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M13197 1. Standard neoclassical theory and North’s institutionalism

Aspects

Standard neoclassical theory

North’s institutionalism

Unit of analysis
Objective of actors

Cognition

Information
Approach
Method of analysis

Change

Equilibrium
Central concept

Econometrics
Modelling
Extent of market:
determines
specialisation

Approach to
development

Role of prices

Individual
Self-interested utility
maximization

Rational
Full
Universalistic

Mechanistic

Movements around

equilibrium based on changes

in relative prices
Efficient solution
Optimise efficiency

Well adapted

Highly developed, equational

Limited by government
barriers to the free movement
of capital, people, goods

Market liberalization, getting
price rights

Central

Transacting parties

Utility maximization within a framework of
institutional cooperation to reduce transaction
costs, and secure property

Rational within a framework of mental models
and culture

Limited, subjectively processed
Universalistic, with some attempt at historical
Combination of deductive use of neoclassical
analytical tools with reference to history
Through periods of prosperity and stagnation,
based on efficiency of institutions in lowering
transaction costs and securing property rights
No presupposition of movement to equilibrium
Explain the rise of the West and current
regional economic disparity

111 adapted

Informal, general framework

determined by efficiency of institutions in
lowering transaction costs

Institutional refinement leading to lowering of
transaction costs and security of property over
wider areas

Important but incremental impact over time

fn By the author based on North (1981, 1990), format from Paarlberg (1993, p.824)
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1. The Evolution of Development Thought

GOALS OF DEVELOPMENT

Gross
domestic
product

Nonmonetary indicators
(Human Development

index)

Real per capital

GDP

MACROECONOMIC GROWTH THEORY

Harrod-Domar
analysis

CAPITAL ACUMULATION

Solow sources of

“New growth theory”

growth

Physical capital

STATE AND MARKET

Human capital

Knowledge capital

Freedom

Sustainable
development

Market failures

Nonmarket failures

New market failures

Mitigati Entitl t
gation L 5 ntittements
of poverty and
capabilities
Social capital
Institutional failures
Ll

GOVERNMENT INTERVENTIONS

Programming and
planning

Minimalist

Complementarity of

government

POLICY REFORM

“Poor because
poor”

—>

11: Meier (2001)

Poor because poor
policies “get prices
riaht”

g government and
market

“Get all Policies

right”

—

“Get institutions
right”

€€l
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g‘ﬂﬁ 2 91D Harvard q’ Chicago igj the New Institutional Economics

Get the prices right

Micro Neoclassical

Get the property right

Institutional

Property
(General) theory

Institutions more
generally Direct

Get the institutions
Governance/mechanisms

17: Williamson (1994)

gﬂﬁ 3 A Layer Schema

Institutional environment

Shift Strategic

vernan
Governance Feedback

effect

Endogenous >
Behavioral . 9
Indirect preferences

Individual <

17: Williamson (1994)
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