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Reforming I nstitutions. Where to Begin?

M. IDREESKHAWAJA and SUAWAL KHAN

Institutions promote growth—this view now holdsifiground. The task then is to ‘engineer’
growth promoting institutions. Endogeneity chamaes institutions, for example, groups enjoying
political power influence economic institutions Ipatitical power itself is a function of wealth. &h
question then is: what to reform first? Historynsisiwitness that generally the societies with mere
inequality and a heterogeneous population tenddive institutions that restrict access to economic
opportunities for the poor which in turn constragmnomic development. On the other hand
societies with greater equality and homogeneousilgiign typically enjoy growth-promoting
institutions!  Institutional reforms should therefore begin witistitutions that serve to create or
perpetuate inequality and heterogeneity in theegocWe argue that the four different kinds of
educational systems in operation in Pakistan areapr source of creating and perpetuating
inequality and heterogeneity in the population. esscto a single and common educational system
will open-up similar opportunities of higher educatand job attainment for all the citizens, thgreb
reducing inequality. Diverse educational systenasnpte different sets of beliefs while a uniform
system forges belief-convergence in the societyithtarn facilitates agreement on a common set of
institutional reforms. Therefore it is the eduaagiosystem that should be the first to reform. e a
argue that in Pakistan, unlike some European desnin the 17th century, neither commercial
interest nor fiscal constraints can force tieejure power to reform institutions. Typically, large
commercial interests in Pakistan have thrived woues from thede jurepower and therefore have
no interest in changing the system. Foreign aidsse fiscal constraints from time to time refigvi
government of the need to reform institutions. fwaight of a revolution of some kind is still a far
cry, the society having no such inclination. Therahtive then is the gradual approach preferred by
North, Acemoglu and Rodrk.This gradual approach suggests the area of twhaiaeforms.

JEL classificationD02, D03, P16
Keywords Institutional Evolution, Institutional Change, han Behaviour

1. INTRODUCTION

The role of history in shaping economic outcomes biing increasingly
examined One view is that important events in the histofyaonation shape its
institutions that in turn determine its economiafpamance. A country endowed with
poor institutions, performs poorly. The questiorhéav a country can break loose of the
historical factors to begin the process of institual reform and thus place itself on the
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track of economic progress. What we need to knawaswhether it is possible to reform
all institutions in one go—the big bang approaahif dhe institutions can be reformed
only gradually—one, or at best, few at a time. medavours the gradualist approach,
then the obvious question is what to reform fitisat is, where to begin?

Concisely speaking institutions represent ‘ruleshef game’ or “humanly devised
constraints that shape human interaction” [Nor®9()]. They have also been defined as
“actual organisational entities, procedural devicasd regulatory frameworks” [WEQO
(2003)]. The most widely cited definition in lisgure is again from North (1981)—"a set
of rules, compliance procedures, and moral ancc&thiehavioural norms designed to
constrain the behaviour of individuals in the iet@s of maximising the wealth or utility
of principals”. He terms formal rules, informal araints and the enforcement
characteristics of the two as the complete setgiftutions.

The view that institutions represent the rules @& tgame holds firm
ground? No society is devoid of institutions, however marhave poor
institutions.Then how does a society gets institugi that promote economic growth?
Acemoglu, et al. (2005a) argue that institutions are endogenous+tipall
institutions influence economic institutions ancceviversa. For example, political
institutions, whether democratic or autocratic,etletine who enjoys political power.
Who gets access to economic opportunities—masséiseoélites, is determined by
the political power and hence political instituttonrHowever who makes it to the
echelons of power, especially in developing cowstriis in part determined by
wealth, and therefore economic institutions. Gitee endogeneity, an attempt to
move from one set of institutions to another, forample, from autocracy to
democracy, may be successfully thwarted by the duoal losers. For example
monopolies (economic institutions) supported by thdocrat may thwart market
oriented reforms, if the monopolist or the autodriamself is deriving rents from their
prevalence. The endogeneity problem tempts onedgest that institutions can only
be reformed with a big bang—reform all institutiomsone go, perhaps through a
revolution. However this leaves us with the problefnhow to stage a revolution.
Successful revolutions typically are preceded bgegain thought-process [Masood
(1991)] which at times may spread over a centurgr Example, the European
enlightenment thought, beginning as far back ash 16éntury, preceded the
revolutions of UK (1688), US (1787) and France (9)/8Even when it becomes
possible to stage-manage a revolution, the positu¢ion institutional changes may
not be too revolutionary. North (1990) has quotedreples from history to show
that post-revolution institutional changes exhibi legacy of the past.

If one were to practice gradualism, reforming ingtbns one by one, the question
arises, what to reform first? What conditions sHoah institution satisfy to top the
agenda of institutional reform? To prescribe sudmditions the knowledge of the
historical sources that had constrained the dewsdmp of growth-promoting institutions
is essential. Based on implicit evidence for Intiimjth whom Pakistan shares a common

“Enormous literature including, but not limited tdall and Jones (1999), Acemoglet al. (2001,
2002), Easterly and Levine (2001), Dollar and Krga903), and Rodriket al. (2002) have shown that
institutions matter in economic growth. For an exiave survey of literature on the relationshipwesn
institutions and economic growth, see Acemogtual. (2005 a) and Hasan (2007).

°See Benergee and lyre (2005).
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colonial heritage, we subscribe to the Engerman Sokbloff (2005) view that initial
inequality and population heterogeneity are thercriof path-dependence exhibited by
the institutions.

In this context, Gazdar (2004) explains how thedléanure arrangements put in
place during the colonial rule over the areas timt form Pakistan served to create
inequality. He convincingly argues that first tlaad tenure arrangements liReyatwari
in Sindh andvihalwari in Punjal8 sought to create a landholder-advantage and tieen t
canal colonisation highly skewed the power configion in favour of the landlords. Ali
(1988) also provides exhaustive evidence that caoédnies developed during the
colonial rule over India in western Punjab, now thest populous province of Pakistan,
served to create inequality and heterogeneity ipufadion. Later on, the development
policies pursued in the 1950s and 1960s not omyesketo perpetuate but further widen
the income inequality that prevailed then. To ustlerd how inequality and
heterogeneity is casting an adverse influence aeldpment, one has only to look at
how influence has been very recently used to ditrextnatural flow of flood waters to
save the agricultural land and residential est#tes of landed elites. The endless
controversy over construction of Kalabagh dam, gmee of regional political parties
with votes in specific communities and host ofgielus parties drawing inspiration from
different factions of Islam, are sources of heteragty, to name a few.

With this background in mind, we can lay down thiéecia for the choice of the
institution to be reformed, first and foremost. Oeniteria are: (i) Inequality and
heterogeneity in population being the source ohjupendence, the institution to be
reformed first should serve to reduce inequality anterogeneity in the population; (ii)
the institution selected to be the first shouldtte one that would face relatively lesser
resistance from other institutions or whose refevith not be constrained by the absence
of some other institution; (iii) its impact shoube all encompassing and long-lasting.
Regarding condition (ii), we emphasise at the dutkat the condition of ‘relatively
lesser resistance’ by no means implies that weaxpefind an institution that will meet
little resistance from the stakeholders—the redatiature of the phrase should not be lost
sight of. For example suppose that the level ofatigent with thede jurepower is such
that to thwart an attempt by the citizens to seaurehange in power structure, the
existing de jure power, must do one of the two: curb rent-seekimgreform the
educational system to adequately groom the populddeich one would the rulers
choose; naturally the latter. Why? The former woblgt them now while the latter
would hurt them, at best, a generation-hence. &gplendence being an essential feature
of institutions, these are difficult to change. &ivthe difficulty, the cost of change is
high. Only an all-encompassing and long-lastingaoipvould justify the costs involved.
Hence the condition (iii) prescribed above.

