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This World Development Report is about building
market institutions that promote growth and
reduce poverty, addressing how institutions

support markets, what makes institutions work, and
how to build them. 

This theme is a natural continuation of last year’s
Report, which demonstrated that markets are central
to the lives of poor people, that institutions play an im-
portant role in how markets affect people’s standards of
living and help protect their rights. This Report identi-
fies how institutions can promote inclusive and inte-
grated markets, and ensure stable growth and thus dra-
matically improve people’s incomes and reduce poverty.
It is about equal opportunity and empowerment for
people, especially the poor.

Some countries have successfully harnessed market-
oriented reforms to improve the welfare of all their peo-
ple. But in other countries, markets have not given peo-
ple as much incentive to engage in wider trade, the
ability to use fully their skills and resources, and oppor-
tunities to increase their income.

Effective institutions can make the difference in the
success of market reforms. Without land-titling insti-
tutions that ensure property rights, poor people are un-
able to use valuable assets for investment and income
growth. Without strong judicial institutions that en-
force contracts, entrepreneurs find many business ac-
tivities too risky. Without effective corporate gover-
nance institutions that check managers’ behavior, firms
waste the resources of stakeholders. And weak institu-
tions hurt the poor especially. For example, estimates
show that corruption can cost the poor three times as
much as it does the wealthy. 

Addressing the challenge of building effective institu-
tions is critical to the Bank’s mission of fighting poverty.

Foreword

We recognize the central importance of institutions in
the development process through the Comprehensive
Development Framework, which stresses the interde-
pendence of institutions with the human, physical, and
macroeconomic sides of development.

The Report emphasizes the importance of histori-
cal context: where countries are today affects where
they can go. It also takes a pragmatic approach to in-
stitution building, focusing on what can be done prac-
tically rather than on what should be done in an ideal
world. Social and political factors affect the pace of
change, and sweeping reforms are not always possible.
It is important to work on the areas where opportuni-
ties present themselves; each step can take countries
forward—if correctly designed. And smaller reforms
can build constituencies for larger ones.

This Report recognizes that one size does not fit all
in institution building and provides policy guidance on
how to develop appropriate institutions. Building on
the successes of countries, and learning from the fail-
ures, the Report provides a deeper understanding of
market-supporting institutions and a better apprecia-
tion of how people may build such institutions. In iden-
tifying how to promote institutional change, it looks at
the roles of private and public, and national, local, and
international, actors. It draws on a wealth of research
and practical experience from inside and outside the
Bank, as well as on insights from many disciplines, pre-
senting new research and data on institutions. 

From these diverse sources, the Report distills four
lessons on building effective institutions: 

� Design them to complement what exists—in terms
of other supporting institutions, human capabilities,
and available technologies. The availability and costs





of supporting institutions and capacity determine
the impact of any particular institution. By under-
standing how institutions interact, we can identify
priorities.

� Innovate to identify institutions that work—and
those that do not. Sometimes this requires experi-
mentation. Even in countries with similar incomes
and capacities, innovation can create stronger insti-
tutions because of differences in local conditions,
differences that range from social norms to geogra-
phy. Countries can gain from expanding successful
public innovations and adopting private innova-
tions. But they must also have the courage to drop
failing experiments.

� Connect communities of market players through
open information flows and open trade. Exchanging
information changes behavior. It creates demand for
institutional change by holding people to account
and by supplying ideas for change from outside the
community. Linking communities of people in net-
works of information and trade is thus a priority for
those building market-supporting institutions.

� Promote competition among jurisdictions, firms,
and individuals. Developing country market actors
often face too little competition, and changing this
will significantly improve institutional quality.
Greater competition modifies the effectiveness of ex-
isting institutions, creates demand for new ones, and
increases choice for consumers. Competition among
jurisdictions highlights successful institutions and
promotes demand for them. Competition among
firms and individuals does the same. 

These broad lessons, as well as the detailed analysis
and many examples throughout this Report, will help
us and policymakers build institutions that ensure sta-
ble and inclusive growth and thus improve people’s in-
comes and reduce poverty.

James D. Wolfensohn
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Definitions and data notes

The countries included in regional and income
groupings in this report are listed in the Classification
of Economies table at the end of the Selected World
Development Indicators. Income classifications are
based on GNP per capita; thresholds for income clas-
sifications in this edition may be found in the Intro-
duction to Selected World Development Indicators.
Group averages reported in the figures and tables are
unweighted averages of the countries in the group un-
less noted to the contrary.

The use of the word countries to refer to economies
implies no judgment by the World Bank about the
legal or other status of a territory. The term developing
countries includes low- and middle-income economies
and thus may include economies in trasition from cen-
tral planning, as a matter of convenience. The term de-
veloped or industrial countries may be used as matter of
convenience to denote the high-income economies.

Dollar figures are current U.S. dollars, unless other-
wise specified. Billion means 1,000 million; trillion
means 1,000 billion.

The following abbreviations are used:

EU European Union
FDI Foreign direct investment
GATT General Agreement on Tariffs and Trade
GDP Gross domestic product
GNP Gross national product
HIV/AIDS Human immunodeficiency virus/

acquired immune deficiency syndrome
IPR Intellectual property rights
NGO Nongovernmental organization
OECD Organisation for Economic Co-

operation and Development
PPP Purchasing power parity
R&D Research and development
SMEs Small and medium-size enterprises
TRIPS Trade-Related Aspects of Intellectual

Property Rights
WTO World Trade Organization


