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Institutions matter! In recent years, the development community--particularly the international financial institutions (IFIs) such as the World Bank (WB) and the Inter-American Development Bank (IADB)--has put enormous emphasis on institutional factors as crucial conditions for economic growth and various aspects of social development (e.g., Burki & Perry 1998; IADB 2000; WB 2002). Good governance,
 the rule of law, and the control of corruption have quickly turned into central concerns of these agencies, spawning an outburst of research and data collection.


This sudden explosion of interest in institutions reflects a significant rethinking among the IFIs. During the 1980s and early 1990s, they had focused their attention on more narrowly economic factors. “Getting prices right” used to be their main concern. And the main recipe for accomplishing this feat was the enactment of neoliberal reforms designed to free market forces in a thorough and comprehensive fashion. During this early, radical phase of market reform, the priority was downsizing and shrinking public institutions in general and the state in particular, not reforming them. The prevailing image of these institutions was so negative that the devolution of their functions to market forces was seen as preferable to difficult efforts to reform these institutions.


In the mid-1990s, however, a gradual rethinking began. First, the very advance of “neoliberalism” meant that reform tasks shifted from simple economic liberalization to efforts to restructure the institutional framework of economy and society, such as the rules governing labor markets and social security systems. In these areas, a radical elimination of state interventionism was infeasible; due to the large-scale poverty and egregious social inequality plaguing many of the countries undergoing market reform, the market clearly could not guarantee a politically acceptable degree of social protection, and the state had to guarantee the provision of public goods, such as public health and mass education. Therefore, the focus of market reform shifted from the substitution of “the state” by “the market” to the reform of the state itself (Naím 1995; Nelson 1997).


Second, the IFIs quickly came to realize that radical neoliberalism was unable to deliver the outputs and outcomes that its advocates had promised. The very enactment of market reform turned out to be more difficult than expected and, more importantly, the changes actually enacted diverged from IFI recommendations, creating economic and political problems and distortions. For instance, governments often used privatization deals not only in order to reduce fiscal losses, enhance economic efficiency, stimulate investments, and improve the delivery of crucial services, but also to buy political support and to achieve personal enrichment. These “extraneous” purposes caused economic distortions. And while political alliance building could be justified with the need to ensure the overall advance of market reform, the shocking levels of corruption that accompanied a number of privatization deals constituted an unmitigated problem that undermined the legitimacy of the reform process in the eyes of the suffering population.


Furthermore, even where neoliberalism advanced as planned, its results often fell short of expectations. For instance, the radical liberalization of the financial sector soon caused banking crises in a number of countries, such as Mexico and Venezuela. These problems suggested that freeing market forces was not sufficient; instead, there was a clear need for better supervision, which the state had to provide.


For all of these reasons, the pendulum swung back from the radical neoliberalism predominating in the 1980s and early 1990s and came to acknowledge again the many important roles of public institutions. For the market to operate well, the state had to make crucial contributions. The activities of the private sector obviously needed to be complemented, guided, and/or supervised by the public sector. This realization placed the reform of public institutions at the top of the international development agenda. If the state could not be marginalized, it had to gain greater capacity to discharge its indispensable functions in a reliable, efficacious, and efficient way. This rethinking thus turned “good governance,” the rule of law, and the control of corruption into decisive priorities for the next stage of reform. During the last decade, the IFIs have therefore produced a torrent of analyses, data sources, documents, and recommendations on these issues.


These diagnoses and prescriptions have been informed by two variants of the “new institutionalism” in the social sciences, which have been combined in partly interesting, yet partly problematic ways. First, given that many of the leading IFI experts have a background in economics, the “new institutional economics” (NIE) and its cousin in political science, rational-choice institutionalism (RCI), have served as a major source of inspiration. Second, less openly acknowledged, but also powerful have been influences stemming from historical and sociological institutionalism, which is not built on exclusive self-interest assumptions, but stresses the importance of values, norms, traditions (“culture”) as well; as a result, it looks beyond the formal rules of the game--the principal definition of institutions in NIE and RCI--to informal institutions and practices, i.e., to “stable, valued, recurring patterns of behavior” (Huntington 1968: 12) that are not formally codified. Interestingly, while the predominant line of reasoning in the new debate on good governance, the rule of law, and the control of corruption follows the first source of inspiration, the prevailing definition of institutions incorporates the broad and loose conceptualization prevailing in the second strand of literature.