The Paper is organised as follows: In Section Zreweew the works of Douglas
North, Darron Acemoglu and Dani Rodrik. Section Bamines the comparative
experiences of institutional change (or non-chang€)17th century Britain and
Netherlands versus France and Spain, t8ttiury Britain and Germany versus Austria

fSindh and Punjab are the two provinces of Pakistan.
"Only newspaper reports are available as referenc® subject. The events are too recent to have
found mention in journal papers and other reports.
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and Russia, 18thnd 19th century North America versus South Amerigad Korea and
Taiwan versus Congo in the 20th century. Secti@ortains a ‘brief’ on enlightenment
era, the objective being to show to what extentitiséitutional evolution, has benefited
from the thoughts of enlightenment philosophersseBiaon the lessons drawn from the
theories discussed in Section 2, the historicabarpces discussed in Section 3, and the
thoughts of enlightenment philosophers reviewefiéntion 4, the discussion in Section 5
is devoted to the primary objective of the paper-esghto begin the process of
institutional reform? Section 6 concludes the paper

2. THEORIESOF INSTITUTIONAL CHANGE

1. Douglas North?®

The key elements of North’s theory of institutibnhange are: (i) The process
of development of human perceptions and beliefst{ose whose beliefs matter; (iii)
intentionality and comprehension of the issue mg¢ghwhose beliefs matter; and (iv) path
dependence exhibited by the institutions. These canlg the building blocks in the
process of institutional change. The element, intiNe framework, that triggers the
change in institutions is the change in bargaisitngngths of the parties to the contract.

2.1. Process of Institutional Change

To understand the process of institutional chamgeu$ begin from the state of
institutional equilibrium. Institutions being rules the game reflect a contract between
two parties. The institutional equilibrium pregaivhen parties to the contract do not
want to alter the terms of the contract [North 1J90he state of institutional equilibrium
does not essentially imply that the parties arésfsad with the terms of the contract,
rather, it only reflects that given the costs aedddits involved in altering the terms of
the contract, the parties do not consider it wohitevto devote resources towards
changing the terms. To illustrate this, assume thatmajority of the populace of a
country feels that théle jure power has persistently failed to enforce the teahghe
contract, in letter and spirit, i.e., it has faileximplement the constitution. Given this
failure, the public wants a change in the jure power. Further, assume that the desired
institutional change is possible only if the masgss against those who currently wield
the de jure power. This will require some sacrifices on thet md the masses and may
entail retaliation as well from thae jurepower. Sacrifices involve putting in one’s time,
effort and money. The retaliation may take the farfrarrests, loss of government job,
and in extreme cases, getting injured or even ¢psime’s life in a violent protest. Given
this scenario, the citizens will devote resouraegatrds institutional change only if the
perceived benefits from the change are greater tiarcosts involved [North (1990)].
For example, if the citizens subscribe to the vieat a change ide jurepower will not
affect their lives or, at best, the effect woulddwsmetic, then they will not strive for a
change inde jure power—masses in Pakistan, who, despite beingtdified with the
performance of the wielders dé jurepower have not actively worked for change, seem
to subscribe to this view.

8For exposition of North’s theory of institutionaiange, we draw heavily upon North (1990, 2005).
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A noteworthy element of North’s framework is thatis only the perception of
costs and benefits of bringing about an institloochange that matter— the agents’
decision does not depend on that,which can be wbdethough only ex post. As such,
the costs and benefits have to be assessed.. Mbites that agents can be lured to
undertake efforts towards institutional change kgggerating the expected benefits and
underplaying some of the expected costs. The exatige of costs on the other hand
would discourage the agents to work for a change.

So far we have determined that institutional chaisga function of change in
human perceptions that ultimately translate intdielee Therefore to manage an
institutional change by design, it is the beliejstem that should be influenced in a
manner which is conducive to achieve the desireditinional change. The crucial
guestion here is if it is possible to influence tedief system of a people, and if yes, to
what extent and how quickly. This brings us to ¢$keond key element of North’s theory
of institutional change: the process of belief fation.

2.1.1. Formation of Perceptions and Beliefs

North argues that “institutions impose constraorishuman behaviour”, therefore,
a theory of institutional change will focus on humbehaviour. North (2005) rightly
delves deep into psychology to understand the psoogébelief formation. He concludes
that human perceptions transform into beliefs, frriceptions themselves depend upon
learning. North draws upon the work of a numbempsychologists to understand the
learning process. One view is that the learningg@se is guided by epigenetic rules—the
development of an organism under the joint infleeraf heredity and experience.
However the exact composition of genetic predidosiand experience remains a moot
point. A similar view is that three sourcesiz. genetics, cultural heritage and
environment contribute to learning. The role ofséhsources in the process of learning is
discussed below:

The genetic predisposition of an individual is msed of what North (2005)
calls the artifactual structure (i.e. foundatiomhich is transmitted from generation to
generation. North views the informal norms to be ttmost important carrier of this
artifactual structure, though the structure congziformal rules as well. He suggests that
as changes occur in the human environment, thesegradually assimilated into the
socio-cultural-linguistic inheritance and are emieddn the foundation.

According to Hayek (1960), cultural evolution, tlsecond source in North’s
process of learning, consists of intergeneratiarahsfer of knowledge, values, and
attitudes etc., that have accumulated through tevidian process of evolution. Thus a
society’s culture incorporates the distilled expede of the past, more than what a
single person can accumulate in his life time. @itlee contribution of past knowledge,
values and attitudes to the prevailing cultureyléucal change would be very difficult to
bring about. Culture can be manipulated by desigg o the extent of what the present
day knowledge and experience can contribute # @ertain fractional change in culture
will occur in a generation’s time depending upoa kind and quantity of knowledge that
the society chooses to gain and the experiencet thes to pass through today, or by the
act of others or by the will of nature. The procetsultural change is therefore, without
doubt, highly incremental.
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As to the contribution of human environment, thigdtlsource of learning, North
again prescribes a slow evolutionary process. Hes shat “if the mind has been
programmed by millions of years of hunter/gathéradition then the flexibility to adjust
to a very different modern world may be very linditeas implied by evolutionary
psychologist. The reason why change in environngemat slow evolutionary process is
that millions of years of hunter/gatherer traditi@annot be altered by one-off
experience—a steady stream of experiences is estjtir affect the change”. However
given John Locke’s view on empiricism (http://wwvemvedu:8001/~dee/ENLIGHTY/),
the environment can be influenced through educationto speak more broadly, by
creating the desired kind of awareness, even ifketscstipulation about human mind
beingtabula rasa(i.e. erased board) at birth does not hold true.

Thus, institutional change being a function of agim beliefs, in order to design
a conscious institutional change, we shall haveinfuence what a person learns.
Therefore education is at the heart of the maMerwonder that the countries that boast
of good institutions today have been placing emishas education for long. For
example, in the United States over 40 percerthefschool-age population had been
enrolled in schools and nearly 90 percent of theéenddult males were literate by around
1850. Similarly schooling was also widespread im&ta by early nineteenth century
[Engerman and Sokoloff (2005)]. The influence ofieation on institutional change is
discussed more comprehensively later on.

2.1.2. Dominant Beliefs

North (2005) emphasises time and again that itistita depend upon beliefs or
the subjective mental constructs that the agendsgss. He asks upon whose beliefs the
choice of institutions is incumbent, and answerdglf that it is the dominant beliefs, the
beliefs of those who are in a position to enactititsonal change, that matter. North’s
view that it is the ‘dominant beliefs’ that mattémplicitly builds upon his own earlier
view [North (1990)] that the change in relativeges alters the bargaining strength of the
parties to the contract. The party enjoying grebtegaining power attempts to alter the
contract. This is to say that the beliefs of thendmnt players matter.

2.1.3. Intentionality and Comprehension of the Dominant Players

North (2005) argues that it is not just the dominbeliefs that matter but the
intentionality, and comprehension of the issofethe dominant players, i.e., the mental
construct of the players also matters. He goesoosuggest that the world economic
growth has remained sporadic throughout historyabse either the players’ move was
never intended to maximise social welfare or tlagvfld comprehension of the issue has
caused the results to deviate from intentions ((NOBO05).The rise and fall of the
socialist Soviet Union is a case in point wherenpps the intention were correct but the
dominant players failed to comprehend the issuésitotality. The case of intentionality
can be seen in Pakistan’'s domestic environmentslizave been enacted in the recent
past to grant independence to SBP. However thedenfuts governor has been fixed at
three years that is renewable for another terrhrefet years. The point to note here is that
the tenure of the government is five years. Howaagovernor who must seek renewal of
tenure for another term from an incumbent goverrtnsow independence in policy



Reforming Institutions: Where to Begin? 247

making? Another case in point is the ongoing delmater whether or not the Chief
Justice of Supreme Court, deposed by former mjlittictator, be restoreti.

