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Seeking a Better Way
 

The pursuit by ordinary citizens of greater individual freedom 
and choice is rooted in the belief that every human being pos­
sesses inalienable natural rights and deserves the dignity of 
individual liberty. 

Human societies should protect those rights and promote 
that dignity. )oliticaldclemocraciesand market economies are 

essential features of societies that advance individual freedom 

arid choice for all citizens. The political and economic free­
donis associated with democracy and markets are intertwined­
neither can fully flourish without the other. 

But political democracies and market economies 

Self-governance is a .'i do not just happen. They are complex social sys­

oflife that maximizes the tems, and their construction requires deliberate 

capacity, the riqbt, and choices and purposeful actions by indiviJuals work­

the responsibiliti (ofmen ing together. Sustaining an open society is equally 

and women to make the challenging. Tyrannies of the few or the many can 

./unclamentalcboices that emerge at any time, even in societies with long 

aff'ct their lives anidcoin- histories of freedom. 

;nunities. There are no perfect models of a free, just, and 
prosperous society that has avoided or overcome 



every challenge. We must think instead in terms 
Entrepreneurshipin men of key questions and fundamental principles. 
and women means that How can people fashion societies that promote 
theyfocus on what can be and protect freedom and choice? What are the 
done. 7hevface what ap- characteristics of an open, democratic, and pros­
pear to be obstacles and perous society, and what fundamental principles 
work to overcome them. do those characteristics reflect? 
They are masters q/ their The key characteristics of a democratic soci­
own destin--notvictims. ety are not particular organizational forms or 

institutional rules. They are rather the ways 
people live, interact, and create organizations. 
Two key characteristics shared by a wide variety 

of prosperous, democratic societies are self-governance and 
entrepreneurship. Self-governance and entrepreneurship do 
not come from blueprints or master plans. They are a way,of 
life--a betterway oflifie for creating and sustaining political and 
economic freedom. 

The self-governing and entrepreneurial way of life is based 
on the belief that men and women have the capacity, right, and 
responsibility to make the fundamental decisions that affect 
them and their communities. This belief is supported by a 
growing body of experience and research indicating that this 
way of life creates more productive solutions to problems of 
economic, political, and social development. This handbook 
outlines the key concepts that citizens, policy makers, and 
experts can use to build self-governing and entrepreneurial 
action into their lives. It is designed to start people on the path 
to living a more productive and satisfying life. 
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The Failure of Top-down Development 

That men and women have the right and the capacity to make 

fundamental decisions implies an active notion of life: People 
are more than clients and consumers. People are the primary 
producers of public and private goods and services. They also 

create human, material, financial, social, and cultural capital that 
enriches their lives and promises a brighter future to their chil­
dren. The creation of political, economic, and social wealth is 
the goal of the self-governing and entrepreneurial way of life. 

This active life of self-governance and entrepreneurship is 
essential to development--of individuals, neighborhoods, vil­
lages, cities, and nations. For the past forty years, efforts at 
development have focused mainly on building stronger govern­
mental bureaucracies which were supposed to rationally and 
scientifically direct resources. The evidence is in, and it is 
overwhelming: The bureaucratic approach to development has 
failed in place after place, time after time. 

Communities are now looking for alternatives that sustain 
real human development. The self-governing and entrepre­

neurial way of life offers a set of alternatives that 

Things done without I 

puts people first, and gives them a real stake in 
development. We believe that this way of life has 
the greatest chance of generating solutions for seem­

are done against me. ingly intractable problems. The On-Farm Water 

-African Proverb 
Management Project in the Dominican Republic, 
the GUARARI housing project in Sari Jose, Costa 

Rica, and a community-based forest organization 
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in the Dhading District of Nepal are examples of people solving 
problems in self-governing, entrepreneurial ways. These 
projects have found innovative ways to tap the potential for 
human development in their respective locations. 

Organizedeight yeans ago by two NGOs in 
.,Costa Rica andfinanced by a government­

sponsored bank, the GUARARI housing
project provides housing for low-income 

households, many o/ftbem headedby single 

- Woinei. A household muist contribute900 
r- thours of labor("sweat equity") on the con­

structionsite br 
solid cement block constructed hone, and 
11must then make mortgagepavnents to the 
oank. Once the mortgage is paid,usuall 
after 15 years. the home is an asselfuly 
owned by the resident and can be sold or 
tran.J'erred. The GUARARI project is cur­
rently home to approximately 786families. 

. earningeligibilityfora 

Human development takes place at three levels: indi­
vidual, organizational, and institutional. All three levels 
influence every human decision. The next three chapters ex­
plore development at each of these levels. 
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able to design, implement, maintain, and ch-inge their institu­

tions and organizations. The} do not rely on accident, fate, 

or force. 
Reflecting on and choosing among alternatives is a habit of 

thought that reduces error and makes it likelier that the choices 
made will maximize individual and organizational productivity. 
A society that encourages and nurtures these capacities will be 

a better, more productive society. 

At the On-Farm Water Management Project in Azua, 
the DominicanRepublic,farmer;clean the canals,estab­

lish allocation rules, andp( water userfees. In return, 

prqjIect memnbers use thefees to maintainequipment, topro­
vide waterwhen needed, andto grow three cycles of crops 

47'each year. In addition,fJamilies have enough income Jbr 
their children to pursue education, community entrepre­
neurs provide harvest and marketing services to grower, 

and the water user group is considering a cooperative 

agribusinessventure. 
An achievement that the farmers have attainedsince 

they organizedtheJunta de Regantes aroundthe irriga­
tion system is a greatparticipationin decision making. In 
additionto successfully managingtheirsystem, they areable 

to negotiateprices with buyers andparticipatein seedpro­

ductionprograms;andrecently, the government'sagricul­
ture bank chose to place resourcesfrom the Planfor Eco­

nomic Recovery oftheAzua Valley throughthe infrastructure 
of theJunta. K3KoKo 
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Three Factors of Human
 

Development in Individuals
 

All development springs from individuals. In turn, every indi­
vidual integrates three basic factors: thinking, feeling, and acting. 

