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As long as political
institutions favour
only the elite and
neglect the general
public, they will face
credibility issues

SUSHANTAKUMAR AV VEDPURISWAR
MAHAPATRA

he Sveriges Riksbank Prize in

Economic Sciences in Mem-

ory of Alfred Nobel 2024,

awarded to Daron Acemoglu,
Simon Johnson and James A Robinson,
reflects that out of the Americans who
have been awarded the Nobel Prize in
Economics since 2000, around 28% are
immigrants to the US. However, it is
important to note that they have the
same opinion about the role of institu-
tions in a country pertaining to its eco-
nomic development.

The laureates found that the persist-
ent gap between the rich and poor
countries is because of the institutions
of the societies of those countries.
While assessing the importance of in-
stitutions for the prosperity of a coun-
try, they revealed that the weak laws
and institutions of society hinder the
growth of the country thereby limiting
the chance of improving the living con-
dition of the population.

Two Aspects

They broadly discussed two aspects of
the institutions: first, they evaluated
the importance of institutions for the
progress of a society or country, and
second, they discussed the reason be-
hind the change in political institu-
tions. As defined by them, economic in-
stitutions or inclusive institutions
enforce property rights for a large
group of the population, provide op-
portunities for investments and enable
various sections of people to partici-
pate in economic activities. Good polit-
ical institutions give more power to the
people to participate in the role of gov-
ernance and support the purpose of
democracy. Also, good political institu-
tions play a crucial role in shaping eco-
nomic institutions.

On the other hand, bad or extractive
institutions lack the essential rule of
law for the population and don’t have
proper property rights. When political
powers are controlled by narrowly de-

fined elite groups, it results in the for-
mation of extractive institutions.

Rules and Policies

A comprehensive study of the era of
colonisation can be considered as a
natural experiment to find details of in-
stitutional rules and policy changes.
When the Europeans started their
colonies in various parts of the globe,
either they changed the institutions of
those societies or influenced those so-
cieties resulting in change in the insti-
tutions. However, the change varied
along with the colonies and the original
society existing in that place. The re-
gions, where the colonisers formed in-
clusive political and economic institu-
tions for their own long-term benefits,
changed for the better.

Contrary to that, in some countries,
the colonisers only aimed at exploiting
the natives and capturing the resources
of these countries. They used an ex-
tractive economy to gain short-term
benefits as they had control over the in-
digenous population.

Although there was progress for
some time in those regions, later the
living standards of the people deterio-
rated remarkably. Hence, institutions
play a decisive role in influencing
many features of the country, like edu-
cation, profession of people and the po-
litical system.

Influencing Factors

There are many influencing factors
that decide the type of institutions that
develop in any colony. Population den-
sity is one of the key aspects — the
denser the population of a region, the
stronger the resistance of the people
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against the formation of any kind of
new institution. Hence, less number of
European settlers moved to that place.
While in the sparsely populated places,
the Europeans were able to dominate
the natives and their resistance.

Places, where resources were plenty,
the colonisers developed such institu-
tions so that they could exploit the
local people and extract resources. The
main aim was to provide benefits to a
few elites of the places to take advan-
tage of the maximum number of people
living there. As a result of control over
democratic rights of election and polit-
ical rights, these extractive economic
institutions became the reasons for the
declining social and economic stan-
dards of the people.

The places that used to be rich and
prosperous before the phase of coloni-
sation declined in various aspects and
now are among the poorest countries
in the world. Compared to that, the
places that were less densely populated
and poor at that time became the pre-
ferred choice for the colonisers to start
inclusive economic institutions which
they had planned for their long-term
benefits and eventually resulted in the
prosperity of the country.

When political powers
are controlled by
narrowly defined elite
groups, it results in the
formation of extractive
institutions
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Extractive Institutions

Contrary to the popular notion that the
countries nearer to the equator are
poorer because people are less produc-
tive in these areas than the people of
the countries with temperate climates,
the laureates have found that it is the
societal institutions of these countries
that are responsible for productivity.
Also, the approach of colonising na-
tions in the colonies became another
factor deciding the kind of institution.
developed in those places.

Extractive institutions are beneficial
only for a small elite group. However,
the introduction of a maximum number
of inclusive institutions and the rule of
law is capable of creating long-term
benefits for everyone in society. When
political institutions prioritise the in-
terests of only a select elite while ne-
glecting the general public, they under-
mine their own credibility, resulting in
erosion of public trust in economic re-
forms. Sometimes populations of non-
democratic countries take revolution-
ary ways to transition to democracy.
The ways can be violent or peaceful.
However, peaceful protests involve the
largest number of people.

As the model developed by the laure-
ates explains, there are compelling rea-
sons why some countries switch from
democracy to non-democracy and
vice-versa.
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