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Economic convErgEncE: ThE rolE 
of insTiTuTions and dEvElopEd 

counTriEs

By Luis Faria 

Institutions undoubtedly play an important role in shaping an 
economy’s growth prospects as they meander through economic 
development and the turmoils that accompany such evolution. 
Faria poses a simple question; what are institutions? This lays the 
foundation of this paper. It is from this simple question that iden-
WL¿HV�D�VXFFHVV�KDUERXULQJ�LQVWLWXWLRQ��'HPRFUDWLF�V\VWHPV�DUH�
discussed as a key element in promoting economic development. 
This ideology is then employed within the scope of EU institutions, 
and how such institutions have nurtured developing economies to 
bridge the disparities between nations in the bloc. Lastly, the fail-
ings of monocropping are discussed and how the developed world 
has shaped institutions in the developing world, for better or for 
worse. 

I. Introduction
The role of institutions in economic development is a topic that has been 
discussed extensively in modern academic literature. Neo-classical economic 
theories have been replaced, such as the Harrod-Domar model of economic 
growth, which neglected a vital element; the importance of both formal and 
informal institutions that structure human interaction (North, 2003). These 
earlier models assume that functioning institutions do exist, which underpin 
all economic activity. Often, this is not the case in developing countries. This 
essay will focus primarily on the impact that institutions have on economic 
growth, examining; what institutions are, what determines whether institutions 
are ‘good’ or ‘bad’ and how these social and political infrastructures have de-
YHORSHG�LQ�D�KLVWRULFDO�FRQWH[W��)XUWKHU��WKH�LQÀXHQFH�WKDW�GHYHORSHG�FRXQWULHV�
have had on institutional change in the developing world is discussed.

Literature focusing on explaining what institutions are, the key characteristics 
WKDW�VWURQJ�LQVWLWXWLRQV�VKRZ�DQG�WKH�LQÀXHQFH�RI�WKHVH�RQ�HFRQRPLF�DQG�VRFLDO�
RXWFRPHV�ZLOO�EH�UHYLHZHG�¿UVW��)ROORZLQJ�WKLV��ZH�ZLOO�DVVHVV�WKH�LPSDFW�RI
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of the introduction of EU institutions to new members and look at why these 

may or may not have produced favourable outcomes. This case study will 

focus on Ireland and Portugal’s development since joining. Discussion of the 

development aid given to Less developed countries (LDCs) will follow this 

European example, centring the analysis on the dos and don’ts of aid delivery 

and the key institutional factors in this equation. Finally, the actions of devel-

oped countries will be scrutinised, as we look at how a better understanding 

RI�LQVWLWXWLRQDO�GHYHORSPHQW�LV�QHHGHG�LQ�RUGHU�WR�LPSURYH�DLG�HI¿FLHQF\�DQG�
how we can modify our aid delivery to produce more favourable outcomes, 

before offering some concluding insights.  

II. Literature review
What are institutions? Some philosophers, such as the architect Louis Kahn 

discuss in abstract terms the idea of institutions, suggesting that they exist to 

VHUYH�RXU�YHU\�KXPDQ�ZLOO�WR�EH�DQG�WR�H[SUHVV��/REHOO���������<HW��KH�GH¿QHV�
the “Houses of Institutions” as integral to societal function in the making 

evident this yearning, through the built environment. In our cities - the most 

advanced and complex expression of human endeavour - the silhouettes of 

Temples (the minaret of the Mosque/ the spire St. Patrick’s Cathedral), Court-

houses (the Four Courts), Universities (Trinity College), Stadia (Landsdowne 

Road), Financial Control (the Customs House), all delineate the functioning 

of a particular society and reinforce its workings. However, for this discus-

VLRQ��ZH�ZLOO�WDNH�D�PRUH�IRUPDO��HFRQRPLF�GH¿QLWLRQ��'DQL�5RGULN��LQ�KLV�
2000 article “Institutions for high-quality growth: what they are and how to 

DFTXLUH�WKHP´��JLYHV�D�EURDG�GH¿QLWLRQ�RI�LQVWLWXWLRQV��DV�³D�VHW�RI�KXPDQO\�
devised behavioural rules that govern and shape the interactions of human 

beings”. Taking these ideas, we can begin to understand the importance of 

institutions in determining economic outcomes, working as a sort of inter-

mediary to reduce the costs (both monetary and non-monetary) of operation 

in all sectors of society, such as politics and business, but also education and 

more informal aspects of society. Institutions exist to reduce uncertainty. 

They provide a set of rules, both formal and informal (which may not always 

EH�HDVLO\�GH¿QHG��WKDW�LQFHQWLYLVH�DQG�GLVLQFHQWLYLVH�FHUWDLQ�EHKDYLRXUV��DQG�
if these institutions are suited to the environment, they allow us to interact in 

a concerted way (North, 2003).

When looking at literature on institutional development, it’s evident how 

important they are in achieving sustainable growth. Hall and Jones’ (1999) 

highlight the vital role institutions play in determining the long-run growth 

rates of an economy and explains that output per worker is to a great extent 

driven by institutions and social infrastructure. These ideas are reinforced by 

Cavalcanti and Novo (2005) who suggest that on average, in any developing 

economy a 1% improvement in institutions (measured using institutional 

indexes) will lead to more than a 5% increase in output per worker. These 

papers show just how fundamental institutions can be in achieving economic 

convergence in developing countries.
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It is certain that stronger institutions will result in improved output, growth 
and economic outcomes. However, achieving these effective institutions has 
SURYHG�GLI¿FXOW�IRU�PDQ\�HFRQRPLHV��,Q�RUGHU�WR�FRPSUHKHQG�KRZ�ZH�FDQ�
DFKLHYH�WKLV��ZH�PXVW�¿UVW�GLVFXVV�ZKDW�PDNHV�D�µKLJK�TXDOLW\�LQVWLWXWLRQ¶�
DQG�ZKLFK�DUH�WKH�PRVW�LPSRUWDQW�IRU�JURZWK��5RGULN��������RXWOLQHV�WKHVH�
DV�UHJXODWRU\�LQVWLWXWLRQV��LQVWLWXWLRQV�RI�PDFUR�VWDELOLVDWLRQ��VRFLDO�LQVXUDQFH�
DQG�FRQÀLFW�PDQDJHPHQW��$QG��DUJXDEO\�PRVW�LPSRUWDQWO\��SURSHUW\�ULJKWV���,W�
VHHPV�TXLWH�LQWXLWLYH�WKDW�WKHVH�LQVWLWXWLRQV�DUH�QHHGHG�WR�SUHYHQW�IUDXG��SURWHFW�
FRQWURO�RI�UHWXUQV�WR�HFRQRPLF�DFWLYLW\�DQG�SURPRWH�VRFLDO�FRRSHUDWLRQ�DQG�
WUXVW��7KHVH�DUH�LQVWLWXWLRQV�WKDW�ZH�FDQ�VHH�FOHDUO\�LQ�DOPRVW�DOO�KLJK�IXQFWLRQ�
LQJ��HI¿FLHQW�HFRQRPLHV��EXW�DUH�RIWHQ�QRQ�H[LVWHQW�LQ�OHVV�GHYHORSHG�FRXQWULHV��

III.  Participatory institutions 
What are the factors that determine whether institutions form to promote or 
UHVWUDLQ�HFRQRPLF�GHYHORSPHQW"�%RWK�(YDQV��������DQG�5RGULN��������DJUHH�
WKDW�SDUWLFLSDWRU\�UHJLPHV�DUH�NH\�LQ�GHOLYHULQJ�VWURQJ�LQVWLWXWLRQV��7KDW�LV�WR�
VD\�WKDW�HQJDJHPHQW�LQ�SROLWLFDO�GLVFRXUVH�DQG�WKH�H[FKDQJH�RI�LGHDV�LQ�WKH�
SXEOLF�GRPDLQ�LV�D�YLWDO�FRPSRQHQW�RI�LQVWLWXWLRQDO�GHYHORSPHQW��VR�ZH�VKRXOG�
ORRN�WR�IRVWHU�LQVWLWXWLRQV�WKDW�SURPRWH�DQG�LPSURYH�LQGLYLGXDO¶V�DELOLW\�WR�
FKRRVH��'HPRFUDWLF�V\VWHPV�DUH�VKRZQ�WR�\LHOG�KLJKHU�JURZWK��PRUH�VWDEOH�
RXWFRPHV�DQG�LPSURYHG�ZHDOWK�GLVWULEXWLRQ��DQG�DQ�DVVRFLDWLRQ�EHWZHHQ�SROLWL�
FDO�SDUWLFLSDWLRQ�DQG�ZDJHV�FDQ�EH�VKRZQ�WKURXJKRXW�WKH�HFRQRP\��
2QH�H[DPSOH�ZH�FDQ�WDNH�LV�3RUWR�$OHJUH�LQ�%UD]LO��ZKHUH�D�GHOLEHUDWLYH�GH�
PRFUDF\��LQ�ZKLFK�FLWL]HQV�ZHUH�JLYHQ�GLUHFW�LQÀXHQFH�RYHU�GHFLVLRQ�PDNLQJ�DW�
a regional level, was introduced in 1989 in order to counter corrupt allocation 
RI�IXQGV��,Q�WKLV�H[DPSOH��ZH�FDQ�VHH�WKH�SRVLWLYH�LPSDFWV�RI�LQFUHDVHG�SROLWL�
cal participation.  Despite remaining growth neutral, the regions in which this 
GHOLEHUDWLYH�UHJLPH�ZDV�LQWURGXFHG�VKRZHG�PDMRU�LPSURYHPHQWV�LQ�SXEOLF�
services and infrastructure, higher human development and also gave those 
ZKR�SDUWRRN�LQ�GLVFXVVLRQV�¿QDQFLDO�DQG�GHEDWLQJ�VNLOOV�WKDW�WKH\�OLNHO\�ZRXOG�
QRW�KDYH�RWKHUZLVH�DFTXLUHG��7KHVH�SRVLWLYH��UHDO�ZRUOG�UHVXOWV�VKRZ�KRZ�SDU�
WLFLSDWRU\�LQVWLWXWLRQV�FDQ�FUHDWH�DQ�LPSURYHG�FOLPDWH�IRU�GHYHORSPHQW��JLYLQJ�
QRQ�HOLWHV�D�OHYHO�RI�FRQWURO�RYHU�LQVWLWXWLRQV�DQG�KRZ�UHVRXUFHV�DUH�GLVWULEXWHG��
$ORQJVLGH�WKLV��3RUWR�$OHJUH�LV�UHFRJQLVHG�DV�RQH�RI�%UD]LO¶V�JUHHQHVW�FLWLHV��
,W�KDV�VHHQ�LPSURYHPHQWV�UHJDUGLQJ�HQYLURQPHQWDO�SURWHFWLRQ�DQG�VXVWDLQDELO�
LW\�SUDFWLFHV��VXFK�DV�WKH�FLW\¶V�SDUWLFXODUO\�HI¿FLHQW�SXEOLF�WUDQVSRUW�V\VWHP��
3URWHFWLQJ�WKH�HQYLURQPHQW�DQG�UHGXFLQJ�RXU�FDUERQ�IRRWSULQW�LV�RQH�RI��LI�QRW�
WKH�JUHDWHVW�FKDOOHQJH�IDFLQJ�VRFLHW\�WRGD\��DQG�RQH�WKDW�LQ�PDQ\�ZD\V�JORE�
DO�FDSLWDOLVP�LV�IDLOLQJ�WR�DGGUHVV����)ULDQW����������*LYHQ�WKDW�WKLV�KDV�WDNHQ�
SODFH�LQ�%UD]LO��D�FRXQWU\�QRWRULRXV�IRU�FRUUXSWLRQ�DQG�SROLWLFDO�EDFNZDUGQHVV��
WKH�SRWHQWLDO�EHQH¿WV�RI�GHOLEHUDWLYH�GHPRFUDF\�LQ�GHYHORSLQJ�FRXQWULHV�ZLWK�
similar issues are plain to see. 

 IV. EU Institutions
2QH�ZD\�LQ�ZKLFK�ZH�FDQ�REVHUYH�WKH�GLUHFW�LPSDFW�RI�LQVWLWXWLRQV�RQ�HPHUJ�
LQJ�HFRQRPLHV�LV�E\�ORRNLQJ�DW�WKH�GHYHORSPHQW�RI�VPDOOHU�(8�QDWLRQV�VLQFH�
WKH\�KDYH�MRLQHG��%\�MRLQLQJ�WKH�(8��D�FRXQWU\�LV�SURYLGHG�ZLWK�PHPEHUVKLS
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 to strong, well established international institutions such as the ECB, the 
European Court of Justice and the European Parliament to name a few. Given 
the above discussion, access to these institutions should in theory give rise to 
improved economic growth and performance in new member states. 
Ireland joined the EU alongside the UK in 1973, while Portugal joined later, 
ZLWK�LWV�,EHULDQ�QHLJKERXU��6SDLQ�LQ�������%RWK�FRXQWULHV�VKRZHG�VLJQL¿FDQWO\�
lower levels of GDP per capita compared to the core European countries such 
as Germany and France prior to joining the EU. However, the rate at which 
they have converged to the European average has varied greatly, with Portu-
gal remaining below the average still today. Of course, introduction into the 
(XURSHDQ�8QLRQ�ZLOO�KDYH�KDG�LPPHGLDWH�EHQH¿WV�IRU�ERWK�FRXQWULHV�HFRQRPL-
cally and we see this particularly with the jump in Portugal’s GDP in the years 
following 1986. The overall impact of European institutions will have taken 
WLPH�WR�EHFRPH�FOHDU��'HVSLWH�WKH�LQÀXHQFH�RI�RWKHU�IDFWRUV��VXFK�DV�,UHODQG¶V�
favourable corporate tax rate that has attracted many of the world’s largest 
multinationals to set up operations in this country, boosting employment and 
VOLJKWO\�LQÀDWLQJ�*'3�¿JXUHV��LW�LV�FOHDU�WR�VHH�WKDW�(8�PHPEHUVKLS�DQG�PRUH�
VSHFL¿FDOO\�(8�LQVWLWXWLRQV�KDYH�DOORZHG�IRU�,UHODQG¶V�RXWSXW�WR�JURZ�DOPRVW�
H[SRQHQWLDOO\�WKURXJK�WKH�����V�DQG�RQFH�DJDLQ�IROORZLQJ�WKH�JOREDO�¿QDQFLDO�
crisis. 

So how can we account for Portugal’s sub-par growth trajectory compared to 
Irelands? Given that prior to becoming members of the EU both countries saw 
similar levels of per capita GDP, we should, in theory, expect to see similar 
progress from both countries, so why isn’t this the case? Lains (2003) dis-
FXVVHV�KRZ�WKH�RYHUDOO�LQÀXHQFH�RI�MRLQLQJ�WKH�(8�RQ�3RUWXJXHVH�JURZWK�ZDV�
relatively small, pointing at investment in both human and physical capital as 
the main driver of growth around this period. Another analysis suggests that it 
is mostly institutional factors that have held back Portugal’s long-run devel-
opment, implying that Portugal has been unable to fully realise the potential 
EHQH¿WV�WKDW�(8�LQVWLWXWLRQV�FDQ�RIIHU��$PDGRU���������

V.  Problems with ‘Monocropping’ 
This brings us to the idea of Institutional monocropping, proposed by Evans 
(2004), which proposed the idea there is an ‘optimal’ way to organise our 
institutions to produce growth. That there is an ideal blueprint which can 
be followed and that we can expect the same results in different economies. 
This concept will be discussed further, particularly in relation to LDCs and 
the varying (mostly unsuccessful) results of simply importing an institutional 
blueprint and attempting to make these countries follow them. Returning to 
our discussion on Portugal, however, it seems clear that despite other factors 
at play, Portugal’s economy and society has not been as suited to the Europe-
an system as Ireland’s. This is related, to a great extent, with Portugal’s main 
industry being manufacturing of textiles and machinery, traditional areas 
that have not expanded greatly through technological progress, as well as the 
country’s low capital to labour ratio (Amador, 2007). In comparison to Ireland, 
where progress has been facilitated through high levels of education, as well 
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as the fact that Ireland is an English speaking country and its historic cultural 
ties (particularly with the United States), Portugal has been unable to welcome 
and develop new industries to the same extent. The main takeaway here is that 
what has worked in one country may not be as effective in the next. Under-
standing of local/ regional factors and the point at which an economy is at 
in its development is key when introducing new systems and regimes, and it 
seems that the European way of operating may not be entirely suited to Portu-
JDO��RU�DW�LW�KDV�QRW�HQDEOHG�WKH�3RUWXJXHVH�HFRQRP\�WR�ÀRXULVK�LQ�WKH�ZD\�LW�
has for the Irish. 

VI. Institutions and aid
3URJUHVVLQJ�RXU�GLVFXVVLRQ��ZH�FDQ�EHJLQ�WR�ORRN�PRUH�VSHFL¿FDOO\�DW�WKH�
role played by institutions in the developing world and how we, as devel-
RSHG�FRXQWULHV�KDYH�LQÀXHQFHG�LQVWLWXWLRQDO�GHYHORSPHQW�IRU�EHWWHU�RU�ZRUVH�
in these countries, mostly through development aid. Before we discuss the 
LQWHUSOD\�EHWZHHQ�LQVWLWXWLRQV�DQG�DLG��ZH�PXVW�¿UVW�ORRN�DW�WKH�FXUUHQW�VWDWH�RI�
global aid delivery and the factors that have historically reduced aid effective-
ness. 

,Q�QRPLQDO�WHUPV��WKH�OHYHO�RI�2I¿FLDO�'HYHORSPHQW�$VVLVWDQFH��2'$��RU�DLG�
KDV�EHHQ�LQFUHDVLQJ�VLQFH�WKH�PLG�QLQHWHHQWK�FHQWXU\��KRZHYHU��WKHVH�¿JXUHV�
GLG�GURS�VLJQL¿FDQWO\�IROORZLQJ�WKH�JOREDO�¿QDQFLDO�FULVLV��,Q�,UHODQG��,ULVK�DLG�
�,UHODQG¶V�RI¿FLDO�GHYHORSPHQW�DLG�SURJUDPPH��SURYLGHG�������PHDVXUHG�LQ�
�����86'��LQ�GHYHORSPHQWDO�DLG��ZKLFK�PDLQO\�IRFXVHG�RQ�$IULFD���UHSUHVHQW-
LQJ�DERXW������RI�*1,��2(&'���������'HVSLWH�DOPRVW�DOO�GHYHORSHG�FRXQWULHV�
across the globe allocating substantial sums of money to aid each year, the 
RYHUDOO�EHQH¿W�RI�WKLV�WR�/'&V�LV�VWLOO�FRQWHVWHG��ZLWK�PDQ\�DXWKRUV�DUJXLQJ�
WKDW�DLG�GHOLYHU\�KDV�JHQHUDOO\�EHHQ�TXLWH�LQHI¿FLHQW��

The way in which we deliver aid has been highly scrutinised, and in many 
cases fails to help the individuals towards whom it was initially directed. 
,QHI¿FLHQW�DLG�GHOLYHU\�FDQ�RFFXU�IRU�VHYHUDO�UHDVRQV��WKH�PRVW�SURPLQHQW�RI�
which is the principal-agent problem. In democratic states, leaders and people 
in power are incentivised to deliver the aid that they receive to the intended 
EHQH¿FLDULHV�DV�WKH\�QHHG�WKHLU�VXSSRUW�LQ�RUGHU�WR�UHPDLQ�LQ�SRZHU��8QIRUWX-
nately, it is often the case that poor countries, towards which aid is directed 
have the most undemocratic, corrupt regimes in place, and non-elites will have 
OLWWOH�WR�QR�SROLWLFDO�YRLFH�LQ�WKHVH�VWDWHV��$V�VXFK��2'$�ZLOO�RIWHQ�VWUXJJOH�WR�
reach those who really need it. This is compounded by a total lack of trans-
parency, both in the recipient country and sometimes in the donor agencies (in 
the form of a lack of data made publicly available), which prevents us from 
understanding how effective a given aid project is (Easterly & Pfutze, 2008). 
Other elements of aid delivery, such as avoiding these autocratic regimes and 
reduction in tied aid, food aid and technical assistance (which are considered 
the least effective aid channels) as well as increased aid specialisation to 
reduce transaction costs, must also be an area of focus for aid agencies if we 
ZLVK�WR�LPSURYH�GHOLYHU\��(DVWHUO\���������
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Research by Isham et. Al. (2005), which focused on the performance of 
DLG�¿QDQFHG�UXUDO�ZDWHU�VXSSO\�SURMHFWV��¿QDQFHG�E\�YDU\LQJ�GRQRUV�LQ����
/'&V�DFURVV�WKUHH�FRQWLQHQWV��KLJKOLJKWHG�WKH�LPSRUWDQW�UROH�WKDW�VRFLDO�DQG�
SROLWLFDO�LQVWLWXWLRQV�SOD\�LQ�GHWHUPLQLQJ�WKH�VXFFHVV�RI�DLG�SURMHFWV��VXJJHVWLQJ�
WKDW�IDYRXUDEOH�LQVWLWXWLRQV�KDYH�D�VLJQL¿FDQW�LPSDFW�RQ�JRYHUQPHQW�HI¿FD-
F\��$QDO\VLV�RI�DLG�SURMHFWV�¿QDQFHG�E\�WKH�:RUOG�%DQN�DJUHHV�ZLWK�WKLV��,W�
VXJJHVWV�WKDW�SROLWLFDO�LQVWLWXWLRQV��SDUWLFXODUO\�WKH�FLYLO�OLEHUWLHV�RI�FLWL]HQV�LV�
D�YLWDO�SUHFRQGLWLRQ�IRU�VXFFHVVIXO�LPSOHPHQWDWLRQ�RI�DLG�VFKHPHV��DV�LW�FUHDWHV�
JRYHUQPHQW�DFFRXQWDELOLW\��,VKDP��HW�DO����������:KDW�GRHV�WKLV�LQIRUPDWLRQ�
LPSO\"�(VVHQWLDOO\��WKHVH�VWXGLHV�VKRZ�XV�WKDW�WR�DFKLHYH�WKH�PRVW�HIIHFWLYH�
SRVVLEOH�RXWFRPHV�RI�DLG�GHOLYHU\��ZH�ZLOO�QHHG�WR�RIIHU�LW�WR�FRXQWULHV�WKDW�
KDYH�VWURQJ�HQRXJK�LQVWLWXWLRQV�WR�PDNH�XVH�RI�WKLV�PRQHWDU\�QRQ�PRQHWDU\�
DVVLVWDQFH��7KLV�SRVHV�D�PDMRU�SUREOHP��JLYHQ�WKDW�DV�SUHYLRXVO\�PHQWLRQHG��LW�
LV�RIWHQ�WKH�HFRQRPLHV�WKDW�QHHG�DLG�WKH�PRVW�WKDW�ZLOO�KDYH�WKH�ZHDNHVW�LQVWL-
WXWLRQV��+RZ�FDQ�ZH�JHW�DURXQG�WKLV�LVVXH"�6KRXOG�GRQRUV�VLPSO\�DYRLG�JLYLQJ�
DLG�WR�FRXQWULHV�ZLWK�VXE�SDU�LQVWLWXWLRQV"�7KLV�VHHPV�WR�EH�FRXQWHULQWXLWLYH�
LI�WKH�JRDO�LQ�DLG�GHOLYHU\�LV�WR�KHOS�ZLWK�HFRQRPLF�DQG�VRFLDO�FRQYHUJHQFH�RI�
WKH�ZRUVW�RII��7KLV�VXJJHVWV�WKDW�ZH�VKRXOG�¿UVW�IRFXV�RQ�KHOSLQJ�WR�GHYHORS�
LQVWLWXWLRQV�LQ�/'&V��VR�WKDW�IXWXUH�DLG�ZLOO�EH�PRUH�HIIHFWLYH��7KLV�KDV�SURYHQ�
H[WUHPHO\�GLI¿FXOW�LQ�SUDFWLFH�DQG�WKHUH�DUH�QXPHURXV�H[DPSOHV�ZKHUH�WKLV�KDV�
FUHDWHG�XQIDYRXUDEOH�RXWFRPHV��

,I�ZH�FRQVLGHU�WKH�IDLOLQJV�RI�WKH�:DVKLQJWRQ�&RQVHQVXV��D�VHW�RI�WHQ�SROLF\�UH-
IRUPV�SURSRVHG�E\�%ULWLVK�HFRQRPLVW�-RKQ�:LOOLDPVRQ�LQ������ZKLFK�IRFXVHG�
KHDYLO\�RQ�LQVWLWXWLRQDO�UHIRUP�WR�KDUQHVV�WKH�SRZHU�RI�WKH�IUHH�PDUNHW�LQ�GH-
YHORSLQJ�FRXQWULHV��:LOOLDPVRQ���������0RVWO\�LPSOHPHQWHG�LQ�/DWLQ�$PHULFD��
WKH�UHIRUPV�ZHUH�UXVKHG�DQG�D�SHULRG�RI�VLJQL¿FDQW�DQG�VXVWDLQHG�HFRQRPLF�
turbulence followed in a number of these countries. 

7KH�:DVKLQJWRQ�&RQVHQVXV�KLJKOLJKWV�WKH�LPSRUWDQFH�RI�XQGHUVWDQGLQJ�WKH�
IDFWRUV�DW�SOD\�WKDW�DUH�VSHFL¿F�WR�WKH�HFRQRP\�ZKHUH�LQVWLWXWLRQDO�FKDQJH�
LV�QHHGHG�DQG�WKH�PDMRU�SLWIDOOV�RI�LQVWLWXWLRQDO�PRQRFURSSLQJ�DQG�XVH�RI�DQ�
LQVWLWXWLRQDO�EOXHSULQW��,W�IXUWKHU�UHLQIRUFHV�WKH�UHFRPPHQGDWLRQV�RI�5RGULN�
�������������DQG�(YDQV��������RI�SURPRWLQJ�ORFDOO\�GULYHQ��SDUWLFLSDWRU\�
LQVWLWXWLRQV�IRU�VWURQJHU�JURZWK��,QVWLWXWLRQV�DUH�GHHS�URRWHG�DQG�QRW�HDVLO\�
PRYHG��7KRXJK�PD\EH�ZH�FDQ�SURSRVH�DQG�EXLOG�QHZ�IRUPDO�LQVWLWXWLRQV��LW�
LV�WKH�PRUH�LQIRUPDO�QRUPV�DQG�QHWZRUNV�RI�SRZHU�WKDW�ZLOO�DOZD\V�JRYHUQ�
KRZ�LQVWLWXWLRQV�IXQFWLRQ�DQG�WKHVH�DUH�VLJQL¿FDQWO\�PRUH�GLI¿FXOW�WR�VHH�DQG�
XQGHUVWDQG��DQG�DV�VXFK��PRUH�GLI¿FXOW�WR�PRGLI\��7KHUH�LV�QR�FRRNLH�FXWWHU�LQ-
VWLWXWLRQDO�IUDPHZRUN�WKDW�FDQ�EH�VXSHULPSRVHG�RQ�DQ\�GHYHORSLQJ�HFRQRP\�WR�
SURPRWH�JURZWK�DQG�VWDELOLW\�DQG�PDNH�WKH�FRXQWU\�D�VWURQJHU�YHKLFOH�IRU�DLG���

$PRQJVW�WKHVH�LVVXHV�RI�LQVWLWXWLRQDO�GHYHORSPHQW��LW�LV�LPSRUWDQW�WR�FRQVLGHU�
WKH�ELDVHV�LQ�RXU�SHUVSHFWLYH�DV�GHYHORSHG�FRXQWULHV�DQG�KRZ�PXFK�ZH�NQRZ�
DERXW�RSWLPL]LQJ�WKHVH��'HVSLWH�SXVKLQJ�IRU�JURZWK�LQ�/'&V��RIWHQWLPHV�WKH�
DGYLFH�H[WHQGHG�E\�LQWHUQDWLRQDO�¿QDQFLDO�LQVWLWXWLRQV�DUH�H[WUHPHO\�ELDVHG�
WRZDUGV�DQ�LGHDOL]HG�QHROLEHUDO�V\VWHP��WKH�EHQH¿WV�RI�ZKLFK�DUH�KLJKOLJKWHG
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policies and standards in place across LDCs, these countries should in prin-
ciple increase their FDI attractiveness, be easier to trade with and in time 
UHDFK�VLPLODU�OHYHOV�RI�RXWSXW�DV�FRXQWULHV�LQ�WKH�¿UVW�ZRUOG��5RGULN���������
7KH�REYLRXV�ELDV�LQ�WKLV�VRUW�RI�IUDPHZRUN�LV�WKDW�LQ�WXUQ��WKHVH�LQVWLWXWLRQV�
VKRXOG�EHQH¿W�WKH�GHYHORSHG�HFRQRPLHV��ZKR�ZLOO�KDYH�QHZ�PDUNHWV�HDVLO\�
WUDGH�ZLWK��DQG�RIWHQ�WKLV�LV�HQIRUFHG�WKURXJK�DLG�FRQGLWLRQDOLW\��$V�ZH�KDYH�
GLVFXVVHG��WKH�UHDOLW\�LV�WKDW�WKLV�LV�VHOGRP�HIIHFWLYH�LQ�SUDFWLFH��)ROORZLQJ�WKH�
failings of the Washington Consensus, an ‘augmented’ version of the paper 
was proposed, with a new and improved blueprint for LDCs to follow, high-
lighting just how little was learned about institutional development and the 
QHHG�IRU�D�WRWDO�UHVKDSLQJ�RI�SHUVSHFWLYH�

VII. Conclusion
,QVWLWXWLRQV�DUH�OD\HUHG��/HJLVODWLRQ�GHVLJQHG�WR�GLFWDWH�EHKDYLRXU�DQG�LQWHU-
DFWLRQ�RIWHQ�PDVNV�WKH�UHDOLW\�WKDW�WKH�LQIRUPDO�ZLOO�DOZD\V�KROG�SRZHU�RYHU�
VRFLHWDO�RXWFRPHV��&KDQJH�FDQQRW�EORVVRP�E\�LPSRVLQJ�D�WHPSODWH�IRU�LQGL-
YLGXDOV�DQG�WKH�FROOHFWLYH�WR�IROORZ���7KH�UHVWULFWLYH�DSSURDFK�XVHG�E\�LQWHUQD-
WLRQDO�¿QDQFLDO�LQVWLWXWLRQV�LQ�WKH�SDVW�LV�FOHDUO\�ELDVHG�WRZDUGV�D�QHR�OLEHUDO�
DSSURDFK��ZKLFK�VXLWV�WKH�GHYHORSHG�ZRUOG��7KLV�KDV�EHHQ�VKRZQ�WR�EH�DQ�
LQHI¿FLHQW�ZD\�WR�JURZ�LQVWLWXWLRQV��7R�SURPRWH�LQVWLWXWLRQDO�FKDQJH�WKDW�FDQ�
WUXO\�LPSURYH�RXWFRPHV�ERWK�HFRQRPLFDOO\�DQG�VRFLDOO\�DQG�FUHDWH�LQVWLWXWLRQV�
WKDW�DUH�HI¿FLHQW�LQ�WKH�ORFDO�HQYLURQPHQW��D�JUHDWHU�OHYHO�RI�XQGHUVWDQGLQJ�RI�
QRUPV�DQG�PRUHV��DV�ZHOO�DV�WULDO��HUURU�DQG�H[SHULPHQWDWLRQ�DUH�QHFHVVDU\��
6LPLODUO\��WKH�IDLOLQJV�RI�PRQRFURSSLQJ��DQG�PRUH�VSHFL¿FDOO\�WKH�VXFFHVV�RI�
SDUWLFLSDWRU\�UHJLPHV�DOVR�KLJKOLJKW�LVVXHV�ZH�DUH�VWLOO�IDLOLQJ�WR�GHDO�ZLWK�LQ�
WKH�GHYHORSHG�ZRUOG��SDUWLFXODUO\�LQ�WHUPV�RI�FOLPDWH�FKDQJH��7KH�LPSURYH-
PHQWV�GLVFXVVHG�LQ�3RUWR�$OHJUH¶V�OHYHO�RI�FOLPDWH�DFWLRQ�WKURXJK�GHOLEHUDWLYH�
GHPRFUDF\�VKRZ�KRZ�WKH�GHYHORSHG�ZRUOG�FRXOG�OHDUQ�LQ�WXUQ�DQG�EHQH¿W�IURP�
DOORZLQJ�LQVWLWXWLRQV�WR�JLYH�SHRSOH�DW�DOO�OHYHOV�RI�VRFLHW\��QRW�MXVW�WKH�SROLWLFDO�
HOLWH��PRUH�RI�D�YRLFH�LQ�SROLF\�GHWHUPLQDWLRQ���



51

References

Acuña, C., Galiani, S. & Tommasi, M., 2007. Understanding reform: the case 
of Argentina. Understanding Market Reforms in Latin America, pp. 31-72.

Amador, J. & Coimbra, C., 2007. Characteristics of the Portuguese econom-
ic growth: what has been missing?, s.l.: Banco de Portugal, Economics and 
Research Department.

Cavalcanti, T. V. D. V. & Novo, A. A., 2005. Institutions and economic devel-
opment: How strong is the relation?. Empirical Economics, 2(30), pp. 263-
276.

Easterly, W., 2007. Are Aid Agencies Improving?. Economic Policy, 22(52), 
pp. 633-672.

Easterly, W. & Pfutze, T., 2008. Where does the money go? Best and worst 
practices in foreign aid. Journal of Economic Perspectives, 2(22), pp. 29-52.

Evans, P., 2004. Development as institutional change: the pitfalls of mono
cropping and the potentials of deliberation.. Studies in comparative interna-
tional development, 4(38), pp. 30-52.

Friant, M. C., 2019. Deliberating for sustainability: lessons from the Porto 
Alegre experiment with participatory budgeting. Journal of Urban Sustainable 
Development, 1(11), pp. 81-99.

Hall, R. E. & Jones, C. I., 1999. Why do some countries produce so much 
more output per worker than others?. The quarterly journal of economics , 
1(114), pp. 83-116.

Isham, J., Kaufmann, D. & Pritchett, L. H., 1997. Civil liberties, democracy, 
and the performance of government projects.. The World Bank Economic 
Review, 2(11), pp. 219-242.

Isham, J. N. D. P. L., 1995. Does participation improve performance? Estab-
lishing causality with subjective data.. World Bank Economic Review, 2(9), 
pp. 175-200.

Lains, P., 2003. Catching up to the European core: Portuguese economic 
growth. Explorations in Economic History, 4(40), pp. 396-386.

Lobell, J., 1979. Between Silence and Light. 1st ed. s.l.:Shambhala.

North, D. C., 2003. The role of institutions in economic development. s.l., UN.
2(&'���������³,UHODQG´��LQ�'HYHORSPHQW�&R�RSHUDWLRQ�3UR¿OHV��>2QOLQH@�
$YDLODEOH�DW��KWWSV���GRL�RUJ������������HF�I��HQ��>$FFHVVHG��WK�'HFHPEHU�
����@�


