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Preface

The Round-table Conference on ‘The Political Dimension of Economic
Growth’, held under the auspices of the International Economic Associ-
ation, took place in San José, Costa Rica between 31 March and 3
April 1996. It was designed to explore new trends in growth economics
and the widely divergent economic performance of developing countries
in the light of their political systems and institutions. Three people
were responsible for the success of the conference: Juan Rafael Vargas,
who dealt with all local arrangements in a Latin American setting;
Martin Paldam, who took over leadership of the editing process; and
Silvio Borner, who had the original idea for the conference and pro-
moted it assiduously.

In planning the Conference and this book, care has been taken to
choose authors who have demonstrated their sensitivity to the institu-
tional dimension of the growth process. The value of this volume lies
not so much in new ideas, but in bringing together various fruitful
approaches to the institutional analysis of growth. It is up to the reader
to decide to what degree a common ground has been achieved without
recourse to either an imperialistic theoretical or ideological perspective.

This book comprises papers presented at the Conference, and is
arranged in six sections, as follows:

1 The State and Development
2 Volatility, Uncertainty, Institutional Instability and Growth
3 Rent-Seeking and Corruption
4 Case Studies: Policies, Countries and International Organizations
5 Constitutional and Administrative Reform
6 Comments
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Introduction: Politics and
Growth – What Are the
Crucial Issues?

Silvio Borner

1 DO DIFFERENCES IN GROWTH RATES MATTER?

New theoretical trends in growth economics and the enormous per-
formance differences in developing countries seemed an appropriate
theme for a conference in Costa Rica. To answer the question, let us
start by comparing two countries in different continents, Bolivia and
Malaysia, for example. Although these two countries lie far apart, they
share similar characteristics. Both have rich natural resources and
multicultural populations, and in 1965 they had similar production struc-
tures. The share of agriculture in Bolivia’s gross domestic product (GDP)
was 23 per cent, in Malaysia it was 28 per cent; Bolivian industry had
a 31 per cent share of GDP, Malaysian industry had 25 per cent, although
the share of manufacturing was a little higher in Bolivia (15 per cent)
than in Malaysia (9 per cent). Their levels of per capita gross national
product (GNP) were also similar: US$870 in Malaysia and US$745 in
Bolivia.

Were there any clues in 1965 about the developmental prospects of
these two countries? Could we have forecast how dissimilar their econ-
omic progress would be over the following thirty years? Most of us
would have predicted a similar pattern of development, but in the course
of one generation Malaysia tripled its per capita GNP to US$2320
while, by 1990, Bolivia’s had shrunk to just US$630.

This example is not unique. Since the 1960s almost all Latin American
countries have displayed poor economic performance, while many South-
East Asian countries have astonished the world with performances that
have exceeded all expectation. Figure 1 shows the per capita GNP of a
selection of four South-East Asian and six Latin American countries in
1965 and 1990. It can be seen that per capita GNP increased substantially
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Figure 1 Levels of per capita GNP, 1965 and 1990
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in all four South-East Asian countries, while in the Latin American
countries it either stagnated or fell. Singapore’s success illustrates the
power of compound interest: an average annual per capita growth of
6.5 per cent does not sound spectacular, but over a period of twenty-
five years this translates into a five-fold increase in per capita GNP.

In Figure 2, the difference in performance between the South-East
Asian and Latin American countries stands out even more starkly.
Compare this with the picture that would have resulted if all ten coun-
tries had achieved Singapore’s 6.5 per cent annual growth rate (Figure
3). Venezuela, whose performance since 1965 has been the poorest of
the sample chosen, would instead have led in terms of per capita GNP.
Conversely, Figure 4 shows what would have happened if all ten countries
had copied Venezuela’s performance. In the best-case scenario (Figure
3), the sample’s average per capita GNP would have been US$6368;
and in the worst-case scenario it would have been just US$1104. Within
the span of a single generation the actual differences in the growth
rates of per capita GNP have translated into enormous differences in
the expectations and outlook of millions of people.

2 WHAT DO WE KNOW ABOUT THESE DIFFERENCES?

Growth theory, as shown in Figure 5, can be subdivided into two
branches:



Figure 2 Average annual growth rates of per capita GNP, 1965–90
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assumption of a Singapore 1965–90 growth rate
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Figure 4 Hypothetical levels of per capita GNP in 1990 under the
assumption of a Venezuela 1965–90 growth rate
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1. The traditional growth economics, including both the old (classical
and neo-classical) and new (Lucas/Romer approach) on the one hand;
and

2. The political-economic and institutional approach on the other.

The first approach starts from economic determinants, mainly factors of
production such as physical and human capital, labour supply and the
corresponding accumulation processes of these inputs. The central con-
troversy concerns the relative roles of accumulation on the one hand, and
progress in total factor productivity – technical progress – on the other.

