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3. Institutions causing growth

• Acemoglu, Johnson, Robinson (2001)

• Kaufmann and Kraay ()

• Rodrik and Trebbi (2002)

4. Measurement issues and reversal effects

• Glaeser et al (2004)



Introduction

� Look at the following data:

Countries Per capita GDP (USD) Year

Ethiopia 632 2014

China 6,621 2006
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China 6,621 2006

Brazil 7,826 2006

Poland 13,349 2006

Malaysia 10,091 2006

Nigeria 1,008 2006

USA 14,937 1950

USA 31,910 1999



Introduction…

� Basic Question: What causes these

differences in income over time and across

countries?

� Can it be explained by:� Can it be explained by:
�Physical capital accumulation?

�Human resources quality (Education)?

�Technology/innovation?

�Geography?

�Institutional quality

�Trade/integration, or what else?1/25/2019 Admassu Tesso (PhD)  4



• Immediate causes of growth:

�Physical/human capital accumulation,

�Technological change (endogenous)

Determinants of long term development
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�These are proxy causes for growth.

• The basic question: why did some

countries manage to accumulate and

innovate more rapidly than others?



• Deeper determinants of economic growth:

1. Geography

2. Trade/integrations

3. Institutions

Determinants of long term...
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3. Institutions

� Determine which country will innovate 

and accumulate more rapidly than others.



• Long term economic development is

complex phenomena.

�Some variables are results of human choice

and others are endogenous.

Determinants of long term...
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and others are endogenous.

• The challenges are:
1. How to measure the variables?

2. Identifications of channels through which the variables

affect growth?

3. Which variable is more important than others? Are the

variables additive or interact?



1. Measurements:

• Geography:

� Distance from equator,

Determinants of long term...
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� Percentage of land mass located in the tropics

� Average temperature,

� Share of population living in temperate zone,

� Log settler mortality,



• Integration/trade:

�Flows of trade

�Trade barriers

�Trade/GDP

Determinants of long term...
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�Trade/GDP



• Institutions:
�Democracy,

�Executive constraints,

�Expropriation risk (property rights),

Determinants of long term...
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�Expropriation risk (property rights),

�Government effectiveness,

�Constitutional review,

�Proportional representation,

�Rule of law,

�Other check and balance measures



2. Channels through which the variables

affect growth?

i. Geography:

• Affects economic development through affecting:

Determinants of long term...
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• Affects economic development through affecting:

� Climate changes, agricultural productivity,

� Endowments of natural resources,

� Diffusion of knowledge and technology, from

advanced areas

� Disease burden,

� Trade/transaction costs

� Quality of institutions



ii. Integration/trade:

• More complex channel:

� Direct effect on economic development,

Determinants of long term...…
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� Indirect effect via affecting institutions

� And reversal effects of economy on

integration, institutions and then economic

effects.



iii. Institutions

• More complex to identify:

� Direct: Institutions promoting growth,

Determinants of long term...
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� Indirect: economic growth promoting

institutional quality



Determinants of long term...

income

endogenous
endowments productivity

14

institutionsIntegrations

geographyexogenous

partly

endogenous

Central question of development economics:  

which are the most important arrows and why? 

Source: Adapted from Rodrik and Trebbi(2002) 
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Determinants of long term...
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Determinants of long term...
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3. Which variable is more important than

others? Are the variables additive or interact?

• Different lines of arguments:

1. Primacy of institutions:

Determinants of long term...
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1. Primacy of institutions:
� Acemoglu, Johnson, Robinson (2001)

� Kaufmann and Kraay ()

� Rodrik and Trebbi (2002)

� Easterly and Levine (2003)

2. Reversal effects on institutions
�Glaeser et al (2004),

� Sachs (2003), Albouy (2006)



1. Acemoglu, Johnson, Robinson (2001):

� Basic arguments:

�Differences in European mortality rates to

Institutions causing growth
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�Differences in European mortality rates to

estimate the effect of institutions on

economic performance.

�Europeans adopted very different

colonization policies in different colonies,

with different associated institutions.



�In places where Europeans faced high

mortality rates, they could not settle and

were more likely to set up extractive

institutions.

Institutions causing growth….
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institutions.

�These institutions persisted to the present.

Exploiting differences in European

mortality rates as an instrument for current

institutions, to estimate large effects of

institutions on income per capita.



• The premises:

• Political institutions Policy choice

dependable institutions (property rights)

incentive to invest in human and physical

Institutions causing growth….

21Admassu Tesso (PhD)  1/25/2019

incentive to invest in human and physical

infrastructure efficiency and productivity

more out put per person economic

performance



• The premises:

• Geography dependable institutions

incentive to invest in human and physical

infrastructure efficiency and productivity

Institutions causing growth….
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infrastructure efficiency and productivity

Economic growth.

�Institutional view of development



• Schematic representation of the argument:

Institutions causing growth….
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• OLS and -2 SLS regression: 

Institutions causing growth….
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Institutions causing growth….

• Identification strategy:
�use Si or Ci as an instrument for Ri in equation (1).