NIE starts from the realization that the state needs to make indispensable contributions for an economy to function well, but that for predictable political reasons, the state often discharges this role in a highly deficient, if not outright dysfunctional fashion. A prospering economy depends on inputs that only the state with its monopoly on the legitimate use of force can provide, especially the protection of property rights, which allow investors to appropriate the fruits of their risk-taking. If the state fails to fulfill this function or if it itself threatens property rights through arbitrary confiscation, exorbitant taxation, or stifling regulation, investment and growth will remain distinctly suboptimal. Unfortunately, however, rulers sometimes lack the capacity to protect property rights, and where they command this capacity, they often face powerful incentives to use their coercive authority to violate property rights and appropriate part of the “surplus” for themselves--not only for private enrichment, but also for politically necessary “investments” and expenditures. Thus, political rationality often obstructs economic rationality.


Since the state’s contributions to economic development are indispensable and irreplaceable, this paradox creates the urgent need to reform the state and thus enable and induce it to fulfill its functions better. Specifically, it is decisive to strengthen the rule of law in order to commit the state to comply with and enforce the rules of the game and in order to provide ample recourse--for instance, through an independent court system--in case the state fails to do so. It is also necessary to combat corruption in order to turn economic performance--not personal “connections” and low morals--into the predominant path to economic success. And, in general, it is crucial to guarantee “good governance” in order to enable the state to discharge its functions efficiently and to diminish the fiscal burden that the public sector imposes on the economy.


In sum, NIE and RCI offer a coherent argument concerning the origins of governance problems and their deleterious impact on economic development. This analytical unity emerges from the commitment to rational-choice assumptions, especially the premise that behavior is driven by self-interest and guided by instrumental cost-benefit calculations.


Leading advocates of this approach admit, however, that these simple, deliberately simplifying assumptions may not be sufficient for explaining economic and political action and interaction. Essentially, the self-interest premise leads to the systematic under-prediction of cooperation. Rational incentives alone cannot easily account for the amount of cooperation that is actually observed in “the real world.” The intellectual father of NIE, Douglass North, has therefore stressed the important contributions of social incentives, which create “informal constraints” (North 1990: ch.5) and serve as major motivating forces (“ideology: North 1981: ch.5).


This acknowledgment of the important role of ideas, values, norms, and traditions creates a connection to the other strand of institutionalism that has influenced the recent discussion on governance, namely historical and sociological institutionalism (HSI). While many adherents of these versions of institutionalism recognize the importance of self-interest motivations (Hall and Taylor 1996, on “calculus approach”), they deny them monopoly status as guiding forces of human behavior. In this view, people are also concerned about the legitimacy of their actions; therefore, they take ideas, values, norms, and traditions into account in making their choices--or in refusing to pursue instrumentally rational, but socially illegitimate options. These different premises deeply affect analyses of governance. Whereas NIE and RCI invoke first and foremost rational incentives and constraints in their analyses, adherents of HSI also pay attention to cultural norms and traditions. Similarly, while NIE and RCI argue that change requires a restructuring of the parameters of instrumentally rational cost-benefit calculations, HSI also has faith in the beneficial effects of professional norms, of a sense of mission and respect among public servants, and of greater trust in their interactions with the citizenry (see, e.g., Tendler 1997). 


These guiding assumptions bring forth analyses of “state capacity” that are more complex and nuanced than the studies produced by NIE and RCI. For instance, while the latter advocate a strict separation of the private and public sphere in order to diminish corruption and other shady dealings, leading theorists of HSI claim that “embedded autonomy,” which includes structured connections between the public and private sector (Evans 1995), may actually produce better results. [need to add brief discussion of Grindle’s (1996) analysis of “state capacity”]


In sum, the new concern for good governance, the rule of law, and the control of corruption among the development community draws its intellectual inspiration from major theoretical approaches in the social sciences. Yet while these approaches advance arguments that can, in principle, shed light on a vast range of issues, the professional interests of this literature’s “consumers” and “appliers” who are interested in governance issues, especially the IFIs, has led to a circumscribed focus on outputs and outcomes. That is, analysts have investigated primarily the impact of “good governance” on governments’ economic and social policies and, especially, on the results of these policies; thus, economic growth and various aspects of social development have served as the main dependent variables of this line of research.


In contrast, these authors have paid little attention to input processes and to the question of system survival. For instance, to what extent does good governance enhance political support for governments? And to what extent does its effect on governments’ capacity for problem-solving shape the probabilities for the survival of fragile democracies? While these important questions deserve more attention, the findings of such analyses might have somewhat disconcerting repercussions on the current enthusiasm for “good governance” by unveiling significant tensions between different elements of these new concerns. In Latin America, for instance, many citizens--faced with exploding crime--see strict adherence to the rule of law as an important obstacle to “good governance;” in their view, la mano dura would be much more effective in ensuring “law and order” and thus addressing a problem that in many nations is at the top of citizens’ list of concerns and expectations of the government (see, e.g., a recent Peruvian poll conducted by Datum 2002: 14). Thus, investigating the impact of good governance etc. on the input side of politics and on democratic stability might produce some disturbing findings.


After clarifying the background of the recent explosion of interest in good governance, the rule of law, and the control of corruption, the remainder of this paper will assess the analytical contributions of this literature. My perspective will be that of a skeptic, not a radical nay-sayer. Thus, I do not propose the “null-hypothesis” that good governance does not matter at all. Instead, I acknowledge that this new body of literature is “on to something.” But I argue that under closer scrutiny, this “something” is surprisingly unclear as conceptual discussions and definitions are very loose, the available data are tremendously imprecise, the specification of causal arguments is unclear, and analyses of causal relationships are not fully convincing. Furthermore, looking beyond empirical investigations to the recommendations derived from these analyses, an important disjuncture between the prevailing “diagnosis” of governance problems and some of the proposed remedies becomes obvious: If governance problems emerge from the politically rational calculations of powerful actors, what is the impetus for change? Specifically, can the predominantly technical changes that the IFIs can propose and demand really address the source of the problem?

Problems of Conceptualization
The new literature on governance depicts itself as an off-shoot of the “new institutionalism.” Based on the general claim that institutions matter--and not only markets--, it depicts good governance, the rule of law, and the control of corruption as decisive for economic and social development. But the broad and loose way in which this literature defines the concept of “institution” and ascertains and measures the specific “institutions” whose importance it stresses causes important problems. In particular, these definitions commonly include important non-institutional factors in the concepts of governance. And since these non-institutional factors are often quite “proximate” to the outcomes to be explained, there is a great risk that the positive findings of correlation and causation that the new literature yields are due not to the institutional elements of “good governance,” but to those “extraneous” factors--or to the whole syndrome of “tradition” vs. modernization that may underlie both the institutional and the non-institutional elements of “good governance.” It is therefore unclear to what extent institutions--strictly defined--really do matter.


The prevailing definitions of institutions in NIE and RCI are simple and straightforward. For instance, one of the founding fathers of this literature, Douglass North (1990: 3), defines institutions as “the rules of the game in a society or, more formally, ... the humanly devised constraints that shape human interaction.” To be useful for empirical investigation, however, this much-used definition requires some degree of operationalization. For this purpose, much of RCI focuses on the formal rules of the game. For instance, to measure presidential powers, Shugart and Carey (1992) score constitutional provisions. But this procedure has serious problems in Third World countries, where the binding force of institutions is often weak and contested (Weyland 2002). In fact, it is precisely this frequent divergence of actual behavior from formal rules that makes the general issue of “good governance” so important in those nations, especially in the sphere of “the rule of law;” corruption, for instance, is defined precisely by the violation of the prevailing norms of legality or, at least, legitimacy. Thus, in order not to overlook the very problem that the new literature seeks to analyze, a focus on formal rules is clearly inappropriate (as stressed, e.g., in World Bank 2002: 99).


The new literature on “good governance” therefore applies a much more “behavioralist” concept of institutions, which it depicts as “stable, valued, recurring patterns of behavior,” in Huntington’s (1968: 12) classical formulation. Thus, rather than focusing on the constraints emphasized in North’s definition, it focuses on constrained behavior--which is actually observable. Thus, this behavioralist definition is located at the level of parole, not the level of langue, in Ferdinand de Saussure’s linguistic terminology.


The problem with this conceptualization is, however, that observable behavior is shaped not only by the institutional constraints that supposedly guide it, but often by other, non-institutional constraints and inducements as well, such as social norms, values, and ideologies. These ideational factors are not backed up by clear enforcement mechanisms and therefore do not qualify as institutions in the strict sense of the term, which points to reliable enforcement mechanisms as the crucial distinction between “institutions” and “culture”.