2.1.4. Path Dependence

The most important element in North’s theory oftitagional change is path
dependent which is the resemblance of today’'stutsins to yesterday’s. To reiterate,
it's the beliefs system that decides the kind dftitations that a society will choose.
Given the painfully slow learning process, desatiladove, that influences the belief
system, it is only natural to expect that instdans will exhibit, what the literature on
institutional economics termgath dependence—resemblance to the institutiorntheof
yesteryears. There are three important sourceatbfgependence; (i) increasing returns
to scale; (ii) informal rules; and (iii) the orgaation’s that owe their existence to existing
institutional arrangement.

North (1990) argues that institutions exhibit iragig returns to scale which
makes the change in institutions difficult. He exps that three sources make the returns
to institutions increasing in nature: (i) Initiaktsup costs, (ii) coordination effects, and
(iii) reduction in uncertainty. North explains thahen institutions are createl® novo,
organisations incur costs to learn and adapt thelraviour to the existing institutional
framework. Overtime, the organisations learn andhey to take advantage of the
opportunity set offered by the existing institugbnframework. This learning and
adaptation, cuts down the unit cost of operatinghiwi the current institutional
framework. Secondly, there are positive coordimagdfects, directly through contracts
with other organisations, and indirectly throughdstment in complimentary activities
by the State. Finally, contracting more and mordeurspecific institutional framework
reduces the uncertainty about the permanence afutee This makes the parties to the
contract more comfortable with the existing ingtdnal matrix. These three elements
jointly make the returns to institutions increasiimgnature. The increasing returns to
institutions in turn create organisations and #dgérgroups that enjoy a stake in
maintaining the existing institutional matrix besauthe change would affect them
adversely.

Besides the increasing returns, another sourcethf gependence is the informal
norms, an important component of the institutiomakrix. While the formal rules can be
changed with a stroke of the pen, informal rules more difficult to change. Pejovich
(2006) eloquently lays down the formation procesmformal rules. He argues that as
human beings interact to survive, some interactavesrepeated over and over again, not
the least because the public understands theityuklt simply because these have
worked. Eventually the interactions that pass ts df time are institutionalised into
taboos, traditions, moral values, beliefs etc. Xpl@n the process of change in informal
institutions, Pejovich argues that when a perscm @smmunity develops a new idea, this
enlarges the opportunity set of human interactibthe new exchange opportunities call
for a behaviour which is not in conformity with tlsstablished ethos, the community
would consider the behaviour of those exploiting tipportunities as sub marginal. and
therefore, the community may react with sanctioke bstracism etc. However, if the

*The Chief Justice was deposed for not yieldindheowishes of the former dictator and his restonatio
is now being popularly considered as a symbol lofraihg the judiciary to function independently.



248 Khawaja and Khan

returns are high enough to sustain a large numbepeated interaction (between more
and more groups) relative to costs (including dane) the success of new activities

would force adjustment in the set of informal ihgibns. Such adjustment may include

the addition of new norms to the set of informaltitutions, change in an old norm or

simply ignoring an otherwise established norms lthie painfully slow process of change
in informal rules that makes the overall institasopath dependent. The process of
formation of informal rules laid down by Pejovichnfirms the path dependence argued
by North and gradualism in institutional evolutitavoured by Rodrick (2006).

Finally, institutions may exhibit path dependencecduse some of the
organisations born out of existing institutionalta(the combination of formal rules,
informal constraints and enforcement charactessti€ the two) may owe their very
existence to that specific institutional arrangethemd a drastic change in such an
institutional arrangement may sound a sudden-déaththe organisation. Therefore
existing organisations will attempt to block ingtibnal change.

To sum up, the increasing returns to institutigm&ferences of the organisation
born out of current institutional matrix and thdoirmal rules together conspire to make
the change in institutions highly incremental ahd institutions path-dependant. North
cites various examples to support his views on daffendence e.g., the US constitution,
Common Law and the North West Ordinance in the ld®akistan we refer to a number
of institutions e.g., Land titling [Kardar (20079hd Civil Service [Haque and Khawaja
(2007)] as legacy of our colonial past.

2.1.5. Lessonsfrom Douglas North

The key lesson from North is that path dependenakem it difficult for
institutions to change and that any long lastingnge must be incremental. North's
emphasis upon institutions being a function ofdfediystem provides room for designing
an institutional change by influencing the beligbtem. His view that beliefs and the
dominant players’ability to comprehend an issuetenatalls for influencing their beliefs
and improving their comprehension. However, sinds difficult to predict who would
be the dominant players a generation hence, allsipg institutional change would call
for influencing the beliefs and improving the di#s of all and sundry to correctly
comprehend an issue at hand. More importantlyyémiting the beliefs of all, rather than
a few, is required to secure homogeneity in theufaijmn. This homogeneity would in
turn facilitate agreement on a common set of instihal reforms [Egerman and Sokoloff
(2005)]. How is homogeneity in beliefs to be seduis the subject matter of Section 5.

2.2. Darron Acemoglu

Different set of institutions may induce a differédind of resource allocation;
some institutions would allow competitive forcespiay their role while others would
promote rent seeking. So for individuals to prafae set of institutions over another is
but natural. Acemoglugt al. (2005a) argues that given the preference of differ
individuals over different set of institutions, theoup with the greater political power is
likely to secure the institutions of its choiceh{§ is similar to North’s viewpoint that
belief of the dominant players matter or that tteghining strengths of the players
matter).
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Acemoglu, et al (2005a) argues that an ideal course for the growjth
conflicting interests would be to agree over theoénstitutions that maximise aggregate
growth and then use their political power to defeenthe distribution of gains. In
practice, groups with conflicting interests do Maitow this course. The reason is that
there are commitment problems inherent in the fig®litical power i.e., a monarch or a
dictator cannot credibly commit against use of poteehis advantage. A monarch or a
dictator enjoying absolute power may promise tottayespect property rights but in
future nothing would restrain him to renege on pismise. Citing the case of UK,
Acemoglu,et al.(2005a) states “ institutional changes in Englasié @aesult of Glorious
revolution, of 1688 were not simply conceded by 8taart kings. James |l had to be
deposed for the changes to take place”.

Acemoglu,et al. (2005a) suggests that the distribution of politfmaver in society
is endogenous. It is the political institutionst &xample, monarchy or democracy, that
determine who holds ttae jurepower. However, some individuals or groups, thoogh
allocated power by political institutions, may Iséhjoy de factopower because of their
ability to revolt, hold strikes (by trade bodielpld protests (peaceful or violent), use
military power, clergy power or mercenaries eto.jmpose their will upon the society.
The de factopower of a group largely depends upon the econassources that it
enjoys, which determines its ability to use forewl anfluence thede jure power. It is
often thede factopower that forces a changede jurepower. Acemogluet al. (2005a)
asks why thale factopower does not settle for getting institutionstefchoice from the
de jurepower but insists on changing tte jure power itself. Drawing upon the works
of Lichbach (1995), Tarrow (1991) and Ross and G1l8B9), the authors answer tlazt
facto power is often transitory in nature. Not beingestinat its power will continue
unabated, it wants to transform tte jure power in a manner that it will continue to
work in conformity with the beliefs of thede factopower even after it has ceased to
exist.

2.2.1. Lesson from Acemoglu

The lesson then from Acemoglu is that change depeamgbn the relative
bargaining strengths of thée jure and de factopowers. Suppose that the bargaining
strength ofde jure power is greater and the existing institutions @werer, then in this
case the institutions will remain poor. Howevethié bargaining strength of thee facto
power is greater and the existing institutions poerer, thede factopower then will
force thede jure power to provide institutions of their choice. Ttie jure power will
either yield in favour of institutional change oillvbe replaced, no matter what modus
operandi is adopted by the people who share thiefeedf thede factopower. The
bottom line then is that institutional change vtiive to wait for the emergence aé
facto power that can force thde jure power to yield. The question then is, can the
emergence of the requisitie factopower be designed. We take up this question in
Section 5.