Thinking 
Two aspects of thought influence the development process. 

One is the fundamental, holistic way people view their relation­
ships to other people and to the natural world. Whether their 
worldview is actively constructive, actively destructive, or pas­
sively fatalistic will affect people's capacity to imagine or utilize 
new ways to create wealth. Thus people have patterns of ideas 
that define the way they perceive opportunity. To build self­
governing and entrepreneurial action strategies, we must pay 
attention to these patterns-to how people talk and think about 
problems. 

The other way in which development potential depends on 
ways of thinking is the degree to which each individual has 
learned to use rational thought processes to critically assess 
alternatives. A key assumption of self-governance is that socie­
ties of men and women-through reflection and choice-are 
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Feeling 
Fcclings are the basis of community. Following Aristotle, we 

can say that men and women are social animals: To be produc­

tive, they need to belong to communities that share common 

purposes and goals. Modernity has made it more difficult to 

build these communities, because we simultaneously demand 

both personal autonomy and social bonds. In developing 

countries and low-income communities, many individuals feel 

alienated and isolated from the mainstream of society. We must 

ask ourselves what kinds of organizations and institutions fulfill 

the human need to belong without sacrificing autonomy. One 
requirement is that our organizations and institutions have real 

authority to do real things. 

Acting 
Self-governing and entrepreneurial individuals are self­

directing within the context of culture and the need for coop­

eration. One of the challenges facing development administra­

tors is to understand that they must play a new role if they want 

to create self-governing and entrepreneurial projects. The old 

public administration of command and control must be re­
placed with one that nurtures the capacities of men and women 

to be self-governing. Since most projects are focused on prob­

lems, • ur task is to develop individual, organizational, and 

J 	 institutional capacities for addressing and solving problems. We 

will have to assess the existing levels of these capabilities and 

construct a plan to maximize them. Real development takes 

time and patience. 
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Eight Principles of Human Development 
in Organizations 

Therc are times when it is necessary to create new organiza­
tions to accomplish goals or solve problems. We may also find 
existing organizations o)peratinlg at sub)ptimal levels that need 
to be raised. Men and wvomlen-throLugh reflection and 
choice-have the capacity to design, create, and maintain effec­
tive organizations. How dh) they accomplish these tasks? 

We have found that self-go)verning Organizations demon­
strate eight key principles that maximize chances Of success. 
These rules were defined by Elinor Ostrom and a team of re­
searchers who analyzed successes andIa ilures of irrigation 
systems arou nd the wO rld. They found that self-governing 
irrigation systems attain a higher rate of success than top-down 
projects by fo)llOwing these eight principles based on the expe­
rience of others. 

These eight principles are the tools that citizens can use to 
design self-governing organizations. They apply to private, 
public, or social organizations. Here we will outline them: 

1. Clear boundaries must be defined 
Clear boundaries are critically important. Boundaries deter­

mine who can belong, who can consume the service, where the 
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service will be provided, and what service will be provided. 

Where a service is geographically based, boundaries clearly 

delimit who is in and who is out. 

Serious problemIs result from lack of clear boundaries: 

+ 	Ineffective management because no one is sure what is
 

being managed
 

" 	Low morale because of inadequate specification of who
 

can use resources and in what amounts
 

" 	Difficulty in reaching consensus because of boundaries that 

are too large or too vagLe 

+ 	Individuals are unwilling to invest their time or resources 

because they are not reasonably sure of getting a fair 

return 

Farmer-mannagedii-rration slistems havefirmly establisbed 

ri/es that cleairly spell o)uII01 o ispermitted to c/raw water, 

when tbey may(draw it, the amount thelmaY drav, and 

where the bounday of the system lies'. 

2. 	Benefits must exceed costs 
Nothing can disable an organization faster than a situation in 

which some members receive excessive benefits, while others 

pay excessive costs. Benefits must be proportional to effort. 

Effort can be measured in terms of money, sweat equity, 

donated labor, or materials. A school with many low-income 

parents may require partial cash payments toward tuition, with 

the remaining cost paid in time spent providing services to the 
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school. Many irrigation systems require participating farmers to 
donate time to canal and levee maintenance. 

Lack of clear procedures to ensure that benefits exceed costs 
can cause serious problems that include: 

+ Bankruptcy 

+ Failure of citizens to become or remain involved 

+ Misallocation of resources 

+ Weakened support and legitimacy in the relevant 
commUnity 

In a connunity-basedforest organization in 
the Dhadin,r District of Nepal, the usergroup 
has restrainedits use ofapreviouslydeforested 
areafor two and a halfyears. As a result, the 
native species of trees andshrubs have regen­
erated. The people in the organization--278 

....: faini'ie--arenow able to prudenty harvest 
'y4, ­ brushandgrassto meet ncedsfor-fuelandfod­

der The have planted trees, including man­
gos andlychees, which willpovide income in 
thef-ture. More importantly,however,the cor­
munity organizalion has gone on to develop 
clean drinking watersystems, a representative 
nmanagementsystem that includeswomen, and 

projects thatgeneratesecondary income. 
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3. Collective choice arrangements must frame 
decision making 

Individuals in a self-governing and entrepreneurial organiza­

tion must have a voice in determining the rules under which 

the organization operates. This is a critical principle in both 

designing and operating an organization. 

First, individuals constitute themselves as an organization 

with an agreed-upon mission. This involves discussions to 

agree on the purpose and objectives of the organization. The 
results of the discussion are formalized by agreement on a set 

of rules that specify how the organization will be governed. 
When these rules are joined with rules that outline benefits 

and costs, we see how many self-governing organizations can 

operate effectively for years without external authority and 

threats. The ability to modify these rules is important too, as 

self-correcting behavior when existing rules do not operate 

properly, but also simply to enable the organization to periodi­

cally reconstitute its rules and reaffirm their legitimacy. 
The right to participate in making and changing collective 

choice rules is one of the key ways individuals create and main­

tain their stake in organizations. 

