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Thursday, July 1

1:30 – 3:00 pm

Breakout Session:

Applying New Institutional Economics

A.  After decades of flirtation with pure formalism, economics over the past few decades has brought institutions back into the center of economic analysis.  Legal, political and even social institutions are now focal points.  With this recognition comes the need for a new approach to assess the institutional environment and design reform initiatives. It is not enough to simply add new variables into standard analysis.  This presentation briefly summarizes the contributions that an understanding of an institutional perspective can make to the practice of development and then presents two applications drawing on a new methodology that fits this perspective, with illustrations from the field.  The first addresses the importance of recognizing a disconnect between the de facto (unofficial) and de jure (official) rules which govern the economic life of the individuals within a given society. The implication being that only those reforms that reach the actual behavior of the individuals within a reform environment, rather than the behavior described by the laws of a country, have a chance to succeed.  This is illustrated by an examination of the institutional conditions in which entrepreneurial activity occurs, within a property rights regime.  The second application demonstrates a method for uncovering the political economy of a reform environment and discusses the implications of this undertaking for the success of a reform initiative.  These applications are intended to provide development practitioners with the tools to improve the design, targeting, and sustainability of reforms, increasing the chances of success. 

 

B. It has now become common wisdom in the policy community that institutions—both formal and informal—create and perpetuate incentives so that institutional design must be commensurate with the goals of economic development. However the practice of identifying the underlying institutions at play and the incentives they create, as well as the importance of monitoring and measuring outcomes, is still in its infancy. This presentation summarizes three attempts to redress this situation. The first borrows the practice of clinical trials from the pharmaceutical industry and introduces a methodology to statistically evaluate whether and why a donor intervention was successful or a failure, thereby allowing rigorous lessons to be learned regardless of project outcomes. The second introduces a methodology to test alternative institutional arrangements to see whether the incentives they create lead to behavioral responses in the target population that are consistent with what is required for a proposed donor intervention to be successful. Both of these were developed under EGAT sponsorship during the “Forums” Project and tested in The Philippines. The third application, funded by the Investment Promotion Office of UNIDO/Bologna and underway in Morocco, uses the concept of inter-jurisdictional competition to create a “game” for municipalities to play in which fulfillment of commitments to improve the business and investment environment by strengthening local governance “wins” substantial financial and technical rewards for their SME firms. This technique both allows donors to identify serious reformers as well as multiplies the amount of reform a given technical assistance budget can generate.
Presenters:
· Peter Boettke, Deputy Director of the James M. Buchanan Center for Political Economy, a Senior Research Fellow at the Mercatus Center, and a professor in the economics department at George Mason University. 

· Clifford Zinnes, Director of Research Coordination at the IRIS Center and Affiliate Faculty at the School of Public Policy, both at the University of Maryland
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