The prevailing definitions of “governance,” however, do not respect this distinction. Instead, they explicitly include cultural factors. For instance, the major World Bank project on governance coordinated by Daniel Kaufman “define[s] governance broadly as the traditions and institutions by which authority in a country is exercised” (Kaufman et al. 1999b: 1; my emphasis). This definition explicitly incorporates “culture” in the concept of “governance,” casting a much wider net than a strictly institutional approach. Furthermore, authors openly acknowledge that observable patterns of governance are shaped not only by institutions strictly defined, but by cultural factors. In this vein, Keefer and Knack (1997: 592) stress that “unobservable country traits, such as levels of ‘rule obedience’ in a society”--i.e., a cultural characteristic--create a ”difficulty with measuring institutional quality.” Widespread adherence to cultural norms may bring forth good governance in the absence of strictly institutional mechanisms for guaranteeing this outcome, whereas sophisticated institutional mechanisms may fail to guarantee this outcome because of the lack of a culture of rule obedience. Observed levels of good governance thus may reflect not only institutional features, but also cultural attitudes and norms.


Furthermore, many definitions of good governance do not only include institutional and cultural procedures and mechanisms, but also the content of institutional rules and the purposes to which these procedures and mechanisms are put (Polidano 2000: 806). Thus, they incorporate “substance,” not only “form.” In this vein, the World Bank (2002: 99) stipulates that “good governance includes ... the provision of sound macroeconomic policies that create a stable environment for market activity.” In a similar vein, one of the aspects of good governance that Kaufman et al. (1999b: 8; 2002: 5) distinguish, the regulatory burden, “includes measures of the incidence of market-unfriendly policies such as price controls ... as well as perceptions of the burdens imposed by excessive regulation in areas such as foreign trade and business development.” This inclusion of content, purpose, and “function” excludes from good governance a number of practices that a strictly institutional definition would appropriately consider, such as the institutionally regularized, effective, efficient, and non-corrupt provision of “unsound” , market-”unfriendly” macroeconomic policies. For instance, the price controls instituted by President Richard Nixon in the early 1970's and implemented with considerable effectiveness would ipso facto lower the score of the U.S. in terms of good governance.


Besides pulling the concept of good governance further away from a strictly institutional definition, this inclusion of “content” also exposes it to a great risk of ideological bias. Entrepreneurs and business consultants, for instance, are unlikely to provide a neutral, interest-free assessment of “appropriate” vs. “excessive” regulation. And what they regard as “sound” macroeconomic policies, common citizens may decry as rather “unsound.” Obviously, the different survey firms or agencies collecting such assessments may infuse them with their own ideological orientation or spin, for instance via question wording and the provision of response categories.


More importantly, the inclusion of “content” runs the risk of pushing the analyses that use these assessments close to tautology. If governance is defined and measured in part via the provision of “sound” macroeconomic policies and if--despite the ideological differences just mentioned--there is some “real” basis for such an evaluation of soundness, this real element of soundness probably affects some of the outcomes that the good-governance literature seeks to explain, such as economic growth and development. Thus, the conceptual incorporation of  “substance” approximates the independent and dependent variables, creating the danger of artificially producing positive findings.


These problems of conceptualization are exacerbated by the way in which the new literature assesses and measures good governance empirically. Since objective indicators are difficult to identify and virtually impossible to collect for a large number of countries--especially in a cross-country and cross-regionally comparable fashion--, authors who seek “scientific generalization” and who therefore conduct large-N analyses have commonly relied on a wide range of subjective indicators, namely assessments by country experts and surveys of people directly affected by good or bad governance, especially business people and common citizens. While valued as the only available data, these subjective assessments are highly imperfect, however, as their users acknowledge (e.g., Kaufman et al. 1999).


First, these assessments are not very reliable and precise, and their cross-national validity is questionable. For instance, business people may overgeneralize from experiences in their sector, and common citizens may be overly impressed by the most recent corruption scandal--or the fact that no scandal has been unearthed during the last few months.
 Also, what domestic entrepreneurs and common people regard as “good governance” or “corruption” in one national setting may differ vastly from the corresponding assessments in another country, where different historical experiences or cultural values may have led to very different standards for acceptable public behavior. Polls of experts or commercial risk analysts reduce this problem by asking the same evaluator to score a larger number of countries, but the price of greater cross-country comparability is much more superficial local knowledge. As a result, those assessors may be particularly influenced by salient, “available” incidents and events.


Furthermore, specific assessments may also be distorted by ideological and cultural biases. The inclusion of “content” factors in definitions of good governance--such as “sound macroeconomic policies”--greatly intensifies this risk as evaluators and the agencies collecting their assessments may well have divergent viewpoints on what constitutes sound or unsound macroeconomic policies. 