The tenant managers of a U.S. government housing project are 

elected by the residentsand choose the rulesofacceptable behav­

ior-no drug use, no out-of-wedlock pregnanciesfor minors, and 

all children must complete secondary education. The tenant 

iI-I managers monitor compliance with these rules and administer 
,rewardsandsanct'ons to the residentsof the project. 
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The following weaknesses occur when individuals affected 
by rules cannot modify them: 

o"A faction or an elite group controls the organization 
" The organization has fewer chances to learn and self­

correct 

" 	The rules lose legitimacy among members 

" 	Membership is unstable and the organization is difficult to 
manage 

4. Effective monitoring must be carried out 
Monitoring is one of the most important functions of any 

organization, and the one most frejuently ignored because it is 
considered too costly and time-consuming. Monitoring is es­
sential for learning, accountability, and self-correction. 

For monitoring to be effective, several conditions must be 
met. First, there must be cleargocils(1)dseidadzls that can 
be monitored. Second, the monitotw must be directly account­
able to the membe,', not to some other organization or level 
of government. (All too often, external monitors work for 
some other .t;,ncy which has a hidden agenda.) Third, 
inolitfl)l.q n1isti.fcus on one wr several q/'thefolowing 
otgcmiizaliowal issues: 

+ 	 Fiscala)l fiancialdata that clearly communicate to mem­
bers whether they are meeting their goals 

+ 	 Information on possible altertalivesif present courses of 
action are not working 
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+ 	Information on whether members are actuallyfollowing 
the collective choice andprovision rules 

+ 	Determination of whether benefits are exceeding costs 

Inadequate monitoring resu lts in: 
+ 	Inability to make incremental changes in organizational 

rules 

+ 	Free riding by individuals who know they will not be 

caught 

+ 	 Unnecessaiy organizational conflict because of inad 
equate factual information 

+ 	Failure of organization to achieve goals 

00. 

7The members of a credit union meet regularlyto discuss the 
demands of theirorganizationand to resolve basicquestions, 

such as selection (f the boardofdirectors, lending rates,poli­
ciesjbrcollecting delinquentpayments, and the allocation of 
earnings. <3<" 
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Accountable monitorings.vstems map be overt or discreet, but they' 
must be in place in a successfu selJ-LoverptiJlg organization. One 
example of implicit monitoring in action can be./bind at the 
GUARARI housingproject in Costa Rica. The sinigle-womeli­
beaded bousebokis there make tp a commluiiy with a deep/l de­
veloped consetslis onl shared vales. Citrreiitl the project is rela­, 

tivelv small with 786 residents who are self'selected and strongly 
dedicated to the prolect. This and the low-density neigbborhood 
struicturepermits ef/ective in/brmalmonitoring. The residentsare 
all eagerto live by the rules of !heproject, since the contributed 
substantial amounts 0?/'sweat equay to gain entrance to it,
belped 
develop the P71/es, and (o not ivant to leave theproject. However; as 
the projectsenytr standards become more lenient,and newpeole 
and new problems cause stress to the system, the implicit under­
standing of the nature and en/brcement q/tbe itles may have to 
give vay to an explicit system of monitoringand sanctions. 
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5 Rule breaking must be met with 
graduated sanctions 

It"men were angels, there would be no need for govern­

ment. Similarly, in organizatit)ons thCre will always be individu­

als who are going to violate the rules. For an organization to 

be self-governing, it must generate internal rules that impose 

graduated sanctions on violators. Rule enforcement is much 

more effective in tenant-governed housing, for example, than 

under top-down management. This reflects the creation of a 

social order that has legitimacy with the tc:.,tinis. 

Sanctions should I,( proportional and graduated. For ex­

amplc, in the Kenilworth-Parkside government housing project 

in Maryland, a tenint who breaks a window must pay $13.50 

for a new windov rand replace it herself. Tenants who have 

loud parties in their apartments must donate sixteen hours on a 
weekend to patrol the project. If they take drugs, they are out 

of the project. 

Organizations without legitimate, gradu ,ted sanctions 

suffer from: 

" 	Lack of a stable environment in which to produce their
 

services
 

" 	Inability to stop free riding and shirking 

+ 	Lack of organizational cohesion around objectives 

IS
 



At the On-Farm Water Management Project int the Domini­
can Republic, thefarinenr have a vesie/ interest in their itri­
gation s stem. Ihe)' have establisheda clear/l dei/ued water 

allocation system ill which all mnemberN, even those at the tail 
end o/the canals, receive wVatLertiveiipproised/. hi additiont,
 
sluice gates ivere built by theJ/arietm, ami are now manned 
by/ftnier representlalives rahler han untrain(ed anl inexpe­
rie icedIpolitical appoittees. Jfafrmner does n()t contribtle 
the required nunmber o/boi ,sloward canal maintenanice or 
pal,his lvatLerfees, there are sanictionis against him that may 
begitiwith a stmnniois, adince to afine, anl culminate in 
losing access to the water 

6. Members need access to legitimate and fair ways to 
resolve conflict 

Unresolved conflict will destroy ,inorganization faster than 

anything else. 
Conflict can arise over the mission of the organization, or 

over methods of implementing that mission. These kinds of 
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conflicts can he resolved through normal political and organiza­

tional processes. Conflict can also arise over decisions of offi­

cials of the organization, or over individuals' rights to undertake 

certain acts. A self-governing system must achieve consensus 

on legitimate ways of resolving conflict. 

Similarly, when Organizations come in conflict with custom­

ers (orwith Officials from other organizations, they must have 
recourse to) ways to resolve conflicts. Arbitration and courts are 

examples of 'ormal mechanisms of conflict resolution. Informal 

mechanisms can Work too, but they must have the consent of 

those governed by them. 