2.3. Dani Rodrick

Rodrick illustrates the process of institutionalelepment by equating institutions
with technology that transforms primary endowmaesfta society into a larger bundle of
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outputs. He explains that the requisite technolumyld be either general purpose or highly
specific to local needs. He further argues thahé technology (institution) is general
purpose in nature and is easily available on thddwmarket, then it can be adopted by
simply importing a blueprint from the developed wwigs (or any country whose
institutions are considered good). However, iftdehnology is specific to local conditions,
which is more often the case, then technology weulzlve by trial and error. This suggests
that a society is able to build institutions, ogkadually. Rodrick argues that one reason
why gradualism prevails over the blue print apphoachat much of the technology is tacit
and therefore not available in black and white sThakes the blue print highly incomplete
and of little use to the importers. However, Rddrieels that imported blue prints can
prove useful for some narrowly defined technicaués, but large scale institutional
development, by and large, calls for discoverir@alaneeds and developing rules that serve
such needs.

2.3.1. Lesson from Dani Rodrick

Rodrik’s emphasis upon gradualism is akin to Naribath dependence. Secondly,
Rodrik’s view, that imported blue prints have liedtusefulness and that for large scale
institutional change to happen, local needs must fie discovered, tells us that foreign
consultants charged with suggesting reform of laestitutions may not be ideally suited
to do the task.

3. INSTITUTIONAL CHANGE: HISTORICAL EXPERIENCES™

3.1. 17th Century Britain and Netherlands versus Spain and France

The institutions in Britain and Netherlands on ¢tiee hand, and Spain and France
on the other hand took divergent paths in late 1@&mtury—while Britain and
Netherlands moved towards institutions that proshatemmercial activity, Spain and
France moved towards extractive institutions. Acglmpet al. (2005a) argues that
whether or not the institutional change occurregeteled upon how powerful the groups
demanding institutional change were?

The rise of the constitutional monarchy in Europenistructive. The following
scene prevailed in the early sixteenth century BkKom 1603 onwards, England was
ruled by Stuarts who continuously had revenue pmbkl To generate revenue the
Crown sold lands, extended monopoly rights, sejzedate property and defaulted on
loan repayments. The Parliament, though in exigteanjoyed little say in affairs of the
country and the Crown could dissolve the assemisdy @&ipon minor differences with the
Parliament. Supreme judicial power rested withSker Chamber, which held legislative
powers too, and primarily represented the Crowmterests. This was Britain prior to the
Civil War of 1646. The Civil War and then the Gluus Revolution of 1688 led to
sweeping changes in institutions; the Star Chamb&s abolished, restrictions were
placed on monopolies, cases involving property wetee tried under Common Law and
the Parliament was to have regular standings. TdréaPhent gained a central role in
financial matters with exclusive powers to raiseeta This also gave more security to

%For this section we draw upon Acemoglu, Lecturesot
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property rights of all and sundry, especially te thights of those with financial and
commercial interest. In sum, UK was transformea iatparliamentary monarchy with
powers of the Crown significantly trimmed. The dies that begs the answer is, how
could the commercial interest become so strongritaiB. Acemoglu,et al. (2005a)
argues that the Lords had gained a stronger positioing the 14th and 15th century and
were able to force the creation of the Parliamémtput limits to the authority of the
Crown (but certainly not to protect the commerdiaterests). The Lords forced the
Crown to ‘live on his own’ with strict restrictionsn expanding his revenues. Perhaps
these restrictions later on enabled the commeloitgrests to become stronger and
demand more rights.

The 16th century Netherlands was the most impotantmercial area of Europe.
The powerful groups in the country were for encgaraent to commercial activity and
enforcement of property rights. Netherlands, beinder Spanish control then, provided
substantial revenue to the Spanish Crown. Econoaecelopment in Netherlands
threatened the interest of Spain. The towns in &thds, under the leadership of
William of Orange, rebelled against Spain, leadiodutch independence in the 16th
century. What is important is the fact that the chants of Netherlands wholeheartedly
financed the rebellion.

An explanation put forth by Acemoglu, Johnson, &wabinson (2005b) for the
transformation of Britain and Netherlands is thatttie 16th century the opportunities
generated by ‘Atlantic trade’ had increased theltheand therefore the political power
of the commercial interests. This enabled themetmahd and obtain more rights.

This brings us to the question as to why, out efdbuntries involved in ‘Atlantic
trade’ only the commercial interests in Britain aNétherlands were able to enrich
themselves from the opportunities generated byrte, while the commercial interests
in France and Spain could not exploit such oppdiasm Acemoglu,et al. (2005b)
provides the answer. The authors explain that igldd and Netherlands the trade was
mostly carried out by individuals and partnershipkile in France and Spain, trade was
primarily under the control of the Crown. The diffaces in organisation of trade in turn
reflected the different political institutions dfeise countries. Grant of trade monopolies
used to be an important source of fiscal revenoesttfe Crown; the more powerful
monarchs could increase their revenues by grarttisge monopolies or by directly
controlling trade while for weaker monarchs thissvealuxury they could not afford. At
the beginning of the fifteenth century, the Crowaswnuch stronger in France and Spain,
than in Britain and Netherlands, and this was tlstnmportant factor in the difference
in organisation of trade in these countries. Counsatly, in England and Netherlands,
and not in France and Spain, a new class of metghaose with interests directly
opposed to the interests of the Crown. The newsatdsmerchants later on played an
important role, as described earlier, in subseqgpelitical changes.

3.1.2. Lessonsfrom the I nstitutional Evolution in Britain and Netherlands versus
I ngtitutional Evolution in Spain and France

Two lessons are apparent from the historical comspar of Britain and
Netherlands with France and Spain. One, strong aaneiai interests hold the potential
to emerge asle factopower that may successfully challenge tieejure power if the
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latter fails to provide the institutions that conmaial interests require. We learn from the
European history that more often than not,dbdactopower that emerged in the form of
commercial interest had to force a change indéhgure power to acquire the institutions
of its choice.

The second lesson is that the fiscal constraints fimr@e the authorities to strike a
bargain with the citizens with the effect that phblic provides for the fiscal needs of the
government which in turn provides good institutiotise institutions that the public
prefers. This incidentally is the thesis of Moo26@2) who argues that nations that enjoy
recourse to unearned income (i.e. income from mhtresources and foreign aid)
typically have to put up with poor institutions whithe countries that rely mostly on
earned income (from taxation) have relatively gaostitutions. To account for the
difference, Moore argues that to induce the ciszenpay taxes the authorities have to
provide them with good institutions and the citigeview taxes as the cost of such
institutions. However, since the rulers of the oasi with unearned income do not have to
lean on citizens for revenues, therefore, they rawé constrained to provide good
institutions.

3.2. 19th Century Britain and Ger many vs. Austria-Hungary and Russia

During the 19th century, Britain and Germany wémbtigh rapid industrialisation
in contrast to the industrialisation process in tAesHungary and Russia. To account for
the difference, Acemoglu (Lecture Notes, p. 20@uas that the elites in Britain had
relatively more to gain from industrialisation thtéose in Austria-Hungary and Russia.
Besides, while the landed aristocracy in Britaifjoged relatively secure position and
was less threatened by the process of industti@isahe aristocracy in Austria-Hungary
and Russia stood to lose more rents if they loktiged power.

The lesson from the above is all too familiar—thentrseekers will thwart
institutional change with success depending uperb#rgaining strength that they enjoy.

3.3. North vs. South Americain the 18th and 19th Century

In the 18th century, some Caribbean and Latin Acaericountries were richer
than North America. However, while North Americalirstrialised rapidly in the 19th
century, the Caribbean Islands and much of Soutlerira stagnated during the period.
Acemoglu (lecture notes) argues that the powerfaligs in North America generally
favoured policies that encouraged commercial istsrand industrialisation, while in the
Caribbean and South America the groups in poweosgg industrialisation.

