Accountability
government, 68-74, 94-95, 109, 112-113
local versus central government, 112-113,
114
local, democracies versus
nondemocracies, 94-95
political, 109, 117
capture by elites, 114, 117
corruption, 114-115, 151
elections, 112-113
and yardstick competition, 113
Accountability mechanisms, need for, 151,
168, 260
Agency problems, 112, 113-114
Anticorruption campaigns, 158, 162
Authoritarianism
and economic performance, 98
and local accountability, 94-95

Bargaining model, 32, 35, 41-46
cooperative, 41
cooperative versus noncooperative, 42
noncooperative, 42
Bargaining problem, 31
as barrier to institutional change, 31—
32
Bribes
magnitude, autocracies versus
democracies, 147-148
magnitude relative to rents, 146-148
Bureaucracy
accountability of, 74
erosion of its insulation, 99-100, 103
insulation of, 98-99
and credible commitment, 100
politicization of, 99-100
quality, central versus local, 110-111

Subject Index

Business environment, predictability of,
autocracies versus democracies, 97

Capital
civic, 36-37
Capture by elites, 18, 37, 95-97, 109, 114,
115-117, 120-122, 124-125, 259
determinants of, 130-136
and inequality, 96-97, 116, 117, 124, 132,
134-135
Centralization
benefits of, 111-112
and economies of scale, 111-112
Child labor, 265-266
Collective action, 201-225
and inequality, 37-38, 201
and polarization, 36, 38
and social fragmentation, 21
Collective-action problem, 30-31, 95-96,
143
as barrier to institutional change, 30-32, 35
Colonialism, 11
and artificial boundaries, 180-181
and ethnic conflicts, 170
and origins of democracy in India, 89
Colonial legacy
impact on legal systems, 5
institutional impact of, 3, 4, 5
Commitment mechanisms, 123-124
self-binding, 29, 30n4
and economic development, 29-30
Common-pool problem, 201-202, 205-210
and aggregate wealth, 205
versus credible commitment problem,
203-204
and fiscal policy, 72
in Latin America, 201-202



302

Comparative advantage, 255, 267
Competition
interjurisdictional, 61, 123
Conflict
interethnic and intraethnic, 182-183
over water, 236, 242
Cooperation, 201-225
and aggregate wealth, 205, 207, 208, 210,
224
and exit options, 236, 242, 244-245
and government involvement, 235-236,
242,244, 246
and group size, 231-234, 241, 244-245,
246
and inequality, 234, 237, 243-246
local-level, and its determinants, 229,
231-247
in local water management, 227-247
and rule obedience, 246247
as self-reinforcing, 236-237
Coordination failures, 2
Coordination mechanism
in bribe collecting, 147, 148, 151
local community organizations as, 18
markets as, 17-18
markets versus the state, 18-19
the state as, 13-17
Coordination problems, and centralized
financing, 13-14
Corruption, 98, 118, 137-168, 196, 245,
246
bureaucratic, 109
and bureaucratic competition, 160-161
central versus local government, 122
centralized, 143-146
as part of a Coasean bargaining process,
140-141, 143
consequences of, 137
and democracy, 148
decentralized versus centralized, 139,
143-145
in Russia, 145
differential incidence, 151-157
at different levels of administration, 154—
155
and dual track system, 151
economic, definition of, 138-139
economic versus political, 139
effects of, 141-142
as efficiency-improving, 139-143, 149
and impact on growth, 148-150
and impact on investment, 148-149

Subject Index

incidence versus perception, discrepancy
between, 156
and initial conditions, 154
and internecine warfare, 150
local versus national government, 95-96
and market competition, 160
persistence of, 137, 153-157
and political competition, 151, 168
and privatization of state owned
enterprises, 151
and red tape, 142-143
and regulation, 151-152, 158
and secrecy, 146
as a self-fulfilling equilibrium, 156
and social norms, 152-153
as “speed money”, 141, 142, 162
versus taxation, distortionary effects, 146
and wages of civil servants, 164-168
in weak versus strong states, 145, 168
Credibility, tradeoff with flexibility, 65,
270
Credible commitment, 15-16, 145, 168,
202, 259, 269
and accountability, 102-103
Credible-commitment mechanisms, to
ameliorate ethnic conflict, 191, 194, 200
Credible-commitment problem, 29-30, 31,
55-85, 270-271
as a barrier to reform, 55, 74-85
and institutional solutions, 60-61, 62—64,
65, 68-74,271-272
and reputational solution, 59-60, 63, 65—
68, 271
strategic versus self-control context, 56—
57
Cultural protection, 249-250

