional order, technology, and the size 
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of market. Although case studies were described briefly, to illustrate 
a particular factor, the natur,: of the natural cxperimcnts drawn from 
history. is SuCh that each case involvcs a mix of factors, even if one 
figurcd promincntlv. In particular, tcchnologica! change was an 
integral part of the case studies involving changes in hanest-labor 
arrangements (along with changes in relative factor prices) and the 
introduction of general laws ofincorporation (along with changcs in 
market size). 

In addition to discussing the demand-side factors that shift the 
demand fbr institutional change, it may' also be uIsefil to reflect on 
important sourccs of' the bncfits expected from innovations in 
institutional arrangemcnts. Thcse sources include the capture of 

capital gains, risk sharng, the achievcmnt of economics-of-scalc, 
the reduction of transaction cost, and the amelioration ofincomplctc
markets, cxternalities, and market fail rc. Apprcciation in the prices
of assets creates capital gains that can be more reliably captured
through changes in institutional arrangemcnts that provide fbr more 
precision in property rights. Share contracts ameliorate incomplete
markets in risk and infrmation (Nc,bc, and Stiglitz, 1979; Fecny,
1983b). Tle provision of limited liability allows for the capture of 
economics-of-scale. Organized commodity exchanges and stock 
markets reducc transaction cost. Tihe growth in the importance of 
externalities in land use crcitcd the p ,.s f'rom the amelioration of 
thesc externalities through new arra,:, Wients such as zoning. A 
great many additional cxamplcs could be provided. These sourccs of 
gain imply' that new arrangemcnts will allow agcnts to capturc gains
previously uncaptured, thus incrcasing thcir income. This list also 
reflects the fbcus on cases in whicl efliciency may also be improved
through innovation in institutional arrangemcnts, situations in 
whicl institutional change is not wv'holly redistrib utive in character. 

The Supply of Institutional Change. The demand fbr institu
tional change is derived from the perception that ncw arrangements
will allow fbc the capture ofgains that cannot be appropriated tinder 
existing arrangements. The supply of institutional change depends 
on the capability and willingncss ofthe political order to provide new 



183 Institutional ArrairCiments 

arrangements. 2 Inthis framework, because the constitutional order 
is taken as exogenous, the existing set of such basic rules of the 
political order, as well as the existing set of institutional arrange
ments, will have a proLbund eflect on both the capability and the 
willingness of the political order to respond to shifts in the demand 
for particular institutional arrangements. 

Because' the demand fir institutional change is based on captur
ing the currentl' uncapturable, it is time- and place-specific; it 
depends on the circumstances of the status quo. This is also the case 
with the supply of institutional change. There are a nu,mbcr of 
important factors that att.ct the capability and willingness of the 
political order to provide new arrangcments. These factors include 
the costs ofinstitutional design, the existing stock ofknowcldge, the 
expected cost of implementing the new arrangcmcnts, the constitu
tional order, existing institutional arrangemcnts, the normative 
behavioral code, the conventional wisdom, and the expected net 
benefits to powertil elite decision makers who exercise positions of 
dominance. The premise is that although the political order may or 
may not be a unitary one, it is characterized b, hicrarchv (whether 
unitary or dccomposiblc), and that the political arena is not a 
perfectly conpctitive one. Such a premise reflects the recognition 
that the political order is in part concerned with organizing the 
provision of public goods, and ma' in turn have a monopoly on the 
legitimate Lse of coercive force (see V. ()strom, chapters 2 and 13 of 
this book). 

The supply of institutional change is characterized as depending 
on the capability and willingncss of the political order to provide 
change as an analogy to the thctors that afTkct the supply of goods in 
conventional product markets. In the conventional model of prod
uct markets, the prices of factors of production and technology 
define a margi nal-cost schcdule; the assumption of'a behavioral rule, 
profit maximization by the firm, convcrts the marginal-cost schedule 
(above the minimum point of the average variable cost curvc in the 
standard U-shaped short-run case) into a supply schedule: 

In the case of' the suIpply of' institutional change, thctors of 
production are Used in institutional design; existing knowledge 
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aftlcts the innovation possibilities; and the motivations of the agents 
aflfect which changes arc forthcoming. Examples may provide clari
fication. 

The cost ofinstitutional design depends on the factor prices ofthe 
human and other resources used in designing new institutional 
arrangements. Because wc are accustomed to viewing institutional 
change as an evolutionary process, the role of the costs ofdesign may 
often be obscured. In established legal systems, new arrangements 
usually require specitic legislation, or judicial interpretation, or both. 
Ifthe maintenance ofthc legislature and/or judicial system iscostly, 
then the design of institutional arrangements will tend to be more 
costly. More generally, if the environment in which a new arrange
menrit might be supplied issuch that highly skilled and sophisticated 
labor inputs arc required, design will be more costly; if it issuch that 
less skilled labor will suffice, design will be less costly. There is an 
analogy in the trends in nineteenth-ccntury technological change in 
the United States (Rosenberg, 1972). The stream of mechanical 
innovation of the early and mid-ninctccnth century relied on intui
tion and trial and error. Yeoman inventors could compete quite 
successfully with trained engineers in providing new mechanical 
technologies. Later in the nineteenth century, however, as advances 
in knowledge in electricity, magnetism, and chernistry became 
important sources of innovation, the design of new technologies 
required more sophisticated and trained labor inputs, contributing 
to the roles of the profiessional engineer and scientist and of the 
formal research and development department of the modern corpo
ration. 