To account for the difference in institutional asmtbnomic development of North
and South America, Engerman and Sokoloff (2005)eithat it is the initial conditions
or endowments of a country that play a fundamergd in determining the long run
paths of development of a country. The basic impbtheir thesis is that the colonies in
the Americas that began with extreme inequality pmlulation heterogeneity, developed
institutions that restricted access to economimopipities and contributed to lower rates
of public investment in schools and infrastructutajs beginning a vicious circle of
underdevelopment. The authors argue that the @iraat the soil of the colonies like
Brazil and the Caribbean were suitable for growiragh crops like sugarcane. These
crops enjoyed large scale economies and were rffaséltly grown using slave labour.
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The colonial masters in these countries importedesllabour from the international
market for slaves and thus the population of thmmentries came to be dominated by
slave labour. This led to highly unequal distribatiof wealth, human capital and
political power. South America was attractive four@pean colonisers because of the
potential huge return that use of slave labourrdéd. On the other hand, the areas that
now constitute North America and Canada, were moy \attractive to the Europeans
when they began to colonise the New World (Amejicabis was because the climate
and soil of the areas was suitable only for thedpetion of grains and livestock that
involved small scale economies and used few sladd&n the opportunities in the South
were close to exhaustion, the Europeans beganlémise North America and Canada.
Since the land was abundant and labour scantycdlomisers offered various incentives
to encourage the migration of European citizensh® United States and Canada.
Engerman and Sokoloff identify three historicaltitugions that were designed to attract
European settlers to the areas. These included adale franchise, schooling and
ownership of land. Accordingly much greater peraget of the rural population in
United States and Canada owned the land that thkivated and landholdings were
typically smaller. Similarly a far greater perceggeof the population enjoyed access to
schooling in the United States and Canada thanatinLAmerica. Thus, argue the
authors, the institutions that promote growth weszessitated by the homogeneous
character of the population in the United States@anada.

To further argue for belief-homogeneity as a féaiitir of institutional change, we
refer to Collier (2007). The author stresses thatneautocracies are less stable in
ethnically diverse societies. The reason is tmgthnically diverse societies only one of
the many groups will be aligned to the autocrae@ithe narrow support base of the
autocrat, his support group can engage in rentisgek this may induce the autocrat to
dole out favours to the opposition. All this coasits institutional change.

The comparison reveals that initial endowments gbantry or region influence
institutional evolution. The societies that begiitmextreme inequality and population
heterogeneity tend to have institutions that resstaiccess to economic opportunities,
while the societies with relative equality and plagion homogeneity are more likely to
facilitate the evolution of growth enhancing ingtiibns.

The comparison of North and South America also lgdits the primacy of
economic interests and also, as to who enjoys peuleose with interest in rent-
seeking or those with interest in secure propedits. If thede jure power is with
the aristocracy, it will not establish good instibms on its own. The good
institutions must be forced from the jure power by some group derivirde facto
power from one or the other source. The analysithefconsequences of colonisation
of North America and South America also confirmss@i's (2000) ‘Roving and
Stationary Bandits’ thesis: when a bandit (the rule out there for a short time, he
attempts to extract all that he can (and therefstablishes institutions with the
extraction objective in mind); whereas if the bdnidi in there to settle down, he
extracts only part of the income of his subjectse-thtact earning capacity of the
subjects allows the stationary bandit a steadyastref extraction, now as well as in
the future.
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3.4. Korea and Taiwan vs. Congo (Zaire)

In South Korea and Taiwan the leaders pursued dpwedntal policies while
General Mobutu made Congo the most kleptocratiénreg Acemoglu explains the
reasons for the difference in choice of the rulkls. believes that the explanation lies in
‘constraints’—while Mobutu faced little constraingsther from its neighbours or from
the existing institutions, South Korea and Taiwacefl severe threats of communism via
a revolution or invasion.

It was the threat of communist revolution from ddgsas well as inside that forced
General Park Chung Hee in South Korea Hmdmintangregime, led by Chiang Kai-
shek, in Taiwan to pursue developmental policieserAoglu believes that the primary
motivation for investment in education and theitoibn of land reforms in Korea was
the containment of unresthe Kuomintangregime, the rulers of China before the
revolution, despite having a history of being cetryredatory and rent seekers, were
also forced to pursue the industrialisation pathvert the threat of communism in their
new shelter—Taiwan.

The situation in Congo was very different from Taiw In Congo, General
Mobutu, the then Army chief, took over power shordifter independence. Mobutu
dismantled the judiciary, removed the already wéadtitutional constraint, bought
political support using state resources and promgeéd accumulate wealth. There were
effectively no property rights and the GDP of Comtgzlined at the rate of 2 percent a
year. How could Mobutu get away with this? To waftlany threat to his rule, Mobutu
bought off political support using money provideg US, IMF and World Bank as
developmental aid which, in fact, were paymentsMobutu to keep Congo non-
communist.

The lesson from the experience of Korea and Taiwgathat the threat of a
revolution may force the authorities to reform. &splly, the threat of an ideological
change may induce the authorities to practise dselogy in vogue with more vigour
thereby reforming the institutions as a consequeitele the lesson from the experience
of Congo is that if the stronger world powers hasenmon interest with the rent seekers,
it would constrain institutional development. Piffatently, this may also imply that if
the world powers have some strategic interests douatry, then it might be easier for
them to deal with a single person rather than aodeatic regime. That single person,
drawing legitimacy from foreign powers rather thtae citizens of the country, will not
be too bothered to facilitate growth-enhancingiiasbnal change.

4. ENLIGHTENMENT ERA

The 17th century is generally referred to as theopean enlightenment era. In
the context of institution-building the single moishportant contribution of the
enlightenment thought is its successful attack lmspéute monarchy. The thoughts of
the enlightenment philosophers seem to have infledninstitutional change in a
number of countries, especially the framing of tmnstitution in the US seems to
have benefited from the teachings of enlightenmphilosophers like Hobbes,
Montesquieu and Locke. A brief on the thoughtshaf €nlightenment philosophers is
presented in Box 1.
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Box 1

The Enlightenment Efa

Hobbes (1588-1679) was probably the first to arthes monarchs ruled ngt
by the consent of Heaven, but by the consent ofph@ple. Hobbes held that LI
human beings, being selfish will fight for resowsceTherefore to protegt
individuals from each other, humanity at some egrbint agreed to a ‘socigl
contract’ that specified the rules, individuals wiblive by. Hobbes reasoned that
as human beings cannot live by their agreemengsetbre authority was created|to
enforce the terms of the ‘social contract’. By aurity Hobbes meant ‘monarchyf.
For Hobbes, ‘humanity is better off living undertbircumscribed freedoms offa
monarchy rather than the violent anarchy of a catgly equal and free life|.
However, later on, in a twist of fate, his methadsinquiry as well as his bas|c
assumptions became the basis, for arguments agassiute monarchy. Marquis
de Montesquieu (1688-1755), a judicial official wsll as a titled nobleman, was
amongst the earliest critics of absolute monardhgntesquieu’s classidhe Spirit
of Laws (1748) recognises geographic influences on palitg&ystems, advocatg¢s
checks and balances in government and defendstfilagainst tyranny in ap
uncompromising manner. Baruch Spinoza (1632-16&1) the view that humah
beings’ inability to preserve themselves forcednhe form societies. In doing sp,
the individuals surrendered their ‘individual right ‘common right'—a notior]
very similar to Hobbes' ‘social contract’. Spindzeld that an inverse relationship
existed between the power of an individual andgbwer of the State. Given thfis
view Spinoza argues for democracy to create a lbalaf power between the stgte
and the ‘individual’. John Locke (1632-1704) viewweman mind as completely
empirical, rather, he argues that the only knowkedg empirical knowledge. He
also held that human mind at birth igadbula rasa(erased board). His empirici

coupled with the notion otabula rasa meant that moral as well intellectyal
outcomes in human development can be altered tetsb@dvantage by changing
the environment through education. Locke proposedx@ension of education {o
every member of society. His view of education doatés the western cultufe
even to this day. Voltaire (1694-1778) popularidéelvtonian science, fought for
freedom of the press, and actively crusaded ag#liesChurch. In his endeavodrs
he turned out hundreds of plays, pamphlets, esaagsnovels. He wrote arOl;ld

10,000 letters to different people in advocacy f ¢onvictions. Even in his own
time, he enjoyed the reputation of a legend, amkimgs as well as litera
commoners.

5.FROM WHERE TO BEGIN?