Decentralization, 105-127

to ameliorate ethnic conflict, 193-194

benefits of, 105-106, 107, 112-113, 125

versus centralization, 105-106, 111-118,
122-123

China versus Russia, 123-125

defining, 106-107

effects of, 118-125

efficiency versus redistribution, 109-110

and fiscal discipline, 202

and inequality, 96-97

and local business development, 123-125

and local democracy, 117-118

and need for accountability mechanisms
in developing countries, 95-96, 109,



Subject Index

112, 114-117, 120-121, 123, 125-126,
129
and redistribution, 109-110
U.S. versus developing and transition
countries, 108-111
and yardstick competition, 113
Democracy
as a check on corruption, 151, 168
and corruption, 96
and credible commitment, 101-102
and development, 87-88, 91-92, 97-98
and ethnic conflict, 183
and fiscal decentralization, 121
in India, 92-94
and local accountability, 94-95
Northern India versus Southern India,
93
origins of, India versus the West, 89-91
Deregulation
as a means to fight corruption, 158-160
Development banks, state-supported, 13—
14,17
Dislocation, 197
Distributive conflict
as impediment to institutional change, 27,
30-34, 35-38
as impediment to reform, 39-54, 74
and institutional failures, 37-38
Drugs, making available to poor countries,
269-272
Dual track system, and corruption, 151

East Asian development model, 10, 13-17,
30, 98-99, 103
Economies of scale, 111-112
Efficiency wage theory, 164-165
Ethnic conflict, 169-200
and appropriation of local commons,
196-197
and armament sales, 199-200
and civil organizations, 186
and electoral system design, 183-184,
191, 200
and failed economic policy, 176-177
and institutional solutions, 190-194
and intergroup economic competition,
171-176
and intragroup sanctions, 189-190
and land, 173, 179
and markets, 177-179, 200
and natural resources, 173
and solutions, 190-200

303

and structural adjustment programs, 177,
193-194, 197, 199
and urban inequality, 197
Ethnic diversity, and local public-goods
provisions, 189-190
Ethnicity, 169-170

Federalism, 124
to ameliorate ethnic conflict, 192-194
fiscal, 108, 110, 111-112, 114
India versus U.S., 91, 109
to prevent barriers to entry, 61-62
as solution to credible-commitment
problem, 60-61, 63-64
Financial crisis, East Asian, 16-17, 30
Financial system, state-supported, 15-16
Fiscal crisis, as a collective-action problem,
201-202
Fiscal imbalance, as a common-pool
problem, 207-210, 224
Fiscal policy, and common-pool problem,
72
Foreign investment, and pollution
abatement costs, 268
Free-rider problem, 31, 190, 216, 234

Geography, and economic performance, 3
Global economic integration, and ethnic
separatism, 179-180
Globalization
and capital flight, 249-251
defining, 249-251
and fiscal crises, 260
and impact on the poor, 249-273
and need for domestic institutional
changes, 252-253, 259-260, 267-268,
272
opposition to, 249-250
and policies to aid poor workers, 258-260
and redistribution, 262
and taxation of capital, 261-262
Government failures, 18
Growth
impact on corruption, 150-151

Hard budget constraint, 124
Herd behavior, 188-189, 197-198

Identity politics, 181-182

Imperfect information, 12, 28

Incentive payments, to fight corruption,
164-168



304

Incomplete contracts, 46-47
and opportunism, 4647
Inequality
and bargaining disputes, 38
and collective action, 36, 37-38
and cooperation, 204, 210-223, 224-225,
228
and enforcement costs, 38
and globalization, 251
and government response to
macroeconomic crises, 35-36
and institutions, 32-33
and international trade, 255-257
Infant-industry protection, 195
democracies versus autocracies in East
Asia, 102
and time-inconsistency problem, 102
Inflation-stabilization cycles, 205-207
as common-pool problem, 205-207
Influence peddling, 98, 151
Information asymmetry, 8, 111, 143
and ethnic conflict, 187
and power, 45, 54
Information externalities, 13
Institutional change, 29, 32
barriers to, 27, 30-33
and changes in distribution of power, 37
and evolutionary game theory, 28
and political competition, 34-35
Institutional economics, 1, 2, 9-10, 27, 30,
35
new, 29, 30
Institutional failure, and ethnic conflict,
186-187, 200
Institutional impediments to development,
11-13,27
Institutions
and capacity for development, 8
and colonialism, 4
as coordination mechanisms, 2
in developed countries, 6, 7-9, 13
in developing countries, 6, 8, 9-12
and economic performance, 34, 8
endogeneity of, 4, 21
and geography, 3
indigenous, 6, 11
inefficient and persistence of, 27, 33,
34n11
and legal origin, 6
to limit opportunism, 7-9, 47, 49-50
particularistic networks, drawbacks of,
10-11

Subject Index

particularistic networks versus state-
mediated coordination, 16—-17
persistence of, 4, 27, 31
property rights versus democratic
political rights, 2-3, 19
and development, 2-3, 19-26
of punishment, 7, 10
relation-based versus rule-based, 10, 30
weak, 8
Intergovernmental competition, 108
Interlinked contracts, 47-48
International community, as mediator in
ethnic conflict, 198-200
International economic integration, and
poverty, 251-252
International labor flows, 251
International trade, and inequality, 255—
257
Interregional tax competition, 110
Intraethnic tensions, 182-183, 184
Intragroup sanctions, and ethnic conflict,
189-190

Job reservation for minorities
and ethnic conflict, 194-196
and rent sharing, 196

