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Abstract.  We examine the “new comparative economics” as proposed by Djankov et al. (2003) and their use of the concept of an institutional possibilities frontier.  While we agree with their general argument that one must consider a variety of institutions and their respective social costs, including legal systems and cultural characteristics, when comparing the performance of different economic systems, we find various complications and difficulties with the framework they propose.  We propose that a broader study of clusters of institutions and such newly emerging forms as the new traditional economy may be better suited as ways to approach the study of comparative economics in the era after the breakdown of the old comparison of market capitalism and command socialism that came to an end with the breakup of the Soviet Union.
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1.  Introduction


In an address to the International Economic Association in August, 1992, eight months after the breakup of the Soviet Union, then Premier of Russia (and leading economic reformer), Yegor Gaidar declared, “Henceforth books on comparative economic systems will be found on the shelves dealing with economic development” (Rosser and Rosser, 2004, p. 575).  This remark reflected the reality that the collapse of the socialist bloc associated with that now defunct nation largely ended as a serious study the traditional comparison between capitalism and socialism that was the central topic of the old comparative economics.
  However, while development economics involves study of how different economic systems perform in the context of poorer nations growing and developing, the study of how economies vary from each other has continued regarding the higher income nations as well.  Even if (almost) all of the world is market capitalist of some sort or other now, there remain substantial systemic differences along a variety of dimensions between economies that seem to relate to their economic performance in a variety of ways.  This has led to the idea that different nations may have different appropriate institutions.


The study of what constitutes appropriate institutions for different societies has led to the emergence of a new comparative economics.  Neologization of this term and advocacy of this approach can be found in Djankov et al. (2003), although it has been developing for some time and can be argued to be a new formalization of the new institutional economics of Coase (1937), Williamson (1975), and North (1980) at the societal level rather than at the firm level.  Among those supporting this approach have been Boettke et al. (2005), even though its argument that increases in “dictatorship” may be necessary in some societies if there is too much disorder can be argued to go against Austrian perspectives. 


  Whereas the old institutional economics of Veblen (1898) and Commons (1931) emphasized the evolution of an intertwined set of social, cultural, political, and legal structures, the new institutional economics argues that such evolution involves some form of optimization.  For firms this optimization is the minimization of transactions costs as firms define the boundaries of their zones of control and action.  For the particular new institutional version of the new comparative economics, it is minimization of general social costs of disorder and dictatorship that should determine the appropriate set of institutions for a particular society, even as a society may not achieve such an optimum, especially in situations of colonialism where another nation may “transport” inappropriate institutions to the colony that impede its eventual development.


While recognizing that there are a variety of institutions involved in this potential optimization, Djankov et al. attempt to create order out of the stew of different kinds of institutional frameworks by imposing a new overarching framework to replace that of market capitalism versus command socialism.
  This framework is embodied in the idea of the institutional possibilities frontier (IPF),
 which varies from disorder to dictatorship, arguably a more generalized replacement for the older tradeoff.  Whether one is talking about legal frameworks, methods of socially controlling businesses, or other issues, possible institutional solutions are arrayed along this IPF, whose position is determined by social, cultural, and other factors, with closer-in IPFs supposedly reflecting lower general social costs of institutions and presumably arising from greater levels of civic capital.  Given its shape there will presumably be some locus on this tradeoff for the various institutions that will minimize social costs. 


This paper will consider this argument in more detail and the broader argument for a new comparative economics.  We will find some problems with certain specifics of the arguments made by Djankov et al. and will question more broadly whether their presentation of an IPF is really the best way to proceed in formulating a new comparative economics.  However, we agree with Djankov et al. as well as Boettke et al. that there is a need for a new comparative economics, and that this will involve a broader analysis of what constitutes appropriate institutions for specific societies.  We shall note some other factors that should be considered in this analysis, but with the breakdown of a central ordering mechanism, this may move our recommended approach somewhat more in the direction of the old rather than the new institutional economics in spirit.