New growth theory is basically the attempt to endogenize these dy-
namic forces of productivity increase, by explicitly modelling econ-
omies of scale and/or all kinds of positive spillover effects on the supply
and demand side of the growth process. The old growth accounting-
cum-production function analysis in the framework of time series re-
gression for individual countries has recently been superseded by
cross-country growth regressions for medium and long-term periods.

Following the lead of Barro (1991) and using the methodology of
Leamer, (1983) the new empirical approach has in my view reconciled
the contrasting hypotheses of Solowian (1956) and Romeronian (1990)
models. Private physical and human investment in capital are both robust
determinants, but so are initial conditions – if we account for the



xix
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Figure 5 The two branches of growth theory



xx Borner: Introduction

differences in investment. This leads smoothly to the concept of con-
ditional convergence, implying that different countries have different
steady states. The fact that certain LDCs are not catching up means
they are stuck in a low-level dynamic equilibrium because their steady-
state parameters – mainly the rate of capital investment and progress
in technology – are trapping them there.

This conditional convergence result can therefore be interpreted as
an immense catching-up potential for the laggards. A poor and slowly-
growing country which overcomes some crucial obstacle that has locked
it into a low-growth or no-growth steady state has formidable opportu-
nities for rapid development – if, and only if, it can eliminate these
barriers. First, we need to know why the crucial variables assumed to
be exogenous in the Solow model vary so much from country to coun-
try. Next we are faced with the question of the determinants of these
enormous cross-country differences (see the lowest box in Figure 5).

3 WHY FOCUS ON INSTITUTIONAL OR POLITICAL
DETERMINANTS OF GROWTH?

Institutional and constitutional economists as well as the ‘public choice’
school have always suspected ‘politics’ to be the missing link. But
why should political stability be a crucial factor in explaining a coun-
try’s steady state? A strong argument can be made by reconsidering
the convergence findings that show unconditional convergence within
a country. In the USA, European countries and Japan, regions are con-
verging to the same steady state – thus confirming evidence that ‘be-
ing part of a country’ levels out differences in economic performance
across regions. Yet what characterises ‘being part of a country’? Pro-
bably the most fundamental factor is being subject to the same rules
of the game – in other words, having a similar political system.

The main growth factors – labour, human and real capital, and tech-
nology – are all mobile. If, for example, a country does not have the
specialized technology or personnel required for its production, this
can easily be imported. But what cannot be imported is the system of
rules under which production and exchange take place: that is, the
political system. Perhaps the most powerful demonstration of the im-
portance of differing political systems on economic performance is the
case of the USA and Mexico. For almost two centuries the US-
Mexican border has marked the line between the world’s most ad-
vanced nation and one of the poorest. This frontier has been more or



less open to trade in goods, capital and labour, but the income differ-
ences between the two countries have not been eradicated. It is not
geography, culture or the availability of factors of production that de-
termine this border, but the political reach of the specific nation. Oth-
erwise, it would be difficult to understand why, say, Massachusetts
and Texas have similar standards of living, while the differences in
economic performance between Texas and northern Mexico persist.

4 WHERE DO WE GO FROM HERE?

It is hard to negate the decisive role of the political dimension in economic
development. But it is even harder to get an analytical handle on this
factor and to test empirically for it. In contrast to the purely economic
determinants in the top half of Figure 5, the number and variety of
specific candidates for the ‘villain in the piece’ is much greater in the
lower half. Furthermore, the ultimate determinants of those political
factors to be significant and robust in cross-country regressions are
less clear.

Some think that ‘economic freedom’ (property and contracting rights)
is the crucial element. Some look at ‘democracy’ or ‘authoritarian-
ism’, while others stress the volatility of the macroeconomic parameters.
Our own previous work has focused more on ‘predictability’, or, as
our group described it, the ‘credibility’ of the political rules for the
economic game, and others point to ‘violence’, ‘corruption’ or other
‘abuses of government power or bureaucratic discretion’. The meas-
urement of these elements poses an even bigger problem. A lot of
ingenuity can be admired in the vast literature on this subject, both
with regard to the so-called objective indicators digested from existing
statistics, or data generated by questionnaires addressed directly to experts
or (as in our case) to private-sector agents.