The discussion in the foregoing sections was méardraw lessons for our
main task, from where to begin the process of fustinal reform? Before we present
our own arguments for Pakistan, it will prove usdfubriefly recap the lessons that
we have learnt from historical experiences, of afiéint countries, discussed in
Section 3.
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Countries that experienced | Lessonsfrom Historical Experiences
institutional change versus countries
that (with similar circumstances) that
did not experience institutional change
17th century Britain and Netherlands | Fiscal constraints and then commergial
versus Spain and France interests forced the crown in UK to yield
good institutions. Similarly in Netherlands
commercial interests emerged asdbefacto
power that forced the change upon the ruldrs.
19th century Britain and Germany Rent-seekers will thwart institutiongl
versus Austria-Hungary and Russia change, with success depending upon|the
bargaining strength that they enjoy.
18th and 19th century North Ameri¢dl. Institutions are a function of initigl
versus South America endowments of a nation. Extreme
initial  inequality and population
heterogeneity leads to development|of
institutions that restrict opportunitigs
for the poor and thus constrain growtlp.
2. Economic interests enjoy primacy, |if
the de jure power is with the élites; it
will not reform on its own. Somee
facto power must emerge to forge
change ontale jurepower
Korea and Taiwan versus Congo (Zair¢) L&sson from the experience of Korpa
and Taiwan: the threat of a revolutipn
may force the authorities to reform.
2. Lesson from the experience of Congo:
If the world powers have sonle
strategic interests in a country then| it
would be easier for them to buy-
offfinstall some rent-seeking rulers |n
the country concerned rather than| a
democratic set up. This may constrgin
institutional  development in the
country concerned.

5.1. Can Commercial I nterestsin Pakistan Force the Dejure Power to Change
Institutionsfor the Better?

If the institutions are poor and thaée jure power is not willing to reform
institutions on its own or has been held hostagesdmede factopower that stands to
gain from maintaining the status quo, then somerath factopower must emerge that
can force change upon the incumbeet jure power. This is what we learned from
Acemoglu,et al. (2005a). The experience of institutional changé&th century UK and
the Netherlands as well as the significant diffeeshetween the institutional evolution of
North and South America in the 18th and 19th cgntorroborates this stance.
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How will the de facto power that may force thele jure power to enact
institutional change emerge? This is the issue. Barcommercial interests, in Pakistan,
emerge as the saitk factopower? (As has happened in the 17th century UK)s 15
unlikely because a rent-seeking culture has chatiget the economy through much of
its history. For example, in the 1950s, the traadicp relying on high tariffs and
guantitative restrictions conferred windfall gaios a small group of import licensees
[Hussain (1999)], while in the 1960s, the imporbstituting industrialisation and the
export bonus scheme allowed the exporters to amwasdth at the expense of other
segments of the sociel}.In the 1980s and 1990s, the bureaucratic andptbiitical
élite, and those who could afford to buy-off barfiictals, benefited from bank loans that
in essence were mostly not repaid. Given that laxg®mercial interests in Pakistan,
have prospered by way of rent seeking (and are wssecuring favours from trde jure
power), it is difficult for such interests to stand against thele jure power to reform
institutions. After all one does not bite one’s oland.

5.2. Can Fiscal Constraints Forcethe dejure Power to Strike a Bargain with the
Citizensfor Taxation in Exchange for Good I nstitutions?

Pakistan has faced fiscal constraints in the padtthe situation is no different
today. Will the fiscal constraints force tde jurepower, as these had forced thesjure
powers of UK and Netherlands, in the 17th centtostrike an implicit bargain with the
citizens—taxation revenues in exchange for gootitin®ns? Again this is unlikely. The
times when the fiscal constraints could force dleejure power to strike a bargain with
the citizens was when access to funds was neitfalable through borrowing from the
country’s central bank (money creation) nor throtgteign aid. Now the instrument of
money creation has enabled the governments to tedaglay of reckoning till the people
burdened with inflation decide to revolt against tftovernment (which does not happen
too often). Second, Pakistan because of its getegiic position, had enjoyed access to
sufficient foreign aid for the better part of itsstory. Given the present geo-political
environment, the trend is likely to continue—foreigiid will alleviate the fiscal
constraint and thele jure power will not be too pushed for taxation revenugke
implicit bargain i.e., taxation revenue in exchanfge good institutions will not
materialise.

5.3. Strategic Interests of Foreign Powers:
A Congtraint to Institutional Development

Will the Congo-like situation prevail in Pakistahat is, will the strategic interests
of foreign powers constrain institutional developmi Pakistan? In fact, a Congo- like
situation has prevailed in Pakistan for the baitat of its history. It goes without saying
that foreign powers, especially the United Statishave strategic interests in Pakistan
and the population of Pakistan in general doesfelt pressed to pursue the strategic
interests of foreign powers. Therefore it is in thierest of the foreign powers to buy off
and even install an autocrat or at best a sham ciaty and ensure continuity of such
rule. During its history of 61 years, Pakistan héimiessed four military regimes. Three

YFor an exhaustive account of rent-seeking readimgugh the host of books written on Pakistan
economy is essential. These include Zaidi (2008)jad (1982), Hussain (1999).
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of the four military rulers ruled for almost a ddeaeach, with implicit or explicit support
of the United States. US’ support to the militaegimes in Pakistan, despite its avowed
criticism of dictatorship, bears testimony to thely-off and rule’ strategy. The regimes
that derive legitimacy from foreign powers rathieart from the natives is not pushed to
pursue institutional reforms, especially when itame shooting one’s own self in the
foot, e.g., judicial independence.

5.4. Will a Revolution Bring about Institutional Change in Pakistan?

Revolutions are not spontaneous. All revolutionssehdheir thinkers whose
thoughts ignite the revolutions [Masood (1991)].eThonarchy in Europe did not
collapse overnight. Around the time of the GloridRsvolution (1688) in UK and much
before the French revolution, the enlightenmentosbphers, like Montesquie, Spinoza
and Voltaire had launched a strong attack agaiostanchy with their pen and voice. The
thoughts of people like Allama Shariati and AyadbliMutahiri had provided the fodder
for the Iranian revolution of 1979 [Masood (19910 stage a revolution that ends up in
long-lasting institutional change rather than chawst only the society should have
developed sufficient apathy with the present rulé ib should also have at least some
idea of how to proceed after the revolution. Aballe if the human capital required for
carrying out the institutional change is not aJalda even a revolution may fizzle-out or
turn into chaos. To conclude, to stage a successtulution the belief system of the
society must be sufficiently influenced so that Hueiety can perceive what wrong is
being afflicted upon it and how it can remedy thaation. The question is, how can the
beliefs be influenced?

We have shown that fiscal constraints and commienciarests may not prove
very effective in securing an institutional charnigd®akistan. Besides, given the strategic
interest of foreign powers in Pakistan, the po#gibof foreign powers thwarting an
institutional change cannot be ruled out, if thargye is likely to compromise their
interests. We have also discussed that given tteniig intellectual thought process and
the state of the human capital, the society in ®akimay not be ready as yet to stage a
revolution that ends up in a meaningful instituibrchange. How to go about
institutional change then? The option that remasnthe gradualist approach, strongly
advocated by Douglas North and implicitly evidemttihe works of Darron Acemoglu
and Dani Rodrik, to name a few.

5.5. The Gradual Approach

One of the key elements of North’'s theory of ingignal change is path
dependence exhibited by institutions. This implteat a quick-fix solution to poor
institutions is not possible. We want to re-emp$eagiere that revolutions that appear to
have reformed institutions with a big-bang, wereted in the thought process that in
some cases had begun almost a century before tbutien actually materialised, for
example the influence of 17th century enlightenmikatight upon the French revolution
and the framing of the US constitution. Other kégmeents of North’'s theory that (i)
institutions are influenced by beliefs, (i) thadrdinant beliefs matter, (iii) the role of
intentionality, and (iv) comprehension of the doamh players, provide hope that
institutional change can be designed, but only Withprocess of change extending over
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sufficient length of time. We consider below, whatiNorth’'s theory of institutional
change can be put to practice by way of refornhefdducational system in Pakistan.

Institutions that get established, according tothlaare a function of beliefs of the
society. To design an institutional change, thek t®n is to influence the societal
beliefs. The belief formation, we have learned ifuaction of genetics, culture and
human environment. To recap, beliefs can be infledronly to the extent that today’s
learning and experiences influence the culture tandan environment. Thus the beliefs
that are conducive to desired institutional chaoge be developed, by providing to the
citizens, the education and human environment wicltonducive to the preferred
institutional change.

But it is not just the individual beliefs that mett rather it is the beliefs of the
society that count. This means that in a more h@megus society the task of securing
an institutional change would be relatively lesfialilt. Here we need to recall the
Engerman and Sokoloff (2005) thesis, reviewed ictise 3.3, that the homogeneous
societies that the US and Canada had facilitatedl dbvelopment of pro-growth
institutions in these countries while in South Aroarthe presence of heterogeneous
societies furthered the development of such ingtits that constrained opportunities for
the poor and hindered economic growth in conseque€rite task then is to forge greater
homogeneity in society, which is secured by forgiogvergence in beliefs amongst the
individuals and the various sections of a society.