Weak conflict reso luti(n mechanisms cause these problems: 

" Rules that are not operable; people do not follow them 

" Conflicts are resolved through violence 

" \ilembers have Only a weak commitment to the
 

organizatio)n
 

7. The governing polity must recognize the right of 
citizens to organize 

No pr)1)l1m is mo0re serious in both developing and devel­

oped countries than the lack Of adequate rights to organize 

public and private activities. Without such rights, individuals 

and groups see little net benefit from organizing new and pro­

ductive activities. This is one of the primary political causes for 

a lack of self-governing and entrepreneurial activity. Similarly, 

when organizations do not have adequate rights to enter into 

contracts, to make loans or to enforce their rules, they will 

Operate at subOptimal levels. 
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'MW Weak rights to organize cause these problems: 

" Low levels of entrepreneurial activity 

+ Unstable, corrupt, and conflict-ridden organizations 

+ Frequent co-optation by higher authorities 

+ Inability to grow through normal stages of development 

+ Low levels of citizen participation 

+ Low levels of member commitment 

TheInstituto Nacional de Recursos Hidraulicos (INDR -II) 
- the Dominican Republicgovern ment agenci in charge of 
irrigationsystemns itiged the fornmation o./armer-controlled 
w'ater usergroups, and gave /ill responsibilitvJ/orthe opera­
lion, maintenance,and management of the irrigationsystemn 

to them. INDRII brought the physicalstructures into good 
andacceptable operatingcondition ad providedadditional 
supportthat includedrecognizingtheirdecisionsas legitimate, 
enabling the water user group (Junta de Regantes) to collect 
and keep the wvaterfeesfor use in the irrigationsystem, and 
providing technical trainingand expertise. 

The seven organizational principles discussed so far are 
guides to building an infrastructure within which individuals 
can pursue entrepreneurial and self-governing activities. Yet 
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our task is not complete. Many development activities stop 
when they have developed a plan to create an organization to 

produce some service, public or private. However, the next 
step is just as important to the success of long-term develop­

ment projects. 

8. Enterprises can be productively nested 
The "nested enterprise" concept is difficult but indispensable 

in oCur modern, interdependent world. We know that to begin 

and to continue dvn amic, productive, and sustained activity, 

individuals and organizations must have broad autonomy to 
pursue their goals. Overregulation of either the public or the 

private sector vill reduce its productivity. 

Yet we also know that problems of scale, negative externali­

ties, and effective operation of complex societies require coor­
dination and interdependent rule. The concept of nested enter­

prises means that relationships with other organizations and 

institutions are recognized as essential. 

Productively nested enterpriscs are needed to: 

+ 	Capture economies of scale 

+ 	Overcome negative external effects 

+ 	Insure adequate coordination and cooperation 

The absence of productively nested enterprises can cause: 

+ 	Inefficient or suboptimal production of services 

+ 	Negative external effects that degrade service quality or
 

harm others
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0I... + Destructive intervention by higher levels of government or 
stronger organizations, which impose costs on lower-level 

00 organizations without commensurate benefits 

The fajrnermanagers of an irrigationproject decide how 
to allocate wale, how to clean canals,and monitor one 
anothersactivities. Tlhey may meet informally, but as rep­
resentatives oJ"the water users"association, the)) have the 
authorI) and respo~nsibililvto ma,-age issues such as wa­
ter deliver, rights to water,; fi'nancialresponsibilities,and 
conJlict resolution. <3o<3o<2* 
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Two Examples of Human Development 
in Institutions 

Building productive social, cultural, and political institutions is 

one of the most important and exciting pathways of develop­

ment. This chapter introduces institutional analysis, so when 

you start a project, you will start building its institutional frame­

work at the same time. 

In attacking any development problem, you must deal with 

various levels of aLuthorization. For example, in working on a 

water project, you must understand water law of the country in 

which you are working. If you want to build an institutional 

framework to encou rage microenterprise development, you 

must understand commercial and contract codes, along with 

financial institutions and courts, as key institutions to channel 

capital flow and to resolve conflict. 

Often a concrete problem is the best guide through a 

society's institutional web. Seeking a solution will lead you to 

the institutions that are causing problems. However, you can­

not solve all of the institutional problems at one time, so you 

must prioritize by asking: "Which one ur two institutional 

problems should I focus on first?" 
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The most serious institutional problems obstruct people's 
right to organize and an organization's right to define bound­
aries. A socially supported right to organize helps people real­
ize they have a viable stake in an undertaking. Boundaries 
enable organizations to focus and to limit their activities by 
function and scope. 

1. An institutional framework for the right to 
organize 

Most societies have a set of rules on how new organizations 
can be constituted. In countries with prescriptive, Napoleonic 
systems of law, one of the bigges1 institutional barriers is the 
legal fact that all new activities must be prescribed. Every new 
activity must be prescribed in law, requiring that legislation be 
passed to authorize the activity. For comparison, we can look 
at the United States-especially early in this century-and find 
a completely different institutional environient. 

Citizens forMed cities and special districts at their own dis­
cretion. State constitutions and enabling acts delegated author­
ity to form these units of governments to citizens. One finds 
similar institutio'nal patterns in forming entrepreneurial activi­
ties. An effective enabling environment existed in early twenti­
eth century America. 

To determine the institutional structure needed to recognize 
rights to organize, ask the following: 

+ 	Is authority clearly allocated in the rights of individuals and 
organizations to pursue new activities in the public and 
private sectors? 
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+ If these rights exist, are they enforceable through courts 

and other organizations designed to protect them? 

+Are there clear and low-cost procedures for individuals and 

organizations to follow in pursuing new activities? Do these 

formation procedures protect individuals and organizations 

from common weaknesses associated with such processes? 

+Are the recognizedi rights sufficient to give individuals and 

organizations a real stake and voice in the new activity? 

+Are the rights appropriate for the activity, or are they too 

general to protect individuals from predatoiy practices by 

other organizations? 

+Do the rules establish the general type of ofganization that 

can be formed, and specify the fiscal/financial capacities 
and general rules under which the activity must operate? 