• Limitation:
�settlers are more likely to migrate to richer areas�settlers are more likely to migrate to richer areas

and early institutions reflect other characteristics

that are important for income today,

�Ci and Si could be correlated with error term-

invalid identification.
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Institutions causing growth….

�use the mortality rates faced by the settlers,

log Mi, as an instrument for Ri.

�log Mi is uncorrelated with error term.

�mortality rates of settlers between the

seventeenth and nineteenth centuries have

no effect on income today other than

through their influence on institutional

development.

1/25/2019 Admassu Tesso (PhD)  26



Institutions causing growth….
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Institutions causing growth….



Institutions causing growth….
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Institutions causing growth….
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Institutions causing growth….

�The ‘b’ coefficient (mortality variable) in the

first stage of the regression is negative and

significant – higher mortality rate the worse

institutions are.institutions are.

�The beta coefficient is positive and significant

implying institutions have a positive impact on

current GDP level.

�If the US, Canada, Australia and New Zealand

are omitted then the results are still robust.
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• Conclusion:

• African countries are poorer is not due to

cultural or geographic factors, but because

of the existence of worse institutions in

Institutions causing growth….
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of the existence of worse institutions in

Africa.



• Criticisms  against AJR (2001):

�Proxy for institutions (risk of expropriation by

the government) is not really picking up any

permanent set of rules of a country.

Institutions causing growth…
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permanent set of rules of a country.

�Glaeser et al (2004) argues that risk of

expropriation in itself is an outcome of what

has gone before.

�This measure of institutions also rises with (i)

per capita GDP and is (ii) highly volatile.



2. Reversal effects on institutions

• Glaeser (2004)

• Basic argument:

Measurement issues and reversal effects
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• Basic argument:

�Sees institutional quality as the

outcome of policy choice,



�Policy choice is not necessarily the result

of constrained political government.

�Policy choice could be influenced by

human capital; not by constraining the

Measurement issues ….
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human capital; not by constraining the

government.



• The premises:

• Human capital Policy choice

dependable institutions (property rights)

Measurement issues….….
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dependable institutions (property rights)

Economic growth Institutional quality

� Human capital view of development



Measurement issues ….

• Example: North vs. South Korea
�both dictatorships between 1954-1980 ! both low

quality scores

� but the South was twice as rich by 1980� but the South was twice as rich by 1980

�reflects different choices of dictators, not

institutional constraints

�on average South had higher . “institution score”

between 1950-2000,

�but these were the outcome of growth not its

cause!!
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Measurement issues ….
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Measurement issues ….

�Problems with Indices used:

i. risk of expropriation

ii. Government effectiveness

�These are measures of outcomes, not�These are measures of outcomes, not

constraints; and hence subjective and

endogenous

�In addition, constraints on the executive-

reflects most recent election: very volatile
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Measurement issues ….

• In contrast, human capital measured by

years of schooling is less volatile and more

persistent than institutional measures
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Measurement issues ….
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Measurement issues ….

• From the above table (3):

�traditional institutional indices are strongly

correlated with each other and GDP per capita.

�objective measures of constitutional�objective measures of constitutional

constraints are at best weakly correlated
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�Development and Institutions are caused
by human capital – Lipset (1960) argued
that through greater education people
would be likely and more able to resolve
differences by negotiation and the role of

Measurement issues ….
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differences by negotiation and the role of
“gun” replaced by cour and legislation.

�Externality of higher initial education of a
population is greater political and social
stability as well as economic spill- overs in
terms of productivity and technology.



Institutions as byproduct ….
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Measurement issues ….
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Measurement issues ….

• Interprétations of Table 4 above:

�Possibilty of conditional convergence?

�initial education (1960) is a strong predictor of

subsequent economic growth.subsequent economic growth.

�The beta coefficients are only significant when

the institutional proxies stand for outcomes

(expropriation risk (82-90) or government

effectiveness (98-2000).

�constitutional constraints are not.
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Measurement issues ….
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Measurement issues ….
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Measurement issues ….
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Measurement issues ….
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Measurement issues ….
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Measurement issues ….
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Measurement issues ….

1/25/2019 Admassu Tesso (PhD)  53



Measurement issues ….

• Evidence for primacy of human capital:

�Correlation of settler mortality with human

capital is stronger than with institutions

(Figures 2-5).(Figures 2-5).

�Educational investment in 1900 is a strong

predictor of per capita income today (Fig 6).

�effects of settlement act through both human

capital and institutions (Table 11)
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Measurement issues ….

�No effect of political institutions on

human capital growth.

�initial level of schooling is a strong

predictor of institutional outcomes.predictor of institutional outcomes.

�Institutions do matter
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• Policy implications?

�security of property, democratization, and

constraints on government need not come first

(East Asian “tigers” case).

Institutions as byproduct ….
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(East Asian “tigers” case).

�countries that emerge form poverty

accumulate human and physical capital under

dictatorships, and then once they become

richer, are increasingly likely to improve their

institutions.



THANK YOUTHANK YOU
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