The question is how to forge belief-convergencetieBs being a function of
learning and human environment, the answer liggawiding a uniform learning system
and environment for the whole society. How to dat®hThe answer is: a uniform and
universal education system for all during the fatimeayears of human life i.e., childhood
and adolescence. To design an institutional chathgm, the first and foremost
requirement is to have a single system of educédtioall segments of the society, up to a
certain minimum level, say till, Grade 12. By aglensystem, we mean that not only the
curricula should be the same, but the environmesthools and colleges should also be
more or less similar. Two students reading the samaterial and sharing the same
environment are more likely to have the same beleef well. Individuals of a nation,
who acquired the same education and have expedesioglar environment at schools,
are more likely to forge a homogeneous society—earpquisite for developing growth -
promoting institutions.

Is Pakistan’s prevailing educational system capabfacilitating the development
of a homogeneous society? To answer this questiergxamine below the educational
structure in Pakistan.

At the school/college level, Pakistan follows falifferent regimes that include:
(i) the O/A level Cambridge system: the schools emiteges that use this system follow
the curricula prescribed by the authority whichnanges the O/A level system in UK, (ii)
the English-medium private and public schools wHilow the curricula prescribed by
the government, (iii) th&rdu-medium government school system, that also folltves
syllabi prescribed by the government, but the cemrkere are taught in the national
language-Yrdu, and (iv) themadressalsystem. The curricula of theadressatsystem
are primarily focused on religious education atttelieffort is made to impart knowledge
of secular subjects like science, mathematics #md arts. Besides, the medium of
instruction is mostly the national languaggdu. All the state-owned schools, that offer
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education at a negligible fee primarily serve tlmmpand invariably userdu as the
medium of instruction. It is note worthy here th&gher education (i.e beyond grade 12)
is offered mostly in English language which is atee working language in offices,
whether in public or private sector.

. Thus the poor, having gone tdrdu medium state-owned schools are at a
disadvantage; their education makes them unfit tfer job market. Government’'s
education policy-2009 acknowledges that white cglidbs seem to be reserved for the
graduates of English medium schools. This, couplid the fact that the majority still
goes to governmentrdu mediumschools, is bound to perpetuate inequality whith i
turn facilitates the development of institutionattiensure élite dominance and constrains
economic opportunities for the poor. It is also iobr¢ that the population which is the
product of diverse educational systems, like tHa®akistan, is likely to develop beliefs
that stand apart. The society will be heterogenemtiser than homogeneous required for
institutional change. To visualise how heteroggneiay constrain institutional change,
assume that all MPs in the national parliamenteaitgcated till say grade 14, with the 50
percent of the MPs coming from the Cambridge (@&¥el) system and the remaining 50
percent frommadressahsWill the majority of MPs in this kind of educatgdrliament,
share views on many issues? It is no coincidemaea more or less similar education for
all, up to a certain grade, by and large, is themim the developed world that boasts of
good institutions. To make our case for common atlocal system stronger, we again
lean on North (2005):

“The process of learning is unique to each indigld but a common
institutional/educational structure will resultshared beliefs and perceptions”.

Our case for reform of the educational system élsds support in studies like
Rajan (2006) and Azfar (2006). Rajan argues th@ngthening the institutions like
property rights etc. may help jump-start the ecopdior a while but the lack of
endowments, like education, will leave the poorrepared for reforms. He cautions that
in this situation placement of pro-market instibus may fail to do the trick. Azfar
(2006) argues that the shared belief system, whicimiversal educational system shall
produce, will help bring about a consensus amoegpibpulation, about the acceptable
and unacceptable behaviour of the rulers and wiltréfore force-in an honest
government.

The hardest to reform amongst the educational syssteing practised in Pakistan
is the madressalsystem.Madressahsare believed to inculcate the so-called orthodox
beliefs in pupils, (the perception may or may nettlue) and therefore attempts have
been made, under foreign pressures, to reformytbtera. Such attempts have not borne
fruit. The reason is that the objective has beeimtba quick-fix solution. Unfortunately
such a solution does not exist—the clergy that ynjenoughde factopower is not
willing to yield. To address the issue one hascaoant for who goes tormadressaland
why. Is the enrolment there by choice or is forbgdcircumstances. Thmadressahin
Pakistan, not only impart religious education, foéeost, but also offer food and shelter
to the pupils. (Thenadressatsystem has been termed as the biggest NGO intRakis
The madressahsre apparently funded by charity money. Anecdotaence suggests
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that mostly the wards of the poor are enrolledehEor the poorest of the poor, this is the
easiest way to feed their children. In Pakistarthvaround 30 percent of the population
living below the poverty line, the enrolment onstibount is not likely to be small. So the
solution lies in addressing the overall issue ofgrty, which in any case is not an easy
one to tackle, before a number of institutions haeen reformed. An alternate is to
enforce compulsory enrolment in the formal schoaitesm, other than thmadressahs.
This again involves the cost of enforcement, corspting the parents for whom the non-
school going child is a bread-earner and of cotes&ling the opposition from the
clergy.

The purpose of the foregoing discussion is not fferca solution but only to
provide a glimpse of the hurdles involved, when attempts to reform the educational
system.

The proposed common educational system also tadeesat the next element in
North’s theory: dominant beliefs matter. If all tlsibjects of a country have gone
through the same kind of education and have facede nor less similar human
environment, at least at schools and colleges, bledinf-convergence between dominant
and non-dominant players is likely. Still the b&dief the dominant players would matter
but given convergence, the preferences of the monmimhnt players would be
automatically, taken care of.

North’'s argument that comprehension of an issueth&f dominant players
determines the kind of institutions that will bevdlped to confront the issue, again
provides room for the education to influence artitisonal change, because it is the
education, and of course the right kind of edueatihat would influence a person’s
ability to correctly comprehend the issue at hand.

That the dominant beliefs matter and that the titeality of the dominant players
matters as well calls for choosing such people(ibh electoral process etc.) to hdkel
jure power, who share the beliefs of the society and witend to allow the kind of
institutions that the society prefers. The bel@fsl intentions of the candidates aspiring
for the de jure power can be tracked from a run down of the pespnofile of the
aspirants. For example, if the candidate or aipaliparty is running for a second term,
the performance in the previous term serves as idegto judge the beliefs and
intentionality of the players. However, for the stituents to correctly perceive the
beliefs and intentions of the players, they musisees some education, whether formal
or informal.

But this is a truth-judgment kind of a thing toyghat to reform institutions to
begin with, the educational system should be reéaknThe issue is who would bell the
cat? The natural candidate, in this context, isdiagure power. But the question is what
motivates thale jurepower to do this. The reform of the educationatem, we expect,
would reduce the voters’ ignorance and thereby keadll-round institutional reform,
including the change in the very structure of tleejure power or the change in thue
jure power itself. Given the damage that the refornthefeducational system can inflict
upon the rulers, why would thae jurepower shoot at its own foot? So, it is difficudt t
believe, if not naive, that thae jurepower will undertake the reform of the educational
system on its own.
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To reform, the pre-requisite implicit in Acemogkt, al. (2005b) is that somde
facto power must force thde jurepower, to reform institutions. This begs the djoes
how such ade factopower will emerge. What incentive mechanism wétifitate the
emergence of de factoor de jurepower, that may push for the reform of the edoceti
system? This is a difficult question to answer;plular print and electronic media may
create awareness about the need for a common ahalatystem. But the question then
is; what motivates the media to do this?

We have groped in the dark, perhaps without suct¢edind out as to what, and
who would trigger the reform of the educationaltsgs However one thing is for sure.
Reform of the educational system would meet lesssistance as compared to reform of
the other institutions. For example, an attemgiegin the process of institutional reform
with the change in the structured# jurepower or the change in tlike jurepower itself
will, in all likelihood, be resisted tooth and naily those who currently wielde jure
power. Moreover if the change dte jurepower is likely to adversely influence interests
of strong foreign powers, then securing a changeldvbecome all the more difficult.
The support extended to the kleptocratic regim&emeral Mobutu in Congo to thwart
communism is just one example of how and why fargigwers may support a corrupt
regime rather than encourage growth-conducive tirigthal change. The case of
Pakistan is no different. To further their own s&tic ends, the foreign powers, that
matter, have comfortably co-existed with at ledsté¢ military regimes, in Pakistan.
Similarly an attempt to establish institutions ttatnot allow rent-seeking, again may not
be successful if thee jure power itself is deriving rents. It is noteworthyat all the
reforms referred to above will adversely influetivede jurepower today.

