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Daron’s Objective 

 To examine “fundamental causes” of growth 

1. Geography 

2. Institutions 

3. Culture 

4. Luck 

 

 Human Capital not a candidate despite massive evidence 

that it predicts growth (Barro; Mankiw,Romer,Weil). 

 

 Let us look at the data. 
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Growth (1960-2010), Institutions and Human Capital  

3 



Long-term Economic Growth, Executive Constraints, 

and Initial Human Capital  
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Looking within countries 

 Another approach: Look within countries 

 Holds national institutions constant with fixed effects 

 

 Acemoglu-Dell (2010) find that Human Capital explains a 

large share of regional income variation in the Americas 

 

 GLLS (2012) find that Human Capital explains a large 

share of regional income variation both between and 

within countries 

 Institutions are not statistically significant   
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Regional Income pc, Geography, Institutions & Culture 
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Where does this leave us ? 

 At least in standard data, political institutions do not 

consistently predict growth or income per capita 

 

 Certainly effects are weaker than those of human capital 

 

 This raises a question: What does “fundamental” mean? 

Probably unchanging or permanent. 

 

 What does the data say (see GLLS 2004)?  
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Average within-country standard deviation of 

institutions and human capital 
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Persistence of Political Institutions and Human Capital 
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What next ? 

 A troublesome situation emerges 

 Institutions have little predictive power for growth 

   (and less with objective measures of institutions such 

as laws, regulations, democracy) 

 Institutions are highly volatile  

 

 Hall and Jones (1999) come to the rescue: 

 Look at income levels not growth rates 

 But then we need instruments for institutions 

 Hall and Jones use language, geography. 
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Colonial History 

 Another idea: colonial history 

 

 In mid 1990’s two approaches to using colonial history as 

predictor of institutions 

 Engerman-Sokoloff 
    Colonial history  patterns of agriculture  institutions 

 La Porta et al:  
     Colonial history  laws colonizers brought with them 

 

 AJR took the idea of colonial history to a new level, 

arguing that settlement patterns shape institutions.  
 What matters is not who colonized, but how 
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Is this convincing ? 

 Some issues with data (Albouy 2012) 

 Even aside from those, the data show that history matters, 

not that institutions matter. 

 Identification problems:  

 Did colonizers, when they settled, bring with them 

institutions or themselves and their human capital? 

 GLLS (2004):  

 I.V. works just as well with Human Capital;  

 Colonial history regressions are not identified because 

exclusion restrictions fail 
12 



13 



What are the lessons of the evidence ? 

1. That institutions do not matter ? 

 

    No: lots of evidence they do 

 

 Political institutions matter for political cycles, public 

debt, etc.. (Alesina, Besley, Persson, Tabellini) 

 Laws and legal traditions affect outcomes (finance, 

labor, entry) 

 Many successful and beneficial institutional reforms 

(Doing Business). 
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What are the lessons of the evidence ? 

2. That institutions do not matter for growth ? 

 

  No: Capitalism is a set of institutions, and it matters 

 

 South Korea: the picture in fact shows the effects of 

capitalism on growth, despite a common history 

 China since 1979 

 Transition economies since 1990 

 

  But: much harder to establish that specific rules or 

              constraints matter for growth.  15 



What are the lessons of the evidence ? 

3. That institutions change fairly rapidly ? 

 

   Yes 
 Democracies, political institutions, constitutions, are 

volatile  

 Evidence that institutions are an unchanging or  

fundamental cause growth is fragile at best 

 If there is such a thing as “fundamental cause” of 

growth, the best candidate is Human Capital. 

 

4. Parenthetically, that opinion-based data on 

institutions are pretty much worthless   

 

16 



Institutional Change 

 So, Daron and I agree: it is essential to understand 

institutional change and its determinants 

 

 Daron focuses on internal political mechanisms 

   Economics  politics  persistence of equilibria 

 

 Surely, an important part of the story 
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Determinants of Institutional Change 

 But there are other key factors: 

 

1. Shocks, such as wars, internal upheavals, revolutions, 

changes in commodity prices 

 These are often exogenous 

Japan in 1945 

South Korea in 1954 

Eastern Europe in 1990 

Russia in 1990 (Gaidar’s story of oil) 
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Determinants of Institutional Change 

2. Modernization 

 

 Institutions are much better in richer countries, both 

democracies and dictatorships 

 

 Institutions improve in more educated countries 
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Education and Institutions in Democracies and Dictatorships 

 This  

 ;lk;lk 
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Mechanisms of Modernization 

 What are the mechanisms of modernization? 

 

 Political ( Lipset 1959, Hirschman 1970, Barro 

1999) 

 

 Economic: institutional quality is driven by human 

capital, especially management 

Evans-Rauch (1999) on Weberian bureaucracies 

Bloom-van Reenen (2007, 2012) on management 
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Post Office Efficiency 

 One strategy is to look at the post office. 

 According to Edward Prescott, this is a more important 

function of government than monetary policy 

 

 CLLS (2012) 

 Sent 10 letters to each of 159 countries with an 

incorrect address.  

 Monitored whether they came back, and how fast to 

Hanover, NH. 

 59% came back on average; more from richer countries 

 Technology, resources predict return of letters, but also 

public and private sector management quality  
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Public and private management quality  

and post office efficiency  
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Bottom lines 

 Daron has been pushing forward a critical research agenda 

 

 I am skeptical of over-emphasis on historical determinants of 

institutions. 

 Change is extremely rapid, especially today 

 

 Human Capital is not the only determinant of development and 

institutions, but it goes a long way in explaining the data. 

 Perhaps it is not a coincidence that the enormous institutional 

improvement we have seen in the last 40 years has coincided 

with rapid improvement in education 

 

 Understanding at both macro and micro levels exactly how 

institutions improve is an open – but totally manageable – problem. 
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