+Are there formation rules that specify procedures that must 

be followed in order for individuals and organizations to 

constitute themselves? 

C 
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Botswana's traditionalinstitutionofself-governance, the kgotla, 
orpublicmeeting, hashPbeed to establishtbat countty as one of 
Africasfeiv working democracies. BecauseofBritains indirect 
rule andthe smallsettlerpopulationdiringthe colon ialperiod, 
Botswana'straditionalleaders were able to keep theirsocialpo­
sitionandpreservetbe institutionsojparticipator)government. 
The tribalchief-andelders were the leaders zvbo carriedout the 
politicaltransitionto independencewhen British rule ended i.nI 
1966. These traditionalleaders, who representedthe larger 
Tswana ethnic groups and cattle interests, bad wide popular 
acceptance,as well as constitutionallegitimacy. 

The traditionojlbe kgotla bas continuedto serve as a valu­
ableinstitution ini modern Botswa-na-thechiefi antd ddersserve 
as moderatorsbetweenz the centralgovernment and local inter­
ests. Botswana has made the transitionfrom a traditionalto a 
moderni society, and its economic condition is much different 
from the rest ol sub-SabaranAfrica. 

In 1989, sub-SabaranAfrica, with apopulationofapproxi­
mately 450 million people,generateda gross domesticproduct 
(GDP) o" $1.3-5 billion-$300per capita. The foreign debt of 
$14.3 billion was tbe higbest in the developinig vorld. In 1988, 
Botswanashoweda realgrowtb rateof14percent,witbpercapita 
GDP of $1,450. Two years latet; in 1990,Botsivanaposted $2.7 
billion in foreign exchange reserves, with foreign debt at ap­
proximately $,324 million. 
Source: John F. Sullivan and George B. N. Ayittey 
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2. An institutional framework for clear organizational 
boundaries 

All economic, political, and social activities must have 

boundaries. There must be clear rules regarding who can 
participate, what rights they bring to any activity, and what 
liabilities they are exposed to. 

The institutional prerequisites of clear boundaries are: 

+ Rules that specify how physical boundaries can be estab­
lished. These rules generally will not specify boundaries, 

but will specify who ha:s standing and voice to determine 

boundaries 

+Rules that specify how an organization can establish who its 
members can be 

Each of our eight principles of successful organizational 

development has institutional prerequisites similar to the ones 
cited earlier for "rights to organize" and "clear boundaries." 
With an awareness of how the larger society influences organi­
zational opportunity, you can build self-governing and entre­

preneurial action into your life. 

Tenant managers of the Kenilworth-Parksidegovernment 

housingproject in Maryland, the United States, are able to 

screen out andevictfrom thepropertythose not committed to 

the institution,such as drugdealers, othercriminals, vagrants, 

andvandals. 3 
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Five Steps to the Self-Governing and 
Entrepreneurial Way of Life 

Equipped with the coacepts discussed in earlier chapters, you 
are ready to build self-gove,'ning and entrepreneurial capabili­
ties into your own life and your own cultural, political, and 
social environment. You may find it useful to follow these steps: 

1. Recognize and use valuable experience you already have 

2. Start smal! 

3. Create nested organizations out of the small one(s) you 
began with 

4. Seek and use enabling institutions 

5. Work to create the most-needed enabling institutions not 
already in place 

1. Recognize and use valuable experience you 
already have 

In every society, people have learned to org,-,nize collective 
endeavors, even in societies that do not particularly encourage 
them to do so. Underground enterprises and black markets 
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represent the exercise of entrepreneurial and organizational 

skills in unfavorable environments (regimes that restrict eco­

nomic freedom). 

In every society, organizing households, practicing cultural 

traditions and rituals, and producing and distributing goods and 

services are characterized by teamwork, exchange, reciprocity, 
leadership, and entrepreneurial skills. The poorest members of 

a society have often developed extr:ordinary skills just to sur­

vive, and directing these skills into legitimate entrepreneurial 

activity can bear fruit. 

2. Start small 
People can learn to be self-governing in small-scale organi­

zations such as households and families, churches, neighbor­

hoods, associations, and villages. In these small collectivities, 

people learn to order their interactions without frequent re­

course to governmental sanctions. Almost everyone belongs to 

some small groups like these. 

3. Create nested organizations from small beginnings 
It is often possible to build upon the small organizations of 

everyday life to create greater opportunity. An example would 

be the knitting together of farmers' groups or villages to create 

a larger network of common interest. Nested enterprises can 

eventually even transcend national boundaries. 

4. Seek and use enabling institutions 
In most societies, some enabling institutions such as local 

councils, legislatures, and courts do exist. Rules of incorpora­

tion may either facilitate or impede the formation of enterprises; 
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where they facilitate, they should be used. Making maximal 
use of existing institutions will help build self-governing enter­
prises that command recognition from external authorities, 
rather than being relegated to "outlaw" status. 

5. Work toward creating more enabling institutions 
in your society 

This is a challenging and long-term task. To help you de­
velop a "feel" for the kind of enabling society in which freedom 
and innovation flourish, the next chapter takes a look at the 
things that characterize a self-governing (and enabling) society. 

The On-Farm Water Man­
agement Project beganasa 
way to solve anassortmentof 
problems: irrigationwater 

was often unavailable,high 
water tables saturatedland 
neededforcrops,canalswere 
poorlymaintained,waterfees 
werelargely uncollected,and 
water masters were un­
trained and inexperienced 
political appointees. Today, 
the farmers who own and 
operate this project a free 

from such problems. 
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Six Features of the Self-Governing Society 

A self-governing society (one that promotes and protects self­

governance as a way Of life) rests upon fundamental principles. 
These principles empower people to shape the course of their 
own economic and political development. They can be summa­

rized in a half dozen "ways of doing things": 

" 	Protection of fundamental individual rights within systems 

of rule-ordered relations 

" 	Collective decision making by the individuals affected 

+ 	Fair methods of conflict resolution 

+ 	Balancing power with power 

+ 	Multiple levels of action and organization 

+ 	Maintaining an enabling institutional environment 

These principles can be discussed separately, but they are 

interdependent--each enhances the others. 
It is important to emphasize that we are discussing basic 

principles, not offering an organizational design or social blue­

print. Differences in the physical circumstances, cultures, and 

histories of peoples will strongly affect the particular shapes 

and forms given to these principles. Cultural traditions should 
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*represent valuable accumulated experience in ordering human 
interactions. 