More importantly even, the usage of subjective assessments exacerbates the above-mentioned danger of tautology. Evaluators probably find it difficult to distinguish cause and effect in their subjective assessments; evidence of successful economic and social development is likely to shape their measurements of good governance.
 For instance, the eruption of an economic crisis seems to induce assessors to lower their rating not only of the soundness of a country’s economic policies, but also their evaluation of the quality of governance and, sometimes, even of the extent of corruption. As regards economic policy, Argentina’s recent collapse provides ample evidence of such retroactive re-evaluations; some of the same experts who six years ago praised the country’s determined adoption of market reform now stress all the deficiencies and limitations of this reform process. In a similar vein, the Asian financial crisis suddenly called attention to the high level of public-private collusion and outright corruption that had prevailed in countries like South Korea for years; an unexpected economic difficulty--i.e., a  presumable result of good or bad governance--thus re-shaped evaluations of the quality of governance. In sum, since subjective perceptions are difficult to compartmentalize, evidence of outcomes is highly likely to influence subjective assessments of “sound economic policies,” of appropriate or “excessive regulation,” and of “good governance” in general. As evidence on the dependent variable can affect the subjective measurement of the independent variable, the danger of tautology looms large.


Given the problems plaguing the available, subjective data on “good governance,” Kaufman et al. (1999a, 1999b, 2002) have undertaken an ambitious and valuable effort to aggregate these indicators, hoping that the statistical “law of large numbers” would exert its salutary effect as the idiosyncracies of specific assessment would hopefully cancel out. Given that many of these indicators are provided by entrepreneurs or business-friendly (or “market-friendly”) agencies, such as country risk consultants or the international financial institutions, a complete elimination of ideological biases is unlikely, however.


More importantly, the aggregated governance indicators are surprisingly imprecise (Kaufman et al. 1999a, 1999b, 2002), a fact that suggests the prevalence of reliability and, probably, validity problems. While a number of model cases of good governance and, on the other side of the spectrum, a number of basket cases of bad governance clearly stand out from the rest of nations, there is a very large middling group of countries with levels of good governance that are not clearly distinguishable from each other. Essentially, aggregate estimates of good governance yield very broad confidence intervals; since the confidence intervals of the countries in this middling group overlap, it is unclear which country “really” has a higher degree of good governance than the other ones. Besides diminishing the quality of statistical analysis, this high degree of imprecision makes it very difficult to apply general findings and recommendations concerning good governance to individual country cases. If the true level of good governance is so difficult to measure, concrete recipes for boosting it are hard to design.


Applying conventional statistical reasoning about the “attenuation bias” produced by measurement error, Kaufman et al. invoke this imprecision to argue that their statistical findings yield conservative, overly cautious estimates of the consequences of good or bad governance. Thus, they argue that the true effect of good governance is probably more substantial than their analyses suggest. This reasoning is flawed, however, because it does not take into account the “fortification bias” that the usage of subjective assessments and the inclusion of “content” factors in definitions of good governance most likely produces. The quasi-tautology mentioned above, especially the backward inference from positive outcomes to “sound macroeconomic policies,” non-”excessive regulation,” and “good” governance that subjective evaluators are unlikely to avoid, will yield exaggerated estimates of the true effects of good governance defined in strict institutional terms. As a result, Kaufman et al. probably overrate the impact of good governance on social and, especially, economic development. Most likely, their findings are in part an artifact of overly broad definitions and subjective measurement procedures.


In sum, the new literature on good governance stands on rather weak conceptual ground. Its major notion is not well-defined and well-delimited, and the--currently unavoidable--usage of subjective indicators exacerbates problems of validity and reliability and creates the danger of retro-inference from outcomes to presumed causes.

Problems of Explanation
The important problems of conceptualization from which the new literature on good governance is suffering weaken the clarity of its explanations and cast doubt on its claims of causal effects. Since the prevailing definitions and measurements of good governance include important non-institutional factors, it is rather unclear to what extent the empirical findings of this burgeoning literature reflect the operation of institutional factors or the impact of “culture” or substantive policy orientations. To what extent, for instance, does the frequently documented association of good governance with economic growth and development result from the regularized, effective, efficient, and non-corrupt implementation of economic policy--i.e., the institutional aspect of good governance--rather than from the provision of “sound” economic policies? And as regards the effect of regulation, is the reliable, efficacious application of governmental rules decisive--a strictly institutional factor--, or the ideologically and politically determined range and reach of such rules, as the concern about “excessive” regulation suggests?