Some of these exercises result in hit lists of countries ranked from
best to worst based on specific indicators or combinations thereof. Of
course, given the differences in methodologies applied, timespans cov-
ered and the indicators selected, the general picture remains rather blurred.
Table 1 displays our own ranking of thirty-one LDCs and FCCs re-
spectively based on our Credibility Index, which holds up well in re-
gression analysis.
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Table 1 Indicator of political credibility

1981–85 1986–90 1981–90

Singapore 1.45 1.25 1.35
Malaysia 1.57 1.29 1.43
Thailand 1.71 1.71 1.71
Senegal 1.59 2.14 1.87
Indonesia 2.10 2.30 2.20
Turkey 3.50 2.50 3.00
Sri Lanka 3.38 2.63 3.01
Chile 3.37 2.97 3.17
Mozambique 3.00 3.25 3.13
Estonia na 3.45 na
Ghana 3.33 3.50 3.42
India 4.00 3.50 3.75
Bolivia 4.15 3.50 3.83
Costa Rica 3.44 3.56 3.50
Peru 4.44 3.64 4.04
Ecuador 3.07 3.67 3.37
Rwanda 3.33 3.67 3.50
Colombia 4.21 3.74 3.98
Argentina 5.12 3.79 4.46
Sudan 3.40 4.00 3.70
Mexico 3.67 4.00 3.84
Nigeria 3.50 4.17 3.84
Lithuania na 4.21 na
Cameroon 2.34 4.22 3.28
Panama 3.27 4.33 3.80
Venezuela 3.60 4.35 3.98
Brazil 3.37 4.57 3.97
Latvia na 4.60 na
Guatemala 3.87 4.67 4.27
Tanzania 3.88 4.88 4.38

Note: na: not available

Sources: Borner, Brunetti and Weder (1995); Borner, Kobler and Winiker (1997).
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5 WHY THIS CONFERENCE?

At the San José Conference, we set out to examine the institutional
and political dimension of economic development from different an-
gles and perspectives. The common thread was the assumption that
the state and its institutions were crucial to development: for better
and for worse. The state is both a necessary political precondition for
a self-propelling exchange economy, and potentially its biggest en-



emy. The individual agent, too, benefits most by cooperating in such
an exchange economy, but only if he can be sure that the other party
will not defect. This again assumes transparent and systematically en-
forced rules of the game.

The crucial element for the solution to this dilemma is the creation
of a state that uses its monopoly power to set and enforce strict and
predictable rules for economic transactions. The discretion of the state
in the most developed market economies is held in check by a com-
plex network of control mechanisms that limit the power of this third
party in private contracts. Although in most OECD countries today the
state is constrained democratically in its discretionary power, the his-
torical process leading to this development may have seen a govern-
ment with dictatorial powers as its starting point. In other words, the
‘ideal’ state did not evolve as a rational response to the ‘prisoner’s
dilemma’, but was established by gradually chipping away increasing
amounts of power from a dictator or sovereign. The monopoly of power
that the state requires, if property rights are to be credibly enforced,
introduces an inherent danger. If the state is the strongest power, a
large potential exists for discretionary action by this omnipotent party.
In political systems in many LDCs this tension is not resolved, lead-
ing to endemic institutional instability. Most LDCs inherited (with
decolonization) authoritarian regimes and/or elitist governments that
seized power by force. In other words, they began independent gov-
ernance with a rudimentary state (with a low level of legitimacy) that
quickly led to a set of highly discretionary power structures.

Political explanations of cross-country growth differences as well as
the (historical) long-term analysis of specific countries are currently
experiencing a renaissance in academic and policy-making circles. On
the academic side, this renewed interest is related to the revival of
growth theory and its new search for the sources of growth. Political
institutions, (that is, the rules which govern economic interaction), their
stability, and their enforcement are among the prime candidates for
explaining differences in economic performance across countries. On
the policy-making side, interest in institutional failure and success is
rooted in the empirical observation that the purely economic approaches
to policy reform in LDCs often fail to deliver the expected results. It
is suspected that this failure can be attributed to an unfavourable insti-
tutional environment. Both the academic and the policy-making world
have tackled the institutional challenge, and a number of conceptual
approaches have been developed. Thus far, the different branches co-
exist, but are not really interconnected: governance, literature, economic
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history, political economy, new institutional and constitutional economics,
public choice theory or the new growth theory – to name just a few of
the different interrelated approaches.