Blueprints for establishing organizational forms have been 
tried again and again in developnent projects. However, these 
attempts-usually directed by central governments or outside 
dconors-have neither performed well nor become self-sustain­
ing. Channeling people into predesigned organizational forms 
has nothing to do with achieving self-governance. Authority in 
these kinds of experiments remains centralized and top-clown. 
In contrast, self-governance requires that people define the 
terms on which relationships are established and choices are 
made, within the context of time-tested principles. 

The First Principle: Protecting FundamentalIndividual 
Rights within Systems ofRule-ordered Relationships 

At the core of a self-governing society are free individuals. 
Such individuals must be able to engage in discussion, debate, 
and choice. They must be able to hold one another and desig­
nated officials accountable. These activities require that inli­
viduals have certain protected fundamental rights. 

One fundamental right is the right ofexpression. A society 
that does not protect the individual's right to speak or act in 
ways that articulate desires and dissatisfactions is not free. 

An equally fundamental right of individuals in a self-govern­
ing society is the right to organize and associate with others on 
terms agreed upon by mutual design and consent. The right of 
citizens to design and to establish their own organizations and 
institutions is essential. If individuals with common interests 
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cannot create associations to advance their own purposes with­
out interference, prospects for finding constructive ways to 
solve problems are sharply reduced, and the protection of other 
rights is severely eroded. 

Another fundamental right is the right to dueprocessof law. 
Due process entails fair opportunities to be heard, fair proce­
dures for hearing claims and defenses, and means of challeng­
ing arbitrary or 	unauthorized actions. Individuals who cannot 
assert this right are not citizens, but mere subjects at the mercy 
of the state. 

Protection of fundamental individual rights depends on rule­
,hX' 	 orderedrelationsthat apply to the exercise of authority. This is 

the key characteristic known as the "rule of law," usually associ­
ated with a constitutional system that specifies and restricts the 
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authority of individuals vested with power. Individuals in a 
self-governing society are entitled to be governed by general 
rules that apply to everyone rather than by the exercise of 
special political influence and persomal privilege. The indi­
vidual rights of self-governing citizens must be enforceable, and 
persons who impede the exercise of those rights must be held 
accountable. 

The Second Principle: Collective Decision Making by the 
Individuals Affected 

In a self-governing society, people who are affected by 
collective decisions should be included in the making of those 
decisions, and persons who are not affected should be ex­
cluded from making those decisions. 

The principle of collective decision making is indispensable 
to realizing the advantages of a self-governing society. The 
implications follow: 

" 	Each decision-making process should, to the greatest extent 
possible, encompass all affected individuals 

" We must abandon the idea of a single center of sovereign 
authority 

" 	A society of any consequential size will thus have many 
collective decision-making forms 

The principle of collective decision making is linked to the 
right to organize. If individuals are free to engage in entrepre­
neurship (creating their own organizations), they are more 
likely to develop forums for collective decision making. 

32 



The Third Principle: FairMethods of Conflict Resolution 
A collective action does not mean people will agree. The 

benefits and burdens of a collective endeavor may fall unevenly 
across the members of a group. The question then becomes 
how to address such differences while promoting and protect­
ing self-governance. The third fundamental principle of a self­
governing society, therefore, is the availability of fair ways to 

resolve conflict. 

In at state-governed society, guided 
by a single center of authority that 

" '"; supp()sedly pursues the common inter­

est of all members, the \eTy idea of 
conflict is problematic. State-governed 
societies have often degenerated to­

cward conditions where conflict is 
i avoided or repressed. Avoiding or 

repressing conflict is incompatible with 

the idea of a self-governing society,
where individuals are primarily respon-

K 
j/ \ .-

X 

,. 
sible for defining their interests and 
ordering their interactions. 

Earlier we emphasized the impor­
tance of rule-ordered interactions. In a 

self-governing society where people order their interactions 
according to rules, conflict over interpreting and applying rules 
will arise. Recourse to fair methods for resolving such conflicts 
becomes even more important than it would be in a society 
characterized by a single source of rules. 
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dMk Conflict and conflict resolution can help to uncover informa­
tion about individual preferences. Institutional arrangements 
for resolving conflicts through discussion and negotiation can 
elicit the information needed to fairly examine and resolve each 
conflict. 

The likelihood of conflict makes designing fair ways to 
resolve conflict an important entrepreneurial task in creating a 
self-governing enterprise. As with rule compliance, if those 
affected have a stake in the forming of conflict resolution meth­
ods, they are more likely to abide by the outcome. 

The Fourth Principle: BalancingPowerwith Power 
Conflict resolution, collective decision making, and rule­

ordered relations all suggest a significant rule in self-governing 
societies for the exercise of legitimate authority by designated 
officials or functionaries. On the other hand, the idea of self­
governance is (at first glance) inconsistent with decision making 
by some over others. How can the existence of positions of 
authority be reconciled with self-governance? 

Any assignment of public authority and responsibility to an 
individual carries the risk that the authority will not be dis­
charged properly and the responsibility will not be fulfilled. As 
James Madison wrote, "If angels were to govern men, neither 
external nor internal controls on government would be neces­
sary.... but experience has taught mankind the wisdom of 
auxiliary precautions." This point applies to authority in non­
governmental organizations as well. 

If assigning authority and responsibility to individuals is 
unavoidable, how can a self-governing society make these 
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assignments without inviting abuse? Earlier, we referred to the 
rule of law: the rulers as well as the ruled are subject to codes 

governing their conduct. While this is necessary to a self­
governing society, it is not sufficient. Rules that govern rulers 
are not self-enforcing. Therefore, another fundamental prin­
ciple of a self-governing society is balancing power with power. 