2.  Problems with the Institutional Possibilities Frontier Framework 

The central idea of the IPF is that it reflects a tradeoff between disorder and dictatorship.  In particular, the social costs of disorder are associated with expropriation by private parties whereas the social costs of dictatorship are associated with expropriation (or “takings”) by government.
  Djankov et al. note the contrasting arguments of Thomas Hobbes (1651) on the one hand and of Montesquieu (1748) and Adam Smith (1776) on the other.  Hobbes argues for the need for a strong central state in order to protect property rights in a nasty and brutish world whereas Montesquieu and Smith worry about states disrupting private property rights with their arbitrary actions.  The IPF tradeoff thus resembles the old market capitalist versus command socialist tradeoff of the old comparative economics, although the dictatorship end of the spectrum is justified based on a protection of private property rights through some sort of strong state control, with presumably state ownership in some sectors aiding private ownership in others.


The basic idea is depicted in Figure 1.  The IPF curve in effect resembles a conventional production function isoquant or indifference curve in utility analysis.  The straight line at a 45 degree angle to each axis represents a total social cost line, with the two sources of social cost treated equally.
  Following the new institutionalist framework, it is argued that over time a society will move to the institutional balance (point on its IPF) that minimizes these total social costs of expropriation or predation as depicted in Figure 1.  Figure 1 exhibits the convexity pattern that Djankov et al. argue is generally found in most cases.  It essentially reproduces Figure 1 from their paper, which depicts the rank ordering of possible institutional frameworks for social control of business, discussed further below.
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One problem is that for potentially important systemic issues this distinction between non-state-control disorder versus state-control-dictatorship may be irrelevant to the discussion.  Consider the question of different systems of enterprise ownership and control, an Anglo-American system of dispersed stockholder-owned corporations versus a German system of bank-owned corporations versus a system dominated by worker-owned cooperatives, which has not really dominated in any modern country despite theoretical arguments supporting its possible production and managerial efficiency.  All of these systems are consistent with a minimal state-controlled system or de facto laissez-faire. 

Certainly how it is that one or another of these systems becomes dominant within a particular society may well reflect certain government policies.  But these policies may not be easily classified as being more or less intrusive or controlling in the economy.  Thus, an important key to the rise of American system was the appearance of limited liability out of the legal system of the United States in the early 19th century (Walton and Rockoff, 1998), which spread to the UK not too long after it spread throughout the US.  

The German system of bank control developed during the 19th century also (Guinnane, 2002), with three large banks and two large insurance companies arguably controlling through corporate board chairmanships up to half the economy quite recently (Smith, 1994).  The original development arose through a pattern of cartelization and protectionism.  While the latter reflected some support from the government, the former reflected a more laissez-faire approach that did not engage in antitrust policy.

While no modern economy is dominated by worker-owned and managed cooperatives, they are quite strong in the Basque country of Spain in the Mondragon movement and exist in certain sectors in many economies.  While they may show greater production efficiency than non-cooperative firms in the same sector, as argued by Craig and Pencavel (1992) for the northwestern US plywood industry, they also seem to face problems involving financing.  Arguably a government policy that would encourage or subsidize their financing might lead to a more efficient economy overall, but we have not seen such policies sufficiently followed anywhere for this form to dominate.
  

In any case, there is no clear hierarchy regarding which of these three forms exhibits more or less “disorder” or “dictatorship.”  They are simply not on the spectrum, and the IPF is essentially irrelevant to analyzing them.


Another problem involves the supposedly determining factor of “civic capital,” a term also neologized by Djankov et al.  Unfortunately it is a term so broad as to be essentially empty.  They note that it is related to social capital, but then argue that it is broader.  The term social capital has already come under criticism for being too vague and too poorly defined (Durlauf, 2002).  Is it trust or is it civic engagement?  Is it “bonding” within a tight-knit group or “bridging” across society as a whole?
  

But then we find that social capital is merely one among many components of this all-important civic capital.  Other components according to Djankov et al. include culture, ethnic homogeneity, natural or physical endowments or environments, history, scale of production, efficiency of tax extraction, and human capital.  It is admitted that the position of the IPF may well itself be subject to policy choices, although they argue that it is fixed for some issues, such as the social control of business, discussed in more detail by them.  In any case, it is extremely unclear how the various items on this list are supposed to interact with each other, to the extent that they can be measured at all, which is doubtful or at least difficult for several of them.  Furthermore, some such as physical environment seem rather removed from something labeled “civic capital.”  This supposedly fundamental concept seems dangerously lacking in substance, making the concept of social capital a diadem of clarity and solidity by comparison.

A further problem is that their list of items that can influence the amount of civic capital is probably incomplete.  One possibly missing item is income distribution.  Thus Acemoglu and Robinson (2006) in their discussion of democracy versus dictatorship (presumably not unrelated to the IPF of Djankov et al.) cite the role of income distribution as crucial.  They argue that the prospects for moving from dictatorship to democracy are most favorable when income inequality is intermediate in degree, with 19th and early 20th century Britain their main example.  Democracy arises from demands by the lower strata for greater power and voice with the elites seeing themselves as not losing too much by granting such power, presumably with a stabilizing middle class arising out of it.  Very unequal systems see elites resisting democracy, as was the case a long period of time in South Africa and also off and on in much of Latin America.  On the other hand, if a system is very equal there may be insufficient demand for democratic reform as in Singapore.  As we shall see below, this issue shows up in the case of transition discussed by Djankov et al., while being completely ignored by them.

Then we have the curious admission by Djankov et al. that a movement towards dictatorship could actually increase disorder as when it increases bribery and corruption to evade excessive regulations.  They pose this as a failure of convexity, which could lead to multiple equilibria.  They quickly dismiss this possibility based on their assumption that societies optimize their choice of institutions so as to minimize their social costs, given their IPF.  Therefore, they argue that one will not observe a society operating in such a non-convex zone.

However, this is far from obvious.  Even if optimization occurs over some long time horizon, in the short run a society can certainly get into such a zone.  And here we must note that their assumption of optimization is itself rather weak.  What is to prevent a society from not minimizing total social costs even for very long periods of time?  This is more obvious in the case of dictatorship in which the leaders may simply have the power to keep the society in a non-optimal position where they gain rents.  However, it can arise even in a democracy, even if one suspects that democracies have a better chance of moving to a more efficient outcome more easily than a dictatorship.
  This might occur if a rent-seeking private group is able to control a political machine within a democracy by making appeals to nationalism, or racism, or ethnocentrism, or religious identity, or some other prejudice or fervor unconnected to economic efficiency per se.

Indeed, there is a question here about the definition of optimization.  Djankov et al. clearly argue that it involves minimizing total social costs, and certainly one can argue that over the long run societies that do this will be more likely to economically outperform other countries, thereby eventually being able to possibly conquer or otherwise come to dominate them in various ways.  But this can take a very long time, generations even.  Within still quite long times, societies may well choose to be far from such cost minimization out of popular and democratic choice.  One could reduce this to a discussion of social welfare functions and how some societies prefer more individualism and others prefer more collectivism, which would certainly clarify the optimization question.  But we recognize the numerous difficulties that are involved in constructing such functions, ranging from Austrian and public choice assertions of methodological  individualism, through the voting paradoxes studied by Arrow (1951), to even problems in identifying a median voter or representative agent with any kind of aggregated social preference (Jerison, 1984; Kirman, 1992).  However, even if it is very fuzzy and imperfect, if we observe to reasonably functioning democracies, and we observe them consistently over long periods of time choosing to have very different balances between their public and private sectors, we would not be too unreasonable in asserting that these political outcomes may to some degree indicate differences in preferences among at least broad sectors of the populations in the respective countries.  In any case, we see no particular reason why even democratic societies will necessarily optimize in the way posed by Djankov et al., even over fairly long periods of time.

Finally, let us consider seriously the possibility of non-convexity and multiple equilibria.  We pose as a possible example the two Koreas perhaps in the 1960s, at a point when their respective economic growth rates were approximately equal and depict it in Figure 2.
  The two may have had about equal social costs from private and public predation, but with very different systems, even as they might have been sharing a nearly identical IPF, given their great cultural similarity.  Indeed, during the period of the 1950s and early 1960s it is widely accepted that North Korea’s economic growth rate exceeded that of South Korea, with North Korea being substantially ahead of South Korea in real  per capita GDP as of the mid-1960s.  After this time, South Korea’s growth rate began to move ahead of North Korea’s, and during the 1970s, it moved decisively ahead in per capita GDP, with the divergence dramatically widening as time has gone on (Kim, 1992; Rosser and Rosser, 2004, Chap. 19).
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Which raises the question of how one describes what has happened in North Korea since that time as its economic performance has deteriorated so severely to the point that thousands, possibly even millions, have starved as a small elite lives luxuriously in an increasingly corrupt dictatorship.  It is not clear that it is any more dictatorial than it was in the 1960s, but there is clearly far more expropriation by the dictatorial elite.  Has its IPF shifted outward?  Has it bent outward in this region?  Or has North Korea simply moved off its IPF away from the origin?
  That we are unable to answer this question satisfactorily suggests further limits to the applicability of the IPF concept as formulated by Djankov et al.  

3.  Specific Cases

Djankov et al. discuss five specific cases for which they apply their IPF framework, which turn out to be effectively only three cases.  They do so with varying degrees of success for each of these.  The five are the social control of business, legal origins, progressive reforms, transition, and the transplantation of laws to other countries.  However, it can be argued that the first and third of these are really variations on each other and the second and fifth are also.

3.1  Social control of business and progressive reform

Regarding the first of these, Djankov et al. posit four different methods of social control of business, which do seem to be reasonably rankable on the IPF from private end to the public end: private orderings (Galanter, 1981; Greif, 1993; Dixit, 2003), private litigation (Coase, 1960; Nozick, 1974; Posner, 1974), regulation (Landis, 1938; Glaeser and Shleifer, 2003), and full state ownership and control (Hart et al. 1997).  Djankov et al. recognize that libertarians will object on principle to both of the last two of these options, however they argue that prisons are appropriate for state ownership and that there are cases where judges may be subject to powerful parties and regulation by law may be superior (Galanter, 1974; Glaeser et al. 2003).  What can push a system from strictly private orderings to litigation is the appearance of monopoly power leading to the weakening of the reputation motive seen to be the key for the efficient operation of such systems.


Their third case, that of progressive reform in the United States, rather follows on as a specific example of this framework, drawing on Glaeser and Shleifer (2003).  However, it only shows the movement from the second stage of private litigation to that of formal regulation.  Furthermore, it posits the rise of monopoly power out of technologically induced corporate change as the key.  Thus, supposedly prior to the Civil War in the US the situation was stable with private litigation able to manage social control of business efficiently.  After the war, the rise of the railroads and of heavy industries led to a monopolization wave that reduced the power of the courts to deal with social control as litigants could no longer move against the new trusts.  Between the 1880s and the entry into World War I in 1917, there would be replacement of this private litigation with regulation, entailing an increase in dictatorship to deal with this breakdown of the effectiveness of the private litigation system.  We note here that in the cases of both movements from private orderings to private litigation and then from private litigation to regulation the issue seems to be the rise of monopoly power.  This in effect entails the issue mentioned above that is mostly ignored by Djankov et al. more explicitly, namely distribution, although in this case that of power rather than of income or wealth per se, although these may well be related and probably were during the Gilded Age in the US that brought about the move to regulation.

3.2  Legal origins and the transplantation of laws

Regarding legal origins, the discussion centers on the rise of common law in England and the rise of civil law in France in the 12th and 13th centuries.  It is argued that because of a more peaceful and unified environment in England, it had an IPF that was closer in and thus England could have the supposedly superior and freer “bottom up” common law system.  Sharper conflicts and greater disorder in France entailed a rise of centralized power, manifested in the Roman-based legal system that relies on judges and experts rather than on juries (Glaeser and Shleifer, 2002), even though there was no unified civil code in France until that of Napoleon in 1804 (Salmon, 1994).
  Ability to enforce the laws was tied to the general state of disorder and underpinned which legal system was adopted.  In England this adoption occurred roughly at the same time as the crucial move ensuring greater political decentralization in the form of the Magna Carta.


This analysis is carried over directly to the fifth example, that of the international  transplantation of institutions, particularly legal institutions.  Here the contrast is now between British common law and the Napoleonic Code, seen as the updated version of the older centralized civil law tradition in France, although they recognize the transplantation of some other systems as well, notably the German and Soviet.
  They cite evidence (La Porta et al. 1997, 2002) that countries supposedly with the French system transplanted tend to have higher state regulation and ownership and poorer economic performance than those with the British or German systems, even though they recognize that some countries may be too disordered to operate with transplanted common law, such as Zimbabwe.  


However, there are two rather serious problems with this analysis.  The first involves a profound error in data.  The largest bloc of the countries that are labeled as having a Napoleonic or French legal system are in Latin America.