Like other strands of the “new institutionalism” (see, e.g., Weyland 2002), the literature on good governance is also at risk of suffering from endogeneity problems in its explanations. It is unclear to what extent the positive findings that these analyses unearth reflect the direct causal effect of good governance, rather than of the political and cultural factors that account for the practicing of good governance in the first place. While cross-sectional analyses attempt to control for this problem by taking underlying cultural characteristics of a country--especially the impact of “Western” ideas--into account, 
 cross-sectional analyses find it difficult to deal with this problem, especially where significant improvements in governance occur.


The causal importance of these underlying factors, which may bring about both better governance and improved development outcomes, becomes especially obvious in analyses of reform efforts, such as Tendler’s (1997) penetrating study on “Good Government in the Tropics,” which investigates the attempts of two progressive governors to improve the appalling social indicators prevailing in Brazil’s Northeastern state of Ceará. The two leaders instituted innovative development programs, staffed them in a meritocratic fashion, and administered them according to universalistic, non-politicized criteria, thus diverging radically from the clientelism and patronage that had long predominated in the state. Including this case in a large-N analysis of good governance and its effects would strengthen the findings that suggest the causal impact of “institutions;” after all, the introduction of “good government” was quickly followed by significant advances in social development. But of course, Tendler’s in-depth studies clearly demonstrate the powerful impact of non-institutional factors, especially the sense of mission and dedication among the new program staff. In particular, the newly hired personnel responded to the trust, respect, and prestige accorded to them by governmental leaders by “going beyond the call of duty” in terms of commitment, initiative, and even self-sacrifice. Thus, the new programs were so successful precisely because ideational factors induced the new staff to do more than simply fulfill their institutional responsibilities. It is therefore questionable how well these programs will perform after the initial enthusiasm wears off; institutions as such may not be sufficient for guaranteeing the sustainability of success (Tendler 1997: 53, 164; see in general Miller 1993). Ultimately, the improvements in Ceará are therefore due to a factor that is particularly difficult to define, ascertain, and measure, namely political leadership (see also Grindle 1999). The sustained commitment of two progressive governors to produce better policy outputs and outcomes and, for that purpose, to enact significant changes in the practices of governance drove the changes both in the independent and dependent variables. This underlying factor does not turn the connection between better governance and improved development indicators completely spurious, but it clearly suggests that “institutions” are much less decisive than the large-N analyses conducted by the new literature on good governance claim.


The endogeneity problem just discussed is particularly acute in analyses of good governance because this concept includes non-institutional, “cultural” factors and because it is assessed and measured at the level of behavioral patterns (see above). Institutional rules and enforcement mechanisms alone can therefore not determine the perpetuation of good governance. Instead, maintaining the quality of governance is a continuing struggle, especially in countries that have longstanding legacies of not-so-good governance. Even if high scores can be achieved at one point in time, the risk of slippage always looms. Given the considerable levels of executive discretion prevailing in many Third World countries, where mechanisms, traditions, and practices of responsiveness and accountability remain feeble, the personal commitments and values of government leaders and their political aptitude and skillfulness continue to have a major impact both on good governance and its presumed effects. As long as the citizenry elects flaky candidates like Abdalá Bucaram (Ecuador, 1996-97) or Alejandro Toledo (Peru, 2001-present), political leadership will remain a crucial background factor for the provision of good governance. And the deficient development outcomes achieved under such bad leaders result not only from the deterioration of governance, but also from the discouraging, demoralizing effect of their personal flaws, which weaken commitment, enthusiasm, and initiative among their subordinates. Given the negative atmospheric impact of deficient leadership, good governance as such--even as an intervening variable--has at best a partial effect on developmental outcomes.


In sum, the causal interpretation of the findings produced by the literature on good governance is unclear. Extravagant claims that most of the variance in development outcomes is due to “institutions” (e.g., IADB 2000: 27) appear as logically questionable.


In fact, these statistical analyses themselves suffer from some problems. Above all, estimation procedures seem to be overly simple, if not simplistic. First, whereas the conceptual discussion on good governance suggests the prevalence of curvilinear relationships, most of the statistical models applied presuppose linear relationships. For instance, regulation may have problematic effects not only if it is “excessive”--the focus of most assessments used in the good government literature--, but also if it is insufficient. Thus, the “appropriate” degree of regulation may lie at a middle range. The impact of regulation on policy outputs and outcomes is therefore likely to be curvilinear. But following the common practices of large-N statistical research (cf. Ragin 1987, 2000), most of the writings on good governance include this variable in simple linear, additive models. Interestingly, a quick look at the scatter plots produced by these authors suggests the frequency of curvilinear relationship as well (Kaufman et al. 1999b: 23-25).