At the societal level, the presence of an independent private 

sector of economic activity balances the power of the public 
sector of political activity, and vice versa. Within that public 
sector, dividing authority across offices and among geographic 
levels of government also helps to balance power with power. 

Individuals in positions of governmental authority must be 
monitored and checked by others. There must be penalties for 
the abuse of authority. Those who interpret, monitor, and 

enforce rules must be monitored. 
Who will watch the watchers? In a self-governing society, 

that responsibility falls to the citizens. This responsibility is 
much easier when public authorities are accessible to the 

people they serve. Distance from the people diminishes the 
information and understanding they need to exercise this moni­

toring responsibility. 

The Fifth Principle: Multiple Levels ofAction and 

Organization 
The first four principles make it impossible for a self-govern­

ing society to rely on a single level or scale of organization. 
Collective decisions for a household or a neighborhood or a 

village will have to be on a different scale of organization than 

collective decisions for a watershed, a province, or a nation. 
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Multiple levels of action and organization are essential to theFW self-governing society. 
The ordinary, daily relationships of individuals in a self­

governing society are ordered by rules. Those rules are the 
outcomes of collective decisions made by the individuals af­
fected or their designees. But collective decisions are them­
selves governed by procedures and processes--constitutional 
rules-that define who is included, how discussion will be 
undertaken, and how individual expressions aggregate into 
proup decisions. 

Individuals should be able to make constitutional-level 
decisions about how collective decisions will be made, and 
then be able to participate in those collective decisions that 
affect their day-to-day lives. 

The constitutional and collective choice levels of action do 
not refer solely to governmental affairs. All levels of human 
organization (households, associations, corporations, nation­
states) must determine: 

+ 	Who will exercise authority and on what terms 

" 	Who will be included in collective decisions and in 
what ways 

+ 	How rules will be established and enforced; how conflicts 
will be addressed and resolved 

When individuals form an association of any kind, they 
engage in constitutional-level action concerning its form, men­
bership, and decision-making procedures. Members of the 
association then make collective decisions within these rules, 
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and operate within tLhe constraints of the collective decisions 

they have made. If they experience problems in their interac­

tions with one another, they may move back .) the collective 
choice level and alter rules there. They may even reconstitute 

the association so that collective decision making occurs under 

different procedures than before. 

People shift among multiple levels of action all the time in 
all arenas of life. In so doing, they acquire the skills and habits 

of social organization needed to sustain a society that does not 

depend on a single center of authority. Multiple levels of action 

and organization are fundamental to the self-governing society. 

The Club 16 ofAugust-named afterthe 

historicda,when the DominicanRepublic 

regainedits independencefrom Haiti--was 

started in 1976 by BernardoMedina and 

several (fbisfi'ends.Since then, they have 

built a small two-story school with nine 

0rooms that operates in tbree shifts a day, 

educating 500 children and 200 adults. 

With minimal help from the government, 

this school represents what is truly public. 

Here, local citizens have banded together 

to createan organizationthat meets a real 

need. Board members, te6chers, students, 

and community leaders are allpart of a 

team whose goal is to make an investment 

in the next generation. 4 
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The Sixth Principle. An Enabling Environment 
Facilitating individuals' actions to constitute their own social 

lives and make their own collective decisions is an essential 
feature of a self-governing society. This facilitative aspect is the 
enabling environment. 

The basic organizing principle of an enabling environment is 
that all actions not expressly forbidden are permitted. This 
principle, referred to in the West as the "common law" tradition, 
is consistent with the idea of a self-governing society. 

Individuals in all societies organize collective activities inside 
or outside the bounds of formal governmental permission. 
What varies is the extent to which governments recognize and 
encourage those actions. When forced to act outside these 
bounds, individuals organize extralegal arrangements that 
always stand exposed to actions by governmental officials to 

thwart their efforts or close them down. 
Central government officials, pursuing their 
own objectives and jealous of their own

A nenabling environment power, face temptations to recentralize 
is one in htich communi- power at the expense of self-governing 
ties areempowered with the organizations. 
necessary political, legal, 
and financial authority so 
that they)nay manage their 
own affairs. 
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No Enabling Environment in Peru 

As a rule, politiciansin Peru have felt that the country that 

they govern is made up of 'foolish and dishonest men." It 

may be for this reason that so mnany ofPeru's laws are emi­

nently control-oriented. Government supervision is exagger­

ated in all areas where the autonomousdecision of the com­

munity is nominaly required. 
There are virtualv no channe, forparticipationin draft­

ing and applying laws. This has prompted most democrati­

cally organized communities to disregardany laws about 
which they have not been consulted and to govern themselves 

on the basis of theirown standards. 

In San Nicolds,farimers opted to divide theirland, but the 

law would not recognize ownership of the individualparcels 
unless a long string of cumbersome and high-cost require­

ments had been met. 

These tendencies must be countered. At a minimum, gov­

ernment officials should avoid inhibiting the entrepreneurial 
activity of formulating rules to coordinate productive action. 
Beyond that, the presence of successful self-organizing activities 

and self-governance generally can be increased if central gov­

ernment officials facilitate their creation, maintenance, and 
adaptation. An enabling environment involves fostering a 
"culture of entrepreneurship" that encourages individuals to 
organize enterprises both inside and outside the ordinary do­

main of government. 
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An enabling environment is the opposite of a state-governed 

society that relies on the government to solve problems. An 
enabling environment empowers and encourages citizens to 
develop diverse problem-solving institutions (including ways to 
make collective decisions and ways to resolve conflict) at many 
levels of organization. An enabling environment is therefore a 
defining feature of a self-governing society. 
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(ibouin-Vandabout myV 

circumstances. 

As bad cis it is, 

I mgbt ciswell 

accep~t it. 

-The Fatalist 

Five Benefits of Self-Governance 

Why is the self-governing and entrepreneurial way of life good? 
It sounds like a lot of hard and complicated work: constituting 
and maintaining enterprises to build wealth and solve prob­

lems. Why bother? Wihy not just let "the government" solve 

social problems? 
The self-governing society has decisive advantages over the 

state-governed society. People prefer self-governance because: 

'- It promotes freedom as a fundamental human value 

+ It actualizes human potential 

It makes greater use of human capital (individual, cultural,+ social) 

+ It builds strong communities
 

-*:It facilitates effective problem solving
 

Self-governance is at root an issue of humanfreedom. Hu­

man beings desire to be free, to make their own choices, to 

achieve their potential and to enjoy the fruits of their achieve­
ments with their families. The self-governing society is based 

on this essential, enduring quality of the human spirit. 
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Another universal trait of human beings is their 
Everyone deserves to be desire to develop their own abilities and talents. 
given equal outcomes-- Because self-governance requires active participation 
bousing, casb pa(yments, in every aspect of life, individuals in a self-governing 
/ood, transportation, society are both freed and challenged to c/evelop skills 
bealtb care, and educa- andabilities. This striving to develop one's potential 
tio:,. 777e rich should to accomplish something in the world is at the core 
make sacrificesto ensure of the self-governing and entrepreneurial way of life. 
tbat the poor have equal Self-governance makes maximal use of a society's 
amounts olfthese tbings. human capital Like other investments, investments 

in human capital are most likely to be made when 
- the returns are greatest. Thus, investments in human 

capital are more likely to be made in a self-governing 
society, one that: 

+ 	Honors individuals' ability and authority to order their 
mutual interactions 

+ 	 Respects the relationships that people have developed 
over time 

" 	Allows people to retain the products of their efforts 

The self-governing society has real communities: com­
munities of interest defined and developed LV- the people 
within them. Some people associate individual liberty and 
democratic societies with an atomistic existence. Nothing 
could be more wrong. An atomistic existence requires no 
governance; it will also generate few successful o." sustain­
able enterprises. 

Self-governance is a social, cooperative ideal that entails 
taking other individuals into account. A democratic society 
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~iNEi~i- is infused with a complex network of institutional rules and 
i.Imil behavioral customs that link ,,s together Ind place some limits 

Kin_ 1 on individual actions. 

In a self-governing society, individuals are empowered to 
create their own communities. Therefore, individuals accept 
the limits and follow the rules and customs that define and 

sustain communities. There are many examples in developing 
areas of the difficulties that arise when authentic communities 
are not nurtured by external authorities. Even in highly 
developed societies, serious problems arise from erosion of 

communities. 

The distributionof water used to be managedky 17 employees 

of the government (?/ the DominicanRepublic. Now, distribu­

tion is through 249 sluice gates built by the farmers with et :ch 
gate managedby afarmerrepresentative.Becauseofpoormain­

tenance and illegal diverion, it forrmerly took 48 hours to irri­

gate 30 tareas (about 5 acres) o land. Now, the same area 
takes 6 to 15 hou s to irrigate. Before, over 50 percent of the 

land was not irrigated,mostly that which belongs tofarmers at 

the end of canals. Now, water is distributedequitably among 
allfarmers. There used to be frequent conflicts, violence, and 

arguments over the water. Now, these conflicts have been re­
duced to the minimum. Before the establishmentoftheJuntade 

Regantes, the government collected about 15 percent of the as­

sessed waterfees. Now that thefarmers arepaying the money to 

the Junta-reallythemselves-the collection rate is 75 to 80 

percent. 3o 
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Self-governance and entrepreneurship also promote effective 
problem solving. Social problems are too numerous and com­
plex to be handled well by a single center of authority or a 
single problem solver. No matter how skilled, well-chosen, or 
well-intentioned government officials may be, they cannot 
effectively address or solve all problems that arise in organizing 
productive relationships in a society. 

I ivill make the niles because I know what is in the best 

interest q/'other,'. 

-The Hierarchical Bureaucrat 

ihe experts and butreaucralsin the government kntow how 
best to handle things, and so I will live by their nti/es. 

-The Client of the Bureaucrat 

This is an important reason for favoring markets-an essen­
tial feature of self-governing societies. Functioning markets 
solve huge production, distribution, and resource allocation 

problems every day without depending 
on a sole information-processing or deci-

Allfor one, sion-making center. In contrast, govern­
andone fr all. ment officials who have tried to write 

regulations to guide production or distri­
-The Self-Governing Individual bution decisions have found themselves 

faced with an impossible task. 
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I ,: A society organized on 

principles of self-gover­
nance does a better job of 
solving complex problems. 

It generates better informa­

tion by allowing decisions 
lip to be made by those di­

rectly affected. Self-gover­

: nance and entrepreneurship 
4 also foster innovation be­

-- cause diverse enterprises 

-\.are better positioned to 

develop and test ideas than 
.. ' a single center. 

Keeping Self-Governance Alive 

Self-governance is a desirable and attainable way of life. 

However, even after a substantially self-governing society has 

come into being, maintaining it is a continuing challenge. Self­

governance does not come with guarantees. It has a "use it or 

lose it" character-if not maintained, it erodes. 

Alexis de Tocqueville wrote that the "science of association" 

was the "mother of sciences" in democratic societies. He pre­

dicted that democratic experiments would ultimately fail if 
people neglected the cultivation of this science of association. 

If people lose the habit of constituting their own enterprises 
and their own relationships, if they neglect participation in 
associational life, and if they consent to being directed instead 
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of insisting upon self-direction, they risk atrophy of their 
self-governance capabilities. To leave social problems and 
economic development in the hands of "the government" is a 
temptation, but the results eventually disappoint almost 
everyone. 

People learn how Io be se//-*')qvernhlg by being selJ-govern­
ing. A self-governing society cannot be declared; it must be 
made and remade in the daily lives of individuals. The virtues 
and rewards of the self-governing and entrepreneurial way of 
life are well worth the effort. 
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