6 THE SAN JOSE CONFERENCE

Leading scholars from all branches of economic and political science
were united at this Conference, and engaged in a creative and produc-
tive exchange in an attempt to further an understanding of dynamic
economies. In the remainder of this Introduction we offer brief sum-
maries of the authors’ contributions. In Part I, ‘The State and Devel-
opment’, a leading political scientist and three economists discuss the
scope of the problem and attempt to find answers. In Chapter 1, ‘Insti-
tutions as Investments’, Robert Bates takes a new look at the institu-
tional basis for investment and growth. He shows how institutions in
many societies developed as a reaction to a problem. In some of the
cases he cites, the market may have provided the solution by develop-
ing a suitable business culture. However, public institutions also  proved
to be important. The very diversity of the examples shows the com-
plexity of the political economy of institution building.

In Chapter 2, entitled ‘Some Lessons on the Efficiency of Demo-
cracy from a Study of Dictatorship’, Ronald Wintrobe first shows that
the classical model of rent-seeking is much less efficient under a demo-
cracy, and is therefore wasteful because the multiple claimants to the
rents are likely to lead to increasing competition. If this competition is
itself wasteful, the loss to society is likely to be large. Rent-seeking is
likely to be more efficient under dictatorship. Second, Wintrobe dem-
onstrates that this conclusion disappears when two points are taken
into consideration: namely, who gets the rents, and the information
inefficiency of dictatorship. He illustrates this with numerous exam-
ples, but the conclusion depends crucially on the type of democracy or
dictatorship, as well as the country’s bureaucracy.

In Chapter 3, ‘The Economics of Autocracy and Majority Rule: The
Invisible Hand and the Use of Force’, Mancur Olson and Martin McGuire
introduce an innovative and rational concept of encompassing interest
to analyse the economics of autocracy and majority rule. This idea
leads to an ‘invisible hand’ in politics which restrains those in power
from stealing (autocracy) or from redistributing ‘too much’. The basic
assumption is that either a dictator or a majority face incentives which
restrain the discretionary actions of government. The authors formu-
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late conditions under which the interests of society are consistent with
those exercising political monopoly power. This allows for a compari-
son between the outcomes of autocracy and different types of repre-
sentative government. In spite of qualifications and limitations, Olson
and McGuire present a formal model, which extends the idea of the
‘invisible hand’ to the realm of politics, and helps to explain why
quite different political systems have enabled economic progress.

In Chapter 4, the last chapter in this section, Peter Bernholz looks
at the causes of change in political-economic regimes. Why do politi-
cal-economic regimes change, quite often in a fundamental and dra-
matic way? Bernholz explains systemic collapses through different
interacting forces; namely (i) unsatisfactory economic performance; (ii)
domestic political competition for power; (iii) international competi-
tion for power; and (iv) ideological or religious reorientation. The au-
thor applies his framework to a wide range of historic examples, including
the ancient Greek city-states and the Soviet empire. Bernholz synthe-
sizes his theoretical and historical analysis into the concept of a long-
term cycle of political-economic regimes. Democratic free market
economies degenerate either into excessive welfare and/or intervention
states. The ensuing crises give rise to a new cycle and ideological
movement wanting to seize power and transform the economic sys-
tem. Central planning leads to dictatorship, which leads in turn to de-
teriorating internal economic conditions and a diminishing relative power
position. Economic liberalization and political democratization may then
launch a new cycle – an idea developed by Plato and Aristotle.

In recent years a large research effort has been made, often by inter-
national institutions, to analyse the effects of economic volatility. In
Part II, under the heading ‘Volatility, Uncertainty, Institutional Insta-
bility and Growth’, we have grouped five contributors. It begins, in
Chapter 5, with Michael Gavin and Ricardo Hausmann from the Inter-
American Development Bank, writing on ‘Macroeconomic Volatility
and Economic Development’. They focus on macroeconomic instabil-
ity in general, and Latin America in particular. Their approach is pri-
marily empirical: based on cross-country regressions comparing Latin
American countries with industrial economies, the authors unearth strong
and stark findings – (i) in terms of non-monetary quantities, Latin America
is two to three times as volatile as the industrial nations; (ii) Latin
America stands alone in the high level and high volatility of its inflation
and monetary growth; and (iii) macroeconomic volatility is negatively
associated with long-term economic growth. The cost of volatility is
about one percentage point of the annual growth rate. Volatility, in
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this sense, originates either from external shocks or – and this is the
more relevant – from institutional and/or political sources: Gavin and
Hausmann further demonstrate that direct measures of political insta-
bility, as well as monetary volatility and exchange rate regimes, mat-
ter most. The results give rise to some optimism concerning the
effectiveness of institutional reform. The Gavin and Hausmann study
is indeed a far cry from the old Latin American lament about over-
powering external shocks.