The costs of the tactors of production used in institutional design 
may differ in important ways, as we can see by comparing the 
regulation ofgroundwater use in California and Arizona (Blomquist 
and Ostrom, 1985; E. Ostrom, chapter 4 ofthis book). This example 
also illustrates the roles of the constitutional order and existing 
institutional arrangements. (As in the case studies used to illustrate 
the demand-side factors, evidence drawn from natural experiments 
tends to compound at least several analytically distinct factors.) 
Voluntary associations ofwater users and local public water districts 
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are permitted under California law. In contrast, in Arizona, a state 
which is also located in an arid area, the regulation of water use is 
reserved to the statc government. Thus, while ordinary citizens in 
Califbrnia may engage in the design ofinstitutional arrangements to 
regulate their water use and amcliorate externality problems associ
ated with the pumping of' groundwater, only governmcnt officials 
may engage in institutional design in the state ofArizona. We would 
thus expect that the cost ofinnovation of'institutional arrangements 
for the regulation ofwatcr use would be much lower in California, 
and all other things being equal, the supply of institutional change 
larger and the regulation of water usc morc succcssfil. The evidence 
is consistent with the crude prediction,. The example reflects on 
more than the importance of factor costs in institutional design. 

The ability to provide new institutional arrangements is affected 
by more than the fhctor costs of the tactors utilized in institutional 
design. Just as the stock of existing scientific knowledge affects the 
cost of technological innovation, the stock ofknowledge concerning 
institutional arrangements aftkcts the innovation possibilities fron
tier for institutional change. The growth in interactions among 
economies that has taken place in the last five ccnturies, and at an 
accelerating pace in the last two, has aflectcd more than the size of 
markets. It has also facilitated the spread of' knowledge concerning 
a wide variety of institutional arrangements. In addition, research in 
the social sciences ind law has contributed to growth in knowledge 
about institutions (Haami and Ruttan, 1985; Ruttan, 1984). 

An example that reflects the effects of' new knowledge on the 
design of institutional arrangements is f'oiind in the development of 
more precise property rights in land in late ninetecnh- and early 
twentieth-century Thailand (Feeny, 1982b, 1988). Muring the 
nineteenth century in Thailand, as the 'mportance of rice exporting 
increased and as the price of rice relative to the price of manfalctured 
goods appreciated, there was a dramatic increase in both the area 
under paddy cultivation and the relative price ofland. As land became 
more valuable thcrc were demands for more precise documentation 
of land rights. 1)isputcs over ownership of particular parcels of land 
became endemic. 
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The government of Ihailand responded in a series of legal and ad
ministrative changes. In 1892 a new land law was enacted with a 
provision for the issue of title deeds and the use of land as collateral 
for loans. There remained, however, an important deficiency in the 
set of arrangements; there was no mechanism for the unambiguous 
identification of the parcel of land that corresponded to the parcel 
described on the written document. Local government officiia's were 
frequently confronted with the situation in which two (or more) 
persons could present documents giving them ownership rights to 
the same parcel of land. The problem was especially important in the 
Rangsit, an area to the northeast of' Bangkok that had been devcl
opcd by a private canal company in the rice boom of'the 1890s. 

During this period the Royal Surve, Department had engaged 
British surveyors (from the Indian (ivil Service) to produce modern 
maps of Tlhailand and to train an indigenous staff of'survcyors. In 
1896, the department was diverted fi'om map making to conduct a 
cadastral survey in Rangsit. This ad hoc arrangement was fbrmalized 
in a 1901 land law that established a cadastral survey system !or land 
titling, and also by an ambitious program oftcadastral surveys in the 
most commercialized areas oft'thc Cci,Al Plain in the period from 
1901 to 1909. The land titling system that was applied in Thailand 
was the 'l'orrens system, based on experience in Australia, knowledge 
ofwhich became available in Thailand throlgh thlI employment of' 
foreign experts. Knowlcdge of systems used for land titling elsewhere 
affectcd the design of 'the institutional arrangements in Thailand. 

The supply of institutional arrangements will also be affected by 
the expected cost of implementation. This expected cost applies to 
the administrative or physical infrastructure; political costs and 
benclits are considered later in the concluding paragraphs of' this 
section. 

An example .of'thccects of the expected cost ofimplementation 
can be found in the cvoluztion of'land rights on the range in the Great 
Plains of' the United States (Anderson and Hill, 1975; l)cnncn, 
1976; Libecap, 1986). In the 18 60s, range rights were initially 
dcfincd by prior appropriation. As long as land was in great abun'
dance, cattlemen seeking entry to a range could readily find an area 