In contrast, given path dependence, the refornhefeducational system will, at
best, influence thde jurepower a generation hence. Typically, politiciaegly myopic,
with the vision extending only up to the next eles, are not likely to be as scary of the
reforms in educational system than they would bthefchange imnle jure power today,
or the reform of any other institution that advéysefluences their fortunes in the near-
term.

Therefore the educational system, with its all-enpassing influence, global
emphasis and relatively lesser resistance fromdeéhgure power stands as the best
candidate to begin the process of institutionabmef. The reform of the system and the
increase in literacy rate will in all likelihooddeen, if not altogether eliminate, voters’
ignorance and misperceptions while voting. This Maaise the possibility of choosing
the right kind of people to holde jure power. Secondly given the voters’ improved
ability to choose, they are more likely to chodse ones who share their belief system.
Thirdly, the rulers, having passed through the satheational system as available to the
subjects, are more likely to carry the same belisféeld by the subjects. It is the shared
belief system that will facilitate reform of themaining institutions.

To understand why educational reforms should epjayacy over other reforms,
let us look at the case of United States—one ofcihentries that can boast of good
institutions today. Perhaps United States had thleelst literacy rate in the world at the
beginning of 19th century. The common school movantieat began in 1820 did such
good that by the middle of 19th century nearly 4@cpnt of the school age population
had been enrolled and nearly 90 percent of theewddults were literate [Engerman and
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Sokoloff (2002)]. United States is perhaps one tguwhere making of the constitution
was debated by way of writing as many as 89 acadeapers—now referred to as the
‘Federalist Papers’. This was in 1870s. The refetigp between literacy and institutional
change, evident from the constitution making pssagf United States, is too apparent to
be missed out.

A more recent evidence of the relations betweemdiy and reforms is furnished
by Paul Collier in ‘Bottoms Billions’. Collier (200 argues that “countries need a critical
mass of educated people in order to work out angleément a reform strategy” and
substantiates it with the case of China and Tamazdrtie author suggests that China and
Tanzania both failed under Mao Ze Dong and JuliyerBre respectively but given the
critical mass of educated people, China was ableetioink its development strategy
while Tanzania was not fortunate enough to havedtitical mass.

We have determined that in a heterogeneous sot¢fetyelite-dominatede jure
power will not facilitate the development of growitomoting institutions. Despite some
useful debate, we failed to conclude that how sudh factopower may emerge, that can
force thede jure power to reform institutions. Given the inconclesidebate on the
emergence of the requisite factopower, the question arises, do we gain anythiomfr
the simple awareness that the educational systemiche the first one to be reformed, if
the society cannot force ttde jure power to reform the system? The answer is, yes.
Suppose that the discontent in a country has reaehpoint where for the rulers to
remain in power they must agree to one or the attstitutional change demanded by the
society, otherwise they face the threat of a retau It is at this point that the society
should have a clear idea as to what kind of int#tit@l change to demand. If tie jure
power is deriving rents from a host of avenuesthpdsociety demands an immediate end
to rent-seeking then the probability of acceptanfcéhe demand is rather low as this will
affect the fortunes of thde jure power of today. But if the society demands théat al
children aged five should receive similar educatithren the possibility exists that the
ruler, being myopic and faced with discontent almaat of a revolution, even though
weak, will yield. History stands witness that a pleuof Pakistan’s rulers, faced with
public discontent had, in their twilight days, maateattempt to strike a bargain with the
populists if not the public. It is at this momenttime that society should be aware of
what it should demand? The demand should be: int®a@ uniform educational system,
for all and sundry.

6. CONCLUSION

We set ourselves the task of finding answers to dquestions. One, is it possible
to reform institutions by design and if yes whicistitution should be chosen to be the
first one to be reformed. Given the path dependextebited by institutions, it is not
possible to reform institutions with a big bang iie one-go. This leaves us with the
alternative of practising gradualism in reformingstitutions—the alternative preferred
by North, Acemoglu and Rodrik. Once we decide do the gradual approach, the
immediate issue that comes to the forefront is wbateform first? Hence our second
question, i.e., from where to begin?

We excluded the possibility of commercial interediscal constraints and a
revolution forcing an institutional change in Pa&is Commercial interests in Pakistan
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have typically thrived on favours from the jure power and are therefore unlikely to
emerge as ale factopower against its patron. Theoretically, fiscahstaints may
encourage the government to strike a bargain Viighditizens i.e.,taxation revenue in
return for good institutions. But in practice, the jurepower will enter into bargain only
if funds from other sources are not available. @itke strategic interests of foreign
powers, foreign aid will alleviate the fiscal caiaght and the rulers-citizens bargain will
fail to materialise. The country does not seemyedad a revolution either. The thought
process that typically precedes revolutions seentgte barely begun. The alternative,
that remains then is the gradualist approach pextdyy North, Acemoglu and Rodrik.

Based on North’s theory of institutional change vemk the position that
institutions can be reformed by conscious desigortiN holds that institutions are a
function of the beliefs of the society and thatdfslamong other things are a function of
one’s learning and experiences. He also holds ihe that it is the beliefs of those in a
position to enact institutional change that matfnus it is possible to mould one’s
beliefs by influencing what a person learns andtwigaexperiences. Change in beliefs,
would then induce an institutional change. Thearotf the human mind, at the time of
birth, beingtabula rasa(erased board) put forward by the enlightenmeripogbpher,
John Locke, also supports our stance that educationshape beliefs to suit one’s end.
Therefore we concluded that institutions can berraéd by conscious design.

The answer to our second, but the main questiothas among the list of
institutions that call for reform, the reform ofwamhtional system should top the agenda.
Educational system as the top-most candidate formemeets the three point criteria
laid down in Section 1 of the paper. The currenedie educational systems serve to
create and perpetuate inequality and populatiorerbgeneity. We proposed the
introduction of a common educational system, fdr aid sundry, up to a certain
minimum level, say grade 12. The argument being tina introduction of a common
educational system will reduce inequality and fol@mogeneity in population, which in
turn will facilitate development of growth-promagnnstitutions. In a relative sense, the
resistance to reform of the educational system resistance to establishment of a
common education system, up to grade 12, is likelpe lesser than a direct attack on
rent-seeking of thale jure power. The former would affect those who wigld jure
power, a generation-hence, while the latter wilvexgdely influence them today. The
politicians, being myopic, will opt for the formeather than the latter.

The educational system, as the top-most candidateeform, also lives up to
the second and third element of our criteria ofading the first institution to be
reformed. The common educational system will brabgut convergence between the
beliefs of the masses and those in position to teiestitutional change. With the
rulers and the subjects sharing beliefs, bringibgud a change in the remaining
institutions shall be less difficult. Thus the imdiuction of a common educational
system will not only have an all-encompassing iefloe but the impact will be long-
lasting as well.

We learned that de factopower must emerge to force ttie jurepower to reform
but failed to conclude how the sail@ factopower will emerge. Given that we do not
know as to who will bell the cat, does it pay to deare that the educational system
should be the flag bearer of all institutional refis. The answer is; yes it pays.
Occasions do arise, when even a powerful dictatmnds weakened and can see the
eminent threat to his rule. It is at times likegbehat if the society has a clear idea of
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what kind of institutional change is necessargait make the ruler yield. The demand of
the society at moments like these should be fetabéishing a common educational
system, for all and sundry, up to grade 12.

To conclude, we want to re-emphasise that we doerpect the reform of the
educational system to be impediment-free. One reagdty we recommend educational
system as the foremost candidate for institutioafdrm is that we expect such reforms
to face relatively lesser resistance. While evahgabur recommendation, the relative
nature of the word ‘lesser’ should not be lost simfh

We have identified ‘commercial interest’ and theed to generate revenue’ as the
inappropriate levers of institutional change in iB&. More such areas can be explored,
e.g. social protection and greater federalism. ¥d&é this for future works.
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