In Chapter 6, ‘Political Variables in Growth Regressions’ by Aymo
Brunetti, the author summarises the explanatory power of the most
commonly used political variables in a comparative empirical study of
cross-country regressions. He considers five categories of political
variable: measures of democracy, political instability, policy volatility;
political measures based on experts’ opinions; and survey data. He
finds that the frequently used measures of democracy and political in-
stability are only weakly related to cross-country differences in econ-
omic growth. On the other hand, indicators of policy volatility and
survey measures of perceived reliability of the political framework seem
more promising as potential determinants of economic growth.

Many Latin American countries have shared the frustrating experi-
ence of implementing far-reaching macroeconomic reform without any
obvious impact on economic growth. Philip Keefer and Stephen Knack
argue in Chapter 7, entitled ‘Political Stability and Economic Stagna-
tion’, that macroeconomic stability alone is not sufficient for catching
up, but that the establishment of institutions to protect property and
contractual rights is at least as important. This approach follows Douglass
North’s analysis, which declares the inability of LDCs to develop effective
low-cost enforcement of contracts is the most important source of un-
der-development. Using their data set on the security of contractual
and property rights, the authors show that Latin American countries
have less favourable institutions than OECD countries and the East
Asian economies. The same data are then used in growth regressions
to show that both indicators are significantly related to cross-country
differences in economic growth.

In Chapter 8, ‘Political Uncertainty, the Formation of New Activi-
ties and Growth’, Joshua Aizenman explores the strong negative link
between many types of economic and political variability and invest-
ment. In the first part he discusses risk aversion. The concept chosen
for further analysis is disappointment aversion, which is modelled in a
tractable way. Next, he explores its effect, by combining it with a Romer-
type growth model, showing the effects on investment of variable taxes,
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and (more loosely) other forms of tax. This Section closes with Chap-
ter 9, entitled ‘Does Economic Growth Lead to Political Stability?’ by
Martin Paldam. Here, Paldam uses a more systematic approach than in
much of the earlier literature. He examines whether political transition
could be a part of the economic one, and finds that economic growth
appears to be a weak cause of political instability. He also finds that
the ‘vote and popularity function’ literature shows that governments
become more popular and stable if they are perceived to generate more
growth, but also that any popularity gain is shortlived. Finally, the
literature on the strike function shows that higher growth generates
more conflict. He concludes that the evidence adds up to an unclear
picture.

Institutions often fail to perform as designed. Frequently, the rea-
sons are associated with forms of corruption. This is the subject of the
two chapters in Part III, headed ‘Rent-Seeking and Corruption’. In Chapter
10, John Mukum Mbaku discusses the relationship between these phe-
nomena, and in his review of the literature, concentrating on studies
of LDCs with particular reference to Africa, shows that the best un-
derstanding of the phenomenon of corruption is obtained by taking a
‘public choice’ approach. He ends by discussing proposals for reform.
The second chapter in this section, Chapter 11, is ‘Corruption and
Countervailing Actions in Pakistan’ by M. Shahid Alam, who attempts
to learn about corruption by examining Pakistani newspapers. System-
atic reading of three newspapers over two months yielded a data set of
329 reported cases of corruption, which provided an empirical founda-
tion for this study. He finds that most cases can be classified as either
coercive or collusive, and shows that the losers from corruption – es-
pecially coercive corruption – often resort to countervailing action.

Part IV we have called ‘Case Studies: Policies, Countries and Inter-
national Organizations’. The first chapter (Chapter 12), by Rudiger
Dornbusch, ‘Disinflation and Overvaluation’, focuses on currency cri-
ses, and draws on the experience of Chile, Mexico and Brazil. The
author shows that recurrent monetary breakdowns are not accidental,
but are the final stage in a political-economic chain. The initial stage
is usually one lacking macroeconomic equilibrium. The easiest option
seems to be to aim for high output, high real wages and to finance the
external deficit from increased debt. Although disequilibrium may be
postponed, vulnerability is increased. The inflation–depreciation link-
age provides the other ingredient leading to currency collapse. Exchange-
rate manipulation may seem to offer a cost-free route to disinflation,
but will in time invite the next currency crash. Dornbusch applies his
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analytical framework to an examination of Chile in the late 1970s, and
Mexico and Brazil in the 1990s. He notes that a misreading of the
circumstances by governments, and their subsequent actions, will even-
tually lead the international financial markets to force an adjustment,
which will lead to the start of a new cycle.

Vittorio Corbo’s chapter (Chapter 13), ‘Government Policy, Saving
and Growth in Latin America’, explores the complex relationship be-
tween saving, growth and economic policy. With the emergence of a
new growth theory, the positive association between ‘good policy’ and
economic growth factor accumulation is seen as only a part of the
growth process. Correct economic policies will ensure a higher level
of investment in both human and physical capital, which will lead to
higher long-term growth, but this is dependent on an increase in na-
tional saving rates. This finding was confirmed by an examination of
Latin American data. Corbo ends by considering Chile’s recent econ-
omic success. He argues that the increase in the savings rate was first
achieved by an increase in the government’s rate of saving, while in-
stitutional developments created an environment that encouraged pri-
vate savings. These actions promoted a virtuous cycle. The development
of a robust capital market was helped by reforming the pension sys-
tem and the introduction of a Copper Stabilization Fund.

In Chapter 14, ‘Growth and Political Violence in Northern Ireland,
1920–96’, Vani Borooah takes a close look at the impact on the economy
of transfer flows from Whitehall to Northern Ireland and the distor-
tions these cause. He considers the effects that peace might have on
the economy and discusses ways of generating sufficient economic growth
to absorb change.

The last two chapters in this section are concerned with aid donors
and technical cooperation. Tony Killick, in Chapter 15 – ‘Donor
Conditionality and Policy Reform’ – discusses the conditions increas-
ingly attached by donors to their loans to LDCs. These conditions,
which are intended to promote good governance and economic poli-
cies, are rarely fully implemented and yet this does not stop loan dis-
bursement or the granting of new loans. Killick argues his case using
World Bank data from structural adjustment loans. Chapter 16, ‘Insti-
tutional Analysis of Technical Cooperation’ by Dieter Kattermann,
reviews the debate on development policies and activities, particularly
institutional building, capacity building and governance. Kattermann
discusses the growing critique of the existing forms of technical coop-
eration and how the focus on institutional development and capacity
building has prompted new approaches to institutional analysis in
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international organizations. He argues that greater credibility and
sustainability of comprehensive economic reform programmes might
be achieved from a combination of academic research on institutions,
improved institutional development and capacity building initiatives,
and urges development practitioners and researchers to combine forces.

Part V we have called ‘Constitutional and Administrative Reform’.
It is often alleged that economists discuss problems, but are too timid
in proposing solutions, particularly where far-reaching solutions appear
to be required. However, we include three chapters here that do not
shy away from proposing sweeping reforms. Chapter 17, by Bruno S.
Frey, entitled ‘Developing Democracy in Developing Countries’, gives
a general recipe for constitutional reform. He suggests reorganizing
the political decision process into overlapping decision areas he terms
FOCJ, each being the optimal area for a certain type of decision. De-
pending on the number of FOCJ required, this could entail either mi-
nor or major reform. Next, in Chapter 18 (Ethnic Rent-Seeking, Stability
and Institutional Reform in Sub-Saharan Africa), Mwangi S. Kimenyi
discusses the need for radical constitutional reform in Africa. His analysis
concludes that tribalism cannot be eradicated, but should be at the
root of constitutional reorganization. He outlines how this could be
achieved  with some constitutional recommendations. Finally, Robert
Keitgaard, in Chapter 19, entitled ‘Healing Sick Institutions’, suggests
remedies for institutions that have degenerated into lethargic inefficiency.
The description of the sickness includes a collapse of incentives, in-
cluding salaries, without any corresponding reduction in employment
but increasing absenteeism. He discusses a number of examples and
what action might be taken to revitalize these institutions, notably slimming
employment and increasing incentives, particularly salaries.

Part VI concludes this volume with brief comments from three invited
observers, with very different backgrounds, specially asked to comment
on the papers and discussion, and offer their thoughts on the issues raised.
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