The very concept of good governance, which deviates from the initial radical-neoliberal demand for less governance and which therefore does not automatically identify “bad” governance with more governmental intervention in economy and society, suggests such a curvilinear relationship. As both “too much government” and “too little government” can be deleterious to good governance, the most salutary effect presumably arises from the middle range of “appropriate” levels of government and governance. This curvilinear relationship also emerges from the general “classical-liberal” ideas underlying the discussion of good governance, namely that the state needs “sufficient” power to protect citizens and their property rights, but that it must not have “too much” power, which would enable and induce it to encroach on citizens’ rights (cf. World Bank 2002: 99-100; see also Keefer and Knack 1997: 594, n.12).


Second, the predominantly additive nature of the statistical models applied in the good governance literature is sub-optimal. While good governance probably has a broad and diffuse atmospheric effect via the repercussions of governmental corruption, mismanagement, and inefficiency on public morale and investor confidence, its specific institutional effects are likely to vary considerably, depending on context factors. For instance, “bad governance” will have a more deleterious effect in countries whose state has an extensive range of attributions; in contrast, it will be less damaging in a night-watchman or a neoliberal state. Thus, researchers should take the extent of state interventionism into account, preferably by the inclusion of an interaction term with the quality of governance. Similarly, corruption may well have a different effect, depending on whether a country’s economy and society are subject to “excessive” regulation or not. Where red tape is truly stifling, bribery may actually help create the minimal freedom of maneuver required for profitable economic initiatives. In many other cases, by contrast, in which regulations is at reasonable levels, graft causes market distortions that hinder economic efficiency. Also, the rule of law has a different meaning, depending on whether a country has a firm social texture that keeps crime at low levels or whether it faces strong economic and social challenges that create inducements for crime.


Thus, it seems problematic to presuppose that the components of good governance have the same effects under all circumstances, as the predominantly additive-linear statistical models applied in the new literature implicitly assume. Instead, a more contextualized approach to comparison that analytically allows for causal heterogeneity and a multiplicity of development paths would be much preferable. The literature on good governance may benefit enormously from adopting Charles Ragin’s Boolean approach to “qualitative comparative analysis” (Ragin 1987)--as analysts of corruption have recommended: Weyland 1998: 119-121; Lancaster and Montinola 2001: 18-22) or, even better, his new “fuzzy-set approach” (Ragin 2000). The usage of fuzzy sets may be particularly appropriate because it introduces qualitative distinctions in quantitative data so that threshold and saturation effects--which probably underlie the curvilinear relationships revealed by scatter plots--can be modeled.

The Contradiction between Diagnosis and Recommendations
Much more clearly than other strands of institutional analysis, the literature on good governance has an “activist” character. Its purpose is not only the empirical investigation of the quality of governance, but, most importantly, the development of recommendations on how to improve governance. The very concept of good governance advertises this normative orientation.


Since much of the good governance literature--especially the many studies produced by the economists predominating inside the IFIs--takes its main inspiration from NIE and RCI, it suffers from an important tension between its diagnosis and its prescriptions, however. If--as North (1981, 1990), Bates (1981), and other proponents of NIE and RCI assume--behavior is driven first and foremost by individual self-interest and rational cost-benefit calculations, then “bad” governance is an equilibrium outcome from which--under prevailing conditions--no significant, “pivotal” actor has an incentive to depart. For instance, if an entrenched political elite misuses office for personal enrichment and if existing mechanisms of participation and accountability are too weak for the citizenry to control such misbehavior, from where could the impetus for reform emerge? Why would actors who benefitted from the status quo suddenly consent to changes that threatened to reduce those benefits? And how could actors who lacked the power to disturb the established, dysfunctional equilibrium, suddenly acquire that capacity?


The literature on good governance thus suffers from the internal contradiction stressed in Grindle’s (1991) excellent discussion of NIE and RCI: The more persuasive the empirical and causal analysis proposed by those authors, the less credible are the recommendations that the IFIs derive from them. If the diagnosis is correct, the implementation of the prescription would require a “deus ex machina” who could suddenly reshape definitions of interest, calculations of probabilities, or basic relations of power. None of this is likely to happen. Even the much-discussed “conditionality” that the IFIs may try to impose cannot “do the trick” because governments do not tend to respond well to pressures concerning delicate political issues such as corruption. Also, empirical analyses of second-stage market reforms clearly demonstrate that the IFIs’ power to affect reforms of complicated institutional structures--such as health and education systems--is distinctly limited (Nelson 1996, 1999; Brooks forthcoming).


Given the equilibrium assumptions underlying RCI in general (Murphy 1996), the impetus for change must--logically--be exogenous to analyses of good governance (see on RCI in general, Weyland 2002). Most importantly, this literature can invoke “cultural” developments, especially the growing commitment to clean, good government among the urban middle sectors, whose ranks are swelling in many Third World countries as a result of rural exodus and the growth of urban industry and service sectors (see, e.g., Nielson and Shugart 1999). Reflecting glacial social-structural changes, this “value shift” is a long-term process, however, which is unlikely to pave the way for the significant short-term improvements sought by the IFIs.


While this tension between diagnosis and prescription does not “disprove” the diagnosis, it weakens one of the attractions of this diagnosis--and of the recent focus on institutions in general. One underlying promise of this institutionalist approach--compared to culturalist or structuralist lines of analysis--was that it would produce recommendations for improvements that were feasible to enact. While a country’s economic and social structure and its culture, which reflects decades or even centuries of historical experience (cf. Putnam 1993), are exceedingly difficult to change, an institutional change requires, in principle, the mere passing of a law or constitutional amendment. This formal possibility has made it appealing for analysts of fledgling democracies, for instance, to focus on issues such as electoral laws, systems of government, etc. Since institutions are, in principle, reformable, it seemed to make sense to search for the “magic key” to democratic stability and quality among institutional factors. Similarly, after generations of scholars and practitioners had for decades pondered over how to overcome economic and social underdevelopment and after the prevalence of vicious circles had frustrated the hopes instilled by numerous earlier proposals for solutions, “good governance” finally seemed to provide a handle for alleviating persistent problems (Woods 2000: 824). Thus, the intellectual enthusiasm for good governance has stemmed to a considerable extent from the activist hope that improvements in the quality of governance would, finally, boost development. The above-mentioned doubts in the feasibility of substantial improvements, especially in the short run, should thus instill greater realism in the IFIs, which have based many of their recent analyses and recommendations on the good governance literature (e.g., IADB 2000).

Conclusion
While appealing in its focus on a long-neglected problem that plausibly has an important impact on development and underdevelopment, the burgeoning literature on good governance, the rule of law, and the control of corruption suffers from a number of conceptual, analytical, and “practical” problems. First, the prevailing definitions of good governance are extremely loose and imprecise. Not only do they include “everything under the sun” in political-institutional terms, ranging from democracy to administrative procedures and crime control; but they also fail to draw a minimally clear boundary between institutional factors vs. “culture” and policy content. Furthermore, the--presently unavoidable--use of subjective assessments for measuring good governance creates an important risk of “interference” between the independent and dependent variables of the new literature. Second, the new literature suffers from problems of analysis, explanation, and interpretation. Most importantly, it is unclear to what extent the empirically demonstrated results of good governance result from institutional vs. cultural or “content” aspects and to what extent the underlying factors that may account for the practicing of good governance as well as for beneficial development outcomes cause problems of spurious correlation. Furthermore, the statistical models applied in the new literature tend to be overly simple, paying insufficient attention to the likelihood of curvilinear relationships and of pervasive interaction effects. Analytical procedures that allow for threshold and saturation effects as well as for causal heterogeneity--especially Ragin’s (2000) “fuzzy-set approach”--may hold greater promise. Finally, the new literature suffers from a tension between diagnosis and prescription as the equilibrium approach that inspires these authors leaves little room for substantial improvements.


Yet despite these weaknesses and problems, the new literature on good governance, the rule of law, and the control of corruption has made important contributions. Above all, it has helped to overcome the overly economistic, voluntaristic orientation prevailing in the late 1980s and early 1990s, when the established development community--especially the IFIs--focused quite single-mindedly on “getting the prices right.” Thus, while not being fully convincing in the answers it proposes, the new literature has taken a big step forward by asking “the right questions.”
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Notes
�. For simplicity’s sake, this essay often uses the term “good governance” as an overarching notion that encompasses good governance, the rule of law, and the control of corruption.





�.  In fact, some of the behavioral patterns that are included in the good governance concept--such as the prevalence of crime--are motivated in part by factors that have nothing to do with good governance, such as economic deprivation and social inequality.





�. On the distorting impact of cognitively “available” incidents on survey responses, see Zaller (1992) and, in general, Kahneman, Slovic, and Tversky (1982).





�. This problem is acknowledged in Kaufman et al. (1999a: 2, 10, 14, 20, 27; 1999b: 5) and in Knack and Keefer (1995: 215).





�. Kaufman et al. (1999b: 3, 12-14), for instance, use the shares of the population speaking European languages as a control factor.
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