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Notes and explanation of symbols 
The following symbols are used in tables in the Review:

(...) Three dots indicate that data are not available or are not separately reported.

( - ) A dash indicates that the amount is nil or negligible.

A blank space in a table means that the item in question is not applicable.

(-) A minus sign indicates a deficit or decrease, unless otherwise specified.

0 A point is used to indicate decimals.

(/) A slash indicates a crop year or fiscal year, e.g., 1970/1971.

(-) Use of a hyphen between years, e.g., 1971-1973, indicates reference to the complete number of
calendar years involved, including the beginning and end years.

References to “tons” mean metric tons, and to “dollars”, United States dollars, unless otherwise stated.
Unless otherwise stated, references to annual rates of growth or variation signify compound annual rates. 
Individual Figures and percentages in tables do not necessarily add up to the corresponding totals, because of 
rounding.

Guidelines for contributors to 
C E P A L  R e v i e w

The editorial board o f the Review are always interested in encouraging the publication o f articles 
w hich analyse the econom ic and social developm ent o f Latin A m erica and the Caribbean. W ith this 
in mind, and in order to facilitate the presentation, consideration and publication of papers, they 
have prepared the following information and suggestions to serve as a guide to future contributors.
— The subm ission o f an article assumes an undertaking by the author not to subm it it simultaneously 
to other periodical publications.
— Papers should be subm itted in Spanish, English, French or Portuguese. They w ill be translated 
into the appropriate language by ECLAC.

— Every article m ust be accom panied by a  short summary (of about 300 words) giving a brief 
description o f its subject m atter and m ain conclusions. This summ ary w ill also be published on the 
ECLAC H om e Page on the Internet.
— Papers should not be longer than 10 000 words, including the summ ary, notes and bibliography, if 
applicable, but shorter articles will also be considered.
— One copy o f the original text should be submitted, accom panied by a copy on diskette 
(WordPerfect 5.1 format). In the absence of the latter, two printed or typed copies should be provided.
— AH contributions should be accom panied by a note clearly indicating the title o f the paper, the 
nam e of the author, the institution he belongs to, his nationality, and his fax and telephone numbers. 
— F ootno tes shou ld  be k e p t to  the  m in im um , as should the num ber o f tables and figures, which 
should not duplicate inform ation given in the text.
— Special attention should be paid to the bibliography, which should not be excessively long. All the 
necessary inform ation m ust be correctly stated in each case (name o f the author or authors, complete 
title (including any subtitle), publisher, city, month and year o f publication and, in the case of a 
series, the title and corresponding volum e num ber or part, etc.).
— The editorial board o f the Review reserve the right to make any necessary revision or editorial 
changes in the articles, including their titles.
— Authors w ill receive a one-year courtesy subscription to the Review, plus 30 offprints of their 
article, both in Spanish and in English, at the tim e o f  publication in each language.
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Institutions and growth:
can human capital

be a link?

T his paper attem pts to  provide a  sounder link betw een institu­

tions and econom ic grow th. It does so by i) identifying those 

institutions w hich  m ight m atter the m ost w ith respect to eco­

nom ic perform ance, ii) providing a  rationale as to  w hy they 

m ight m atter, and iii) confronting that rationale w ith som e sys­

tem atic em pirical evidence. W e postulate that the central and 

com m on characteristic o f  relevant institutions is that they give 

agents a  voice, a  stake in  the system . By doing so, they  increase 

the appropriability o f  benefits or, conversely, reduce the am ount 

o f  rent-seeking. A  com posite  index o f the extent to w hich these 

institutional characteristics aie  attained is constructed for 19 

L atin A m erican countries for the years 1960 to  1986. W ithin an 

otherw ise standard grow th m odel, ou r institutional developm ent 

index is show n to contribute significantly  to the explanation  of 

the variations in grow th rates o f  per capita  incom e across coun­

tries and over tim e. Som e determ inants o f institutional develop­

m ent, across countries as well as decades, are a lso identified. In 

contrast to  existing studies w hich em phasize a  nexus betw een 

institutional developm ent and per capita incom e grow th operat­

ing through physical capital accum ulation, our results suggest 

that a  sim ilar nexus operating through hum an capital form ation 

m ay be stronger.

A P R I L  19 9 6



8 C E P A L  R E V I E W  « 4  • A P R I L  1 9 * 8

I

Introduction

O n the research agenda o f  econom ics, institutions to ­
day occupy a rather sim ilar position to that occupied 
by technology forty years ago. A lthough A bram ovitz 
and Solow  were clearly not the first econom ists to 
em phasize their im portance, they were pioneers in at 
least two fundam ental ways. First, they courageously 
dism issed the profession’s belief that the topic should 
be better le ft to others, in this case, to engineers. 
Second, they understood that w ithout an explicit and 
cogent attem pt at quantification, there would be nei­
ther a m arshalling o f  talent to research the topic, nor 
any substantial progress. They knew  the profession 
needed some m easure o f its ignorance.

A fter three Nobel prizes, it w ould be difficult to 
find today anyone who believes that institutions 
should be better left to others, presum ably political 
scientists. In the case o f institutions, however, noth­
ing is yet to be seen that is anything like the im pres­
sive m arshalling o f  talent working on the topic, the 
profession’s enthusiasm , and the sequence o f  m ajor 
breakthroughs that m arked the study o f technological 
change in the 1960s. N ot only does the profession 
still seem  to be looking for the size o f the residual or 
a  m easure of its ignorance, but also the links betw een 
institutions and econom ic growth rem ain very m uch

□  The authors express their appreciation to the Inter-University 
Consortium for Political and Social Research (1CPSR) for sup­
plying much of the data used in this study and to the following 
individuals for their many useful comments on earlier versions 
of the paper: Irma Adelman, Jean-Marie Baland, Kaushik Basu, 
Hans Brinkman, Hamid Davoodi, Richard A. Easterlin, William 
Easterly, Joño Carlos Ferraz, Adolfo Figueroa, Giuseppe 
Iarossi, Steve Knack, Michael Lipton, Norman Loayza, Floren­
cio López de Silanes, Abraham Lowenthal, Paolo Mauro, James 
McGuire, Hamid Mohtadi, Christian Morrisson, Vai-Lam Mui, 
Mustapha Nabli, Moisés Naim, Mancur Olson, Manuel Pastor, 
Jean-Philippe Platteau, George Psacharopoulos, Lant Pritchett, 
Martin Ravallion, James Robinson, Dani Rodrik, William 
Savedoff, Christopher Scott, Gerald Scully, Erik Thorbecke, 
Douglas Walker, Eduardo Wiesner, three anonymous referees, 
and other participants at the Development Workshops in Na­
mur, Belgium, the United Nations Headquarters, the University 
of Southern California, and the First Annual Meeting of the 
Latin American and Caribbean Economic Association (Mexico 
City). While many of the suggestions have been implemented, 
some have not. Hence, in no way can these reviewers be held 
responsible for remaining errors of commission or omission.

underexplored. As a result, w e are left w ith many 
unansw ered questions, am ong them: W hich institu­
tions m atter m ost for econom ic growth, and why? 
Can these relevant institutions be measured, and if 
so, how ? Can their effect on econom ic growth be 
dem onstrated? W hat are the determ inants o f these 
institutions? W hat is the link between institutions and 
econom ic growth? C an this link be hum an capital?

This paper attem pts to contribute at least m od­
estly to answering these im portant questions, on the 
basis o f the Latin A m erican experience. It begins, in 
section II, by surveying the characteristics o f  institu­
tions deem ed im portant to econom ic growth. It then 
describes an essential, central and com mon charac­
teristic o f  growth-prom oting institutions: namely, that 
they give agents a voice, a stake in the system, 
thereby increasing the appropriability o f  benefits or, 
conversely, reducing the am ount o f rent-seeking. 
M ore specifically, w e identify the im portance o f an 
institution for econom ic developm ent with the degree 
to which it helps to ensure that the tastes, needs and 
preferences o f the citizenry are reflected in i) the 
organization o f the State, ii) the functioning o f the 
government, and iii) the form ulation and im plem en­
tation o f public policies.

Based on this notion, in section III w e construct 
a com parative index o f institutional developm ent 
(CUD) for 19 Latin A m erican countries for the period 
from  1960 to 1986. In section IV  w e incorporate our 
CIID m easure into an otherw ise standard model o f 
econom ic growth. Since the CIID w ould seem  to be 
potentially endogenous, section V  explores its deter­
m inants and re-estim ates the growth model using in­
strum ents that represent the CUD rather than the index 
itself. Taken together, our results dem onstrate the sig­
nificance o f the CIID in explaining economic per­
formance and, m oreover, they point to a strong and 
potentially im portant nexus betw een institutional de­
velopm ent, hum an capital and growth in per capita 
income. Finally, section VI presents our conclusions.

W hy should the  experience o f  the 19 Latin 
A m erican countries used in this paper be o f  relevance 
in this context? There are several im portant reasons 
behind this choice. First, in no other part o f the w orld
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have the shifts in developm ent strategy and the atten­
dant structural reforms been as striking. Second, since 
sustaining these reforms appears to remain a  more seri­
ous challenge in Latin A m erica, success in extending 
and sustaining them  w ould  seem  to require an espe­
cially delicate balance w ith respect to the role o f  the 
State. W hile in  som e respects the State needs to  be 
strengthened to  take on new  tasks (Edwards, 1995), 
in  other respects its ro le  m ay have to be dim inished 
and changed so as to  allow greater play for the m ar­
ket (W iesner, 1994; N aim , 1995). Third, am ong the 
developing regions, the data required for m easuring 
and endogenizing institutional developm ent are only 
available for Latin A m erica. G iven our interest in

exam ining hum an capital as a possible link between 
institutions and econom ic growth, it is relevant to 
note that it  is in  Latin A m erica that it has been sug­
gested that institutional developm ent can contribute 
positively to  econom ic developm ent only if  it suc­
ceeds in realizing m ore fully the reg ion’s hum an 
capital potential (Londoiio, 1995). L ast but by no 
means least, it is in Latin  A m erica, w ith its relatively 
high level o f resource endowm ents but its very con­
siderable growth rate differences from  one decade to 
another (with especially disappointing growth rates 
since the late 1970s), that the case for exam ining the 
role o f institutions in explaining growth rate differ­
ences w ould seem  to be of param ount importance.

II
Which institutions matter for 
economic growth, and why?

Although very substantial progress has been m ade in 
explaining both the determ inants and effects o f insti­
tutions a t the m icroeconom ic level (Lin and Nugent, 
1995) and variations in  growth rates across countries 
(Barro and Sala-i-M artin, 1995), much less progress 
has been m ade in explaining the relationship between 
institutions and econom ic grow th.1 Five features o f 
institutional analysis w ould seem  responsible for 
lim itations in this respect: i) the persistent difficulty 
o f operationalizing the term  “institution” (M énard,
1995); ii) as suggested by Bardhan (1996, p. 1), the 
insufficient attention given to the identification o f 
“w hich institutions affect the process o f  developm ent 
and how"; iii) the pessim istic tone o f m uch o f  the 
literature, w ith its em phasis on “path dependency” 
and “institutional im pedim ents” to developm ent; iv) 
the excessively narrow  and  often negative role attrib­
uted to the State by m any m odem  practitioners o f 
institutional analysis, and v) the general failure to 
integrate politics and the tradeoffs between efficiency 
and distribution into policy objectives (Robinson,
1996).

1 Porter and Scutly observe that “Like two ships passing in the 
night, there exist two bodies o f scholarly literature that are 
largely unaware of each other, but are related to the problem of 
economic growth: the neoclassical theory of economic growth 
and the new institutional economics” (Porter and Scully, 1995, 
P. 17).

Each o f  these lim iting features and ways o f over­
com ing them  will be considered in turn. First, we feel 
that the m uch-belaboured distinction between institu­
tions and organizations has been over-emplrasized 
and should be softened.2 A t the sam e tim e, however, 
w e believe that institutions need to be m ore strongly 
distinguished from  policies and policy strategies. In­
deed, it m ay be hypothesized that differences in insti­
tutions can explain why the effectiveness o f a 
com m on policy adopted to overcom e the sam e prob­
lems in two different countries may vary consider­

2 For example, North (1990, p. 107) defines institutions as so­
ciety’s rules of the game, that cannot be seen, felt or even 
measured, and “organizations” as the players, i.e., “groups of indi­
viduals bound by a common purpose to achieve objectives” (North, 
1995, p. 23). A softening of the distinction would seem desirable 
because of: i) the fact that the very substantial time devoted to 
drawing such an inevitably arbitrary distinction could be better 
spent on empirically investigating relevant hypotheses concern­
ing the effects of either or both, and ii) in the light of the 
important time delays and rent-seeking behaviour which arise 
from conflict-prone reforms, the demonstrated ability of certain 
organizations to reduce these conflicts and thereby contribute to 
a better match between policies and long-run economic develop­
ment.
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