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The lesson consisted of an approximately 25-minute lecture summarizing the reading, cited 
below, and two activities, each approximately 25-minutes, applying the material. In the first 
activity, students interpret qualitative evidence of historical institutions to deepen their 
understanding of evaluating institutional quality and their intuition for how to distill the impact 
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institutions in developing countries and discuss how the experience of practitioners compares to 
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1) Lecture slides 
 



Understanding Prosperity and Poverty:
Geography, Institutions, and the Reversal of

Fortune

Presented by: Jamie Hansen-Lewis

Brown University

April 18, 2018



Figure: Team institutions: Acemoglu, Johnson, and Robinson

I Overview lecture

I Past institutions cases

I Current institutions cases



What explains income differences across countries?

Some ideas:

I healthcare and/or education

I female economic empowerment

I fertility and demographics

I access to finance

I historical events

I institutions

Proximate factors v. underlying determinants



What are two biggest ideas on how history
determines income today?

Geography hypothesis

I Def: historical transmission of biological and geological
advantages across generations

I Ex: horses v zebras

Institutions hypothesis

I Def: organization of society, rules of the game

I Ex: “good” / inclusive: property rights, rule of law

I Ex: “bad” / extractive: extortion, unconstrained elite



Research question

What is the contribution of
institutions (versus other
factors) in income differences?



General scientific challenges

If A, X correlated, does A =⇒ X? No

I (C =⇒ A) AND (C =⇒ X) ... confounding factor

I X =⇒ A ... reverse causality

If B, X also correlated, does A OR B =⇒ X?

I (not B =⇒ A) AND (not A =⇒ B) ... mutually exclusive

I A AND B =⇒ X .... mutually dependent

Consider the counterfactual: If not A, what would happen to X?
(not X if causal)



Disproving geography hypothesis

Counterfactual: If no ∆ geography ....
... =⇒ no ∆ income

“Reversal of fortune”

I Def: in comparison to 500 years ago, rich regions now poor
and poor regions now rich

I Sample: European colonies and future colonies

I Proxies: Urbanization rate and population density



The reversal of fortune
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Figure 2.3 Log Income per Capita in 1995 versus Urbanization in 1500 

to poverty today, since these areas, with the same climate, ecology, and dis- 
ease environments, were richer than the temperate areas 500 years ago. 

Nevertheless, it is possible to develop more sophisticated geography hy- 
potheses predicting time-varying effects of climate, ecology, or disease en- 
vironments. Perhaps certain geographic characteristics that were not useful, 
or were even harmful, for successful economic performance in 1500 turned 
out to be beneficial later on. 

A possible example, which can be called "the latitude specific technology 
hypothesis," argues that areas in the tropics had an early advantage, but later 
agricultural technologies, such as the heavy plow, crop rotation systems, do- 
mesticated animals, and high-yield crops, have favored countries in the tem- 
perate areas.' However, the evidence is not consistent with this hypothesis. 
First, the reversal in relative incomes seems to have been related to popu- 
lation density and prosperity before Europeans arrived, not to any inherent 
geographic characteristics of the area. Furthermore, according to the latitude 
specific technology hypothesis, the reversal should have occurred when Eu- 
ropean agricultural technology spread to the colonies. Yet while the intro- 
duction of European agricultural techniques, at least in North America, took 
place earlier, as documented above, the reversal occurred mostly during the 
nineteenth century and was closely related to industrialization. 

The timing and the nature of the reversal do not support other versions 
of the sophisticated geography hypothesis: Overall, the evidence strongly 
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Figure 2.4 Log Income per Capita in 1995 versus Log Population Density in 1500 

suggests that the reversal of fortune among the former European colonies is 
not consistent with theories in which geographic factors are the central de- 
terminants of cross-country income differences today. 

INSTITUTIONS AND THE REVERSAL 

Is the reversal of fortune consistent with the institutions hypothesis? The 
answer is yes. In fact, once we look at the variation in colonization strategies, 
we see that the reversal of fortune is exactly what the institutions hypothesis 
predicts. 

European colonialism made Europeans the politically powerful group with 
the capability to influence institutions more than any indigenous group was 
able to at the time. As suggested by our discussion above, we expect Euro- 
peans to have done so not according to the interest of the society as a whole, 
but in order to maximize their benefits. And this is exactly what the historical 
evidence suggests happened. 

In places where Europeans did not settle, and thus did not care much 
about aggregate output or welfare; in places where there was a large popu- 
lation to be coerced and employed cheaply in mines or in agriculture, or 
simply taxed; in places where there was a lot to be extracted, Europeans 
pursued the strategy ofsetting up extractive institutions. In those colonies, 
there were no constraints on the power of the elites (i.e., the Europeans and 
their allies), and no civil or property rights for the majority of the population; 
in fact, many of them were forced laborers or slaves. Contrasting with this 
pattern, in other colonies Europeans settled in large numbers and developed 
the laws and institutions of the society to ensure that they themselves were 



Institutions are alternative explanation for reversal

“Institutional reversal”

I Def: richer places got worse institutions

I Concerns: reverse causality, confounding factors





Institutions are alternative explanation for reversal

“Institutional reversal”

I Def: richer places got worse institutions

I Concerns: reverse causality, confounding factors

I Ex: wood and petro in Canada

Key innovation: use settler mortality like it’s “random” variation in
institutions

“Natural experiment” = source of as-if random changes in variable
of interest



Design of the “natural experiment”

I Hypothesis:
institutions =⇒ income differences

I Experiment:

Given (or if) ...

1. settler mortality =⇒ settlements =⇒ past institutions =⇒
current institutions

2. settler mortality 6; income differences

then ...

1. settler mortality, income differences correlated =⇒ hypothesis
true



Results: mortality determines institutions and
income

30 The Causes of Poverty 

tlement rates of Europeans: the disease environment they faced in the col- 
onies. Europeans, it turns out, had no immunity to the diseases of the tropics, 
particularly malaria and yellow fever. 

Yellow fever is largely eradicated today, but malaria is still endemic in 
many parts of sub-Saharan Africa and, as discussed above, causes the deaths 
of millions of children every year. Nevertheless, the majority of the adult 
inhabitants of areas in which malaria is endemic have either genetic or (more 
often) acquired immunity, ensuring that they do not die or are not com- 
pletely incapacitated by even the most deadly strain of malaria, falciparum 
malaria. In contrast, malaria infection meant almost certain death for Eur- 
opeans, especially in the nineteenth century, before the causes and prevention 
of malaria were understood.' 

As a result of the prevalence of yellow fever and malaria, potential Eu- 
ropean settlers and European troops faced very different mortality rates in 
the colonies. For example, before 1850, the annual mortality rates for a set- 
tlement size maintained at 1,000 (through replacement) ranged from 8.55 in 
New Zealand, which was lower than in Europe at that time, to 49 in India, 
130 in Jamaica, and around 500 in West Africa. The widely differing mortality 
rates of settlers led to different settlement rates and to divergent institutional 
paths for various colonies. 

Figure 2.5 shows a very strong association between (the log of) these 
mortality rates for European settlers and the measure of current institutions 
used in Figure 2.1, protection against expropriation risk between 1985 and 
1995. Institutions today are much worse in places with higher settler mor- 
tality. Figure 2.6, in turn, shows a very strong association between these 
mortality rates and economic prosperity today, again as measured by income 
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Figure 2.5 Perceived Protection against Expropriation Risk, 1985-1995 versus Log 
Settler Mortality 
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per capita: countries that had lower mortality rates for European settlers are 
now richer. What explains this pattern? 

In Acemoglu, Johnson, and Robinson (2001), we document that this pat- 
tern reflects neither the current prevalence of malaria, nor current general 
health conditions, nor various geographic factors ranging from temperature 
to humidity, from natural resources to soil q~a l i ty .~  Instead, we argue that 
the association shown in Figure 2.6 works through the effect of these mor- 
tality rates on European settlement and institutional development. In places 
where they faced high mortality rates, Europeans did not settle and typically 
introduced extractive institutions. Extractive institutions have a lot of staying 
power; for example, groups who benefit from using the power of the state 
to expropriate others will resist and attempt to block any move toward better 
institutions. As a result, in many cases extractive institutions have persisted 
from colonial times to today and still adversely affect economic growth. 

The idea that Figure 2.6 captures the effect of European settler mortality 
rates working via institutional development, not the direct effect of these 
diseases, is also supported by the mortality rates of indigenous peoples in 
these areas. While Europeans faced very high death rates, the indigenous 
population had mortality rates similar to those of Europeans in their home 
countries. For example, the annual mortality rates of native troops serving 
in Bengal and Madras were respectively 11 and 13 in 1,000, similar to-in 
fact, lower than-the annual mortality rate of British troops serving in Brit- 
ain, which was approximately 15 in 1,000. In contrast, the death rates of 
British troops serving in these colonies were much higher because of their 
lack of immunity to local disease. For example, death rates in Bengal and 
Madras for British troops were between 70 and 170 in 1,000. 

That the relationship in Figure 2.6 does not reflect the direct effect of the 



Results: mortality determines institutions and
income

30 The Causes of Poverty 

tlement rates of Europeans: the disease environment they faced in the col- 
onies. Europeans, it turns out, had no immunity to the diseases of the tropics, 
particularly malaria and yellow fever. 

Yellow fever is largely eradicated today, but malaria is still endemic in 
many parts of sub-Saharan Africa and, as discussed above, causes the deaths 
of millions of children every year. Nevertheless, the majority of the adult 
inhabitants of areas in which malaria is endemic have either genetic or (more 
often) acquired immunity, ensuring that they do not die or are not com- 
pletely incapacitated by even the most deadly strain of malaria, falciparum 
malaria. In contrast, malaria infection meant almost certain death for Eur- 
opeans, especially in the nineteenth century, before the causes and prevention 
of malaria were understood.' 

As a result of the prevalence of yellow fever and malaria, potential Eu- 
ropean settlers and European troops faced very different mortality rates in 
the colonies. For example, before 1850, the annual mortality rates for a set- 
tlement size maintained at 1,000 (through replacement) ranged from 8.55 in 
New Zealand, which was lower than in Europe at that time, to 49 in India, 
130 in Jamaica, and around 500 in West Africa. The widely differing mortality 
rates of settlers led to different settlement rates and to divergent institutional 
paths for various colonies. 

Figure 2.5 shows a very strong association between (the log of) these 
mortality rates for European settlers and the measure of current institutions 
used in Figure 2.1, protection against expropriation risk between 1985 and 
1995. Institutions today are much worse in places with higher settler mor- 
tality. Figure 2.6, in turn, shows a very strong association between these 
mortality rates and economic prosperity today, again as measured by income 

USA 
V) CAN 

3 lo 1 ::: SGP 

IND GMB 

GHA 

NGA 
N F  

NER 
SUR 

SDN MLI 
nn 

IAU 
I 4 6 Q 

~ a g  Settler Momllly 

Figure 2.5 Perceived Protection against Expropriation Risk, 1985-1995 versus Log 
Settler Mortality 
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per capita: countries that had lower mortality rates for European settlers are 
now richer. What explains this pattern? 

In Acemoglu, Johnson, and Robinson (2001), we document that this pat- 
tern reflects neither the current prevalence of malaria, nor current general 
health conditions, nor various geographic factors ranging from temperature 
to humidity, from natural resources to soil q~a l i ty .~  Instead, we argue that 
the association shown in Figure 2.6 works through the effect of these mor- 
tality rates on European settlement and institutional development. In places 
where they faced high mortality rates, Europeans did not settle and typically 
introduced extractive institutions. Extractive institutions have a lot of staying 
power; for example, groups who benefit from using the power of the state 
to expropriate others will resist and attempt to block any move toward better 
institutions. As a result, in many cases extractive institutions have persisted 
from colonial times to today and still adversely affect economic growth. 

The idea that Figure 2.6 captures the effect of European settler mortality 
rates working via institutional development, not the direct effect of these 
diseases, is also supported by the mortality rates of indigenous peoples in 
these areas. While Europeans faced very high death rates, the indigenous 
population had mortality rates similar to those of Europeans in their home 
countries. For example, the annual mortality rates of native troops serving 
in Bengal and Madras were respectively 11 and 13 in 1,000, similar to-in 
fact, lower than-the annual mortality rate of British troops serving in Brit- 
ain, which was approximately 15 in 1,000. In contrast, the death rates of 
British troops serving in these colonies were much higher because of their 
lack of immunity to local disease. For example, death rates in Bengal and 
Madras for British troops were between 70 and 170 in 1,000. 

That the relationship in Figure 2.6 does not reflect the direct effect of the 



Exercise 1: Examples of historical institutions

Handout 1 has three examples of institutions adapted from
historical studies of current countries. As you read, look for
evidence of inclusive and extractive institutions as well as other
factors that would affect income today.



Exercise 2: Examples of improving institutions

Handout 2 has a description of World Bank’s experience trying to
improve institutions and practical doctrine. As you read, consider
difficulties and innovations in how research is translated into policy
advice and development aid.



Thank you. The End.



	  

 
 
 

2) Handout for activity 1: Examples of historical institutions 
  



	  

Read over the three descriptions of example states and consider the definitions of inclusive and 
extractive institutions below. As you read, look for evidence of inclusive and extractive 
institutions as well as other factors that might affect future income. 
 
Inclusive institutions are those that allow and encourage participation by the great mass of people 
in economic activities that make the best use of their talents and skills, and that enable 
individuals to make the choices they wish. To be inclusive, economic institutions must feature 
secure private property, an unbiased system of law, and a provision of public services that 
provides a level playing field in which people can exchange and contract; it also must permit the 
entry of new businesses and allow people to choose their careers.  

Extractive institutions concentrate power in the hands of a narrow elite and place few constraints 
on the exercise of this power. Economic institutions are then often structured by this elite to 
extract resources from the rest of society. Extractive economic institutions thus naturally 
accompany extractive political institutions. 
 

Discussion questions: 

1.   For each state, explain how you would classify the described institutions based on the 
definitions. 
 

2.   Suppose the example states were somehow randomly assigned the described institutions. 
Based on the institutions you characterized above, in which example state(s) do you 
expect to observe comparatively high income today? In which example state(s) do you 
expect to observe comparatively low income today? Follow the argument in AJR. 
 

3.   For each state, describe whether and how the institutions reflect other characteristics of 
the state (eg wealth, migration, technology, etc). How do you expect the other 
characteristics would affect economic performance? Less information about other 
characteristics is provided so feel free to speculate. 
 

4.   For each example state, select a current country that is your best guess as the inspiration 
for the example. Use any prior knowledge of history to inform your selection. Evaluate if 
the modern economic performance of your selected country is consistent with the 
predictions based on the described historical institutions. If the selected country’s modern 
economy differs from the prediction, how would you qualify the argument in AJR? 



	  

1. Dagobah 
Dagobah was governed by a supreme ruler who inherited the position via birthright. The ruler 
governed a wide geographic territory with the help of a large meritocratic bureaucracy and 
appointed local rulers. These institutions strongly supported the trade in Dagobah. The state 
created and maintained transport routes and organized local communities in the upkeep of 
transport routes. Dagobah levied domestic customs as well as transit taxes. With a few notable 
exceptions, the amount of revenue from these taxes was typically below that of other countries. 
Some 10 percent of revenues were devoted to public projects. 

The Dagobah Constitution, the formal legal framework of Dagobah, protected private property 
and hence trade through its articles against theft, sale of property belonging to others, and 
trespassing. The emphasis was on maintaining public order by providing incentives for lawful 
behavior through the threat of punishment rather than on reconciling conflicts among private 
economic interests. A reasonably effective court system existed and official arbitration of 
property disputes was available, even to the poor.  

Formal laws and tradition customs both supported economic activity. For example, to reduce 
collusion, government-licensed brokers were required to supervise payments between buyers and 
sellers, oversee delivery, and inspect quality. Traditional merchant networks, typically identified 
by kinship, further reduced commitment problems. They established an interlocked chain of 
banks along their trade routes. Nevertheless, private and official distinctions were at times 
heavily blurred. For example, merchants purchased official titles or became officials of the state, 
and officials not only accepted but regularly solicited financial contributions from merchants for 
government projects.  
 
 

2. Naboo 
Naboo had a supreme ruler and an administration of autonomous agents who had military power. 
Strong local rulers, autonomous cities, a supreme ruler without a standing army, and a council 
that both approved taxation and coordinated political actions constrained coercion from the 
supreme ruler. Courts further constrained the supreme ruler because they gained independence in 
areas of customary laws. For example, in an early ruling, the customary right of a local ruler to 
issue credit to merchants was upheld against the claim of the supreme ruler. This contract 
enforcement enabled the wide expansion of credit. 

More limits on the authority of the supreme ruler began after the Banana Revolution. New rules 
on appropriate behavior by the supreme ruler, a better separation between the judiciary and the 
executive, and new organizations, such as the Bank of Naboo, were formalized. However, 
historical evidence does not indicate that the Banana Revolution altered the security of property 
rights. It merely formalized a de facto prior situation. Once the council gained supremacy, it was 
not in the business of protecting property rights per-se. Its policy reflected the interests of those 
who controlled it, namely, the landed, commercial, and financial elite. The subsequent history is 
thus marked by gross abuses of property rights through the radical increase in taxation, 
monopolies, council-sanctioned enclosures of common property, and territorial expansion. 
 
 



	  

3. Jakku 
Jakku's government institutions had three main parts: the ruler, the appointed (not elected) 
council, and the elected council. The ruler could appoint members to the appointed council, 
convene or dismiss the councils, propose and veto legislation, and sign bills into law. The ruler 
also appointed important public officials such as auditors and customs collectors. The appointed 
council represented the wealthy, land-owning merchant elite. The elected council represented 
middle-class land-owners and merchants. The elected decided on all financial matters; however, 
the members only served the narrow interests of those who directly elected them. 

The economy centered on the exploitation of natural resources and required many workers to 
serve the relatively few elites who owned the land. Servitude, specifically bonded labor, was the 
dominant economic institution. While some servants eventually obtained freedom with sufficient 
wealth to buy land and gain membership to the elected council, the system suffered from several 
commitment problems. As many masters were also members of the elected council, it was legal 
to disrespect or alter the agreed-upon contract. Landowners were also likely to extend the 
indenture time and to renege on granting freedom. When servants obtained freedom, they faced 
the risk of expropriation or excessive taxation of their payment. In principle, the servants could 
resolve such contract disputes in court. In practice, the courts were biased in favor of the masters. 
For example, the juries were usually dominated by the very men who were being sued. 

As global economic and political conditions changed, servant recruitment became costlier. As a 
result, landowners shifted from using servants to slaves. Within just two decades, the slave 
population share in Jakku rose from a little more than 5% in to more than one-quarter. 

 

 

  



	  

Citations 
Greif, Avner. "Commitment, coercion, and markets: The nature and dynamics of institutions 
supporting exchange." In Handbook of new institutional economics, pp. 727-786. Springer, 
Boston, MA, 2005. 
 
MacLeod, W. Bentley. "On economics: a review of Why nations fail by D. Acemoglu and J. 
Robinson and Pillars of prosperity by T. Besley and T. Persson." Journal of Economic 
Literature 51, no. 1 (2013): 116-43. 
 
Nikolova, Elena, and Milena Nikolova. "Suffrage, labour markets and coalitions in colonial 
Virginia." European Journal of Political Economy 49 (2017): 108-122. 
 
Shiue, Carol H., and Wolfgang Keller. "Markets in China and Europe on the Eve of the 
Industrial Revolution." American Economic Review 97, no. 4 (2007): 1189-1216. 
 
 
 
 



 
 
 

3) Handout for activity 2: Examples of improving institutions 
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Diverse pathways to success: Moving beyond institutional transplants  

For decades, academics as well as practitioners have acknowledged the importance of institutions— 
organizations and rules—to development. Countries that are more secure, prosperous, and equitable 
tend to rank higher on the existing indicators that emphasize certain institutional forms. This pattern 
has created a perception that certain types of institutions unambiguously determine higher levels of 
development, and it has led many well-intentioned policy makers and development agencies to 
promote institutional reforms that aim at achieving those institutional standards—often referred to as 
institutional transplants. In other words, in acknowledging that governance matters for development, 
one implicitly accepts the fact that the effects of governance are determined by the characteristics of 
formal institutions.  

However, institutional forms are not enough. Consider the challenge that Mongolia faced in 
following its own “golden rules.” The Mongolian government decided to adopt international best 
practices to manage fiscal revenues from natural resource extraction, but it failed to administer them 
with a long-term perspective. Although the countercyclical management of fiscal policy to manage 
volatility has been viewed as a key role of institutions seeking to promote long-term development, 
the form that those institutions took in Mongolia was not enough to affect outcomes (Gill and others 
2014). Political constraints, pressures from interest groups, existing social opinions about the need to 
accelerate progress in specific areas, and historical inertia had eroded the credibility of the 
commitment to prudential management of mining resources.  

 
Contrast Mongolia with those countries viewed as examples of effective management of natural 
resources such as Chile and the Netherlands. Chile and Mongolia have the same institutional forms 
for the allocation of revenues from the extractive industry— Mongolia followed the Chilean 
example—but very different outcomes. Fiscal spending in Mongolia is considerably more procyclical 
in spite of having the same rules (see figure 2.1, panel a). Meanwhile, Chile and the Netherlands have 
very different institutional forms, but they are similarly effective in managing resources (for Chile, 
see panel b). What do the Chilean and Netherlandic cases have in common? Many factors determine 
effectiveness, but certainly the fact that actors are willing to accept and follow the rules, or act 
collectively, is one of them. In Chile, political agreements since the return to democracy in the 1990s 
have included a long-term perspective on economic management, a principle accepted by all actors in 

52    |    World Development Report 2017

of fiscal policy to manage volatility has been viewed 
as a key role of institutions seeking to promote long-
term development, the form that those institutions 
took in Mongolia was not enough to affect outcomes 
(Gill and others 2014). Political constraints, pressures 
from interest groups, existing social opinions about 
the need to accelerate progress in specific areas, and 
historical inertia had eroded the credibility of the 
commitment to prudential management of mining 
resources. 

Contrast Mongolia with those countries viewed 
as examples of effective management of natural 
resources such as Chile and the Netherlands. Chile and 
Mongolia have the same institutional forms for the 
allocation of revenues from the extractive industry— 
Mongolia followed the Chilean example—but very 
different outcomes. Fiscal spending in Mongolia is 
considerably more procyclical in spite of having the 
same rules (see figure 2.1, panel a). Meanwhile, Chile 
and the Netherlands have very different institutional 
forms, but they are similarly effective in managing 
resources (for Chile, see panel b). What do the Chil-
ean and Netherlandic cases have in common? Many 
factors determine effectiveness, but certainly the fact 
that actors are willing to accept and follow the rules, 
or act collectively, is one of them. In Chile, political 
agreements since the return to democracy in the 

Diverse pathways to success: 
Moving beyond institutional 
transplants 
For decades, academics as well as practitioners 
have acknowledged the importance of institutions— 
organizations and rules—to development. Countries 
that are more secure, prosperous, and equitable tend to 
rank higher on the existing indicators that emphasize 
certain institutional forms. This pattern has created 
a perception that certain types of institutions unam-
biguously determine higher levels of development, 
and it has led many well-intentioned policy makers 
and development agencies to promote institutional 
reforms that aim at achieving those institutional  
standards—often referred to as institutional transplants. 
In other words, in acknowledging that governance 
matters for development, one implicitly accepts the 
fact that the effects of governance are determined by 
the characteristics of formal institutions.

However, institutional forms are not enough. Con-
sider the challenge that Mongolia faced in following 
its own “golden rules.” The Mongolian government 
decided to adopt international best practices to man-
age fiscal revenues from natural resource extraction, 
but it failed to administer them with a long-term per-
spective. Although the countercyclical management 

Figure 2.1 Despite similar rules for the management of natural resource revenue 
in Chile and Mongolia, Chile’s expenditure patterns reveal a stronger commitment 
to compliance

a. Procyclical management in Mongolia
Steeper regression line reveals a weaker 

commitment to complying with rules
Flatter regression line reveals a stronger 

commitment to complying with rules

b. Countercyclical management in Chile
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Sources: Mongolia: Mongolia Statistical Information Services, monthly data, 2005–15; Chile: World Bank, World Development Indicators (database), 1960–2014.
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the political spectrum. In the Netherlands, the basic principles of fiscal management have been 
broadly accepted within the Netherlandic political culture for years, reinforced by the experience of 
living through a period of mismanagement and the so-called Dutch disease in the second half of the 
20th century. 

Often, when policies and technical solutions fail to achieve the intended outcomes, blame falls on 
institutional failure, and the proposed solution is to “improve” institutions. But development can 
occur under a wide variety of institutional trajectories, as examples around the world and throughout 
history demonstrate. Thus it then becomes essential to uncover the underlying drivers of policy 
effectiveness. What makes some policies work while others fail? In addition to the type of 
institutions that matter, it is relevant to ask what those institutional forms are trying to achieve, or 
what functions they are meant to perform.  

Enhancing governance for development: Why policies fail  

Policy making does not take place in a vacuum. It is the result of a bargaining process among actors, 
who frequently have diverse and even opposing preferences and interests. More important, the 
bargaining power of those actors differs, derived from a variety of sources such as the existing formal 
rules, informal norms, their ability to represent and mobilize other groups in society, or their control 
over resources. The complex process in which actors bargain over the design and implementation of 
policies, in a very specific social, historical, and economic context, is what in this Report is called 
governance.   

Governance is the process through which state and non-state actors interact to design and implement 
policies within a given set of formal and informal rules that shape and are shaped by power. This 
Report defines power as the ability of groups and individuals to make others act in the interest of 
those groups and individuals and to bring about specific outcomes (Dahl 1957; Lukes 2005). 
Depending on the context, actors may establish a government as a set of formal state institutions 
(organizations and rules) that enforce and implement policies. Also depending on the context, state 
actors will play a more or less important role with respect to non-state actors such as civil society 
organizations and business lobbies. In addition, governance takes place at different levels, from 
international bodies, to national state institutions, to local government agencies, to community and 
business associations. These dimensions often overlap, creating a complex network of actors and 
interests.  

An understanding of governance as an underlying determinant of development is useful in examining 
cases of the successful and unsuccessful adoption and implementation of policies in pursuit of 
security, growth, and equity, and helps explain apparent contradictions in the development 
trajectories of countries around the world. For example, China grew rapidly, even though many of its 
fundamental institutions did not change. India has grown, but it cannot control the propagation of 
slums. Brazil has experienced inclusive growth, but it is now facing increasing demands from the 
middle class. The common thread running through the contradictions is governance, which helps 
explain why ineffective policies persist, why effective policies are often not adopted or implemented, 
and why unorthodox institutional arrangements may nevertheless generate positive outcomes. In 
other words, governance drives policy effectiveness.  