Labor market, ethnic segmentation of, 171
Land reform, 33-35, 37, 247, 262
and shifts in power, 33-35, 37
Land sales market, 33-34
Learning by doing, 111, 195
Legal systems
and business environment, 5-6
common-law versus civil law, 5-6
Lending, related, 12
Local participatory development, 118-119,
126
Local public goods, 37
and erosion of political support for, 37
institutional failures in their provision, 37

Macroeconomic crises, Latin America
versus East Asia, 35-36
Market failures, 18
Markets
ameliorating ethnic problems, 177-178
exacerbating ethnic problems, 178-179
Merchant guilds, 8, 9
Methodology
cross-country regressions, 1-2, 5, 6-7,
87-88, 137-138



Subject Index

qualitative comparative historical
analysis, 6-7, 88
Monitoring, 8, 109

Path dependency, 17, 27-28, 34
Political competition
and institutional change, 34-35
and reform, 76-77
Political parties
and ethnic conflict, 183-186
as mediators of ethnic conflict, 185-186,
200
as sources of ethnic conflict, 183-185
Political rights
and development, 19-26
and ethnolinguistic fractionalization, 26
and literacy, 26
and population density, 26
and state antiquity, 26
Political sustainability, 3
Politics, ethnification of, 181-182
Poverty, around the world, 251-252
Power
absolute versus relative changes in, 35,
78-81
and barriers to reform, 78-80, 83
and asymmetric information, 44, 54
bargaining, 32, 42, 43
behaviorist view of, 39, 52-53
capitalist, 47-50
and creation of institutions, 40-41
and credible precommitment, 43—44
economic versus political, 39-40
in the employer-employee relationship,
47-50
exercise of, 40-41
and hold-up problems, 46—47
and incomplete contracts, 46—47
and inequality, 50, 54
market, 47
and predation, 50
quantifying, 41
of the state, India versus the West, 89—
91
structuralist view of, 53-54
and “voluntary” transactions, 40, 51-52
of the weak, 48-49
Power sharing, to ameliorate ethnic
conflict, 191, 194
Power preservation, as an impediment to
as a reason to block institutional
change, 32, 34, 35, 74-77, 80-83

305

Power relations, dyadic versus triadic, 51—
52
Primary products, and economic
vulnerability, 254-255
Privatization of state-owned enterprises,
and corruption, 151
PROGRESA, 120, 266
Public goods, 108-109
efficiency versus redistribution, 109-110
and spillovers, 111, 114, 115
Public information, as palliative for ethnic
conflict, 197-198
Punishment, to induce cooperation, 221-
223,225

Red tape, 142-143
as a screening mechanism, 142-143
Redistribution, domestic barriers to, 262
Reform
barriers to, 55, 56, 74-85, 90-91
economic and political instability, 55-56
to fight corruption and the potential
drawbacks, 158-168
Regional autonomy, to ameliorate ethnic
conflict, 192-193
Reputation
collective and corruption, 156157, 162
and commitment, 43-44
Reputation mechanisms
bilateral versus community
responsibility, 8
bilateral versus multilateral, 8
to enforce cooperation, 208, 234
multilateral, 9
Rights, group versus individual, 90
Risk sharing, 11-12
Rule of law, 19
and democracy, 97
and development, 19-26, 98
and economic performance, 21, 26
and ethnolinguistic fractionalization, 21
and life expectancy, 21
and literacy, 21, 26
and state antiquity, 21

Sanctions, 198-199
and durability of power distribution,
52
Secessionist movements, 174-175, 181
Separation of powers, 69-74, 117
to ameliorate ethnic conflict, 191
and rent extraction, 69-74



306

Separation of powers (cont.)
as solution to government accountability
problems, 69-74, 117
Separatist movements, 172, 175-176, 179—
180, 185
Side payments, to induce cooperation, 212,
219-220, 225
Social capital, 195
Social fragmentation, and collective-action
problems, 21
Social norm of cooperation, 211, 217-219
Social sanctions
and ethnic conflict, 187-188
and group size, 231-234, 241, 242n, 244,
246
Soft budget constraint, 61, 125, 193, 202
Sweatshops, 263-265

Targeting, 109, 120, 129
Tiebout mechanism, 108
Time inconsistency, 55-56
and bail-outs, 55, 58
and expropriation, 55, 58-59
in monetary policy, 55, 57-58, 59-60, 63,
65-66
and redistribution, 59, 78-79
Township and village enterprises (TVEs),
in China, 123-124
Trade barriers, and poverty in developing
countries, 253-254
Trade boycotts, impact of, 265-266
Trade liberalization
effects on politics, 263
environmental consequences of, 266—268
labor market effects of, 257-258
and market structure, 262-263
Trade-related intellectual property rights,
268-272
Tragedy of the Commons, 224
Transaction costs, 28, 50, 112
and tradeoff with economies of scale, 7

Uncertainty, individual, as barrier to
reform, 83-85

Vertical integration, 47
Vested interests, 30
as barriers to institutional change, 30, 31—
35, 262, 267-268, 273

Wages
of civil servants, and corruption, 164-168

Subject Index

transnational versus domestic firms, 263—
265
War of attrition, 44-46
and power, 45
Water management, by the local
community, 227-231
Wealth distribution, East Asia versus Latin
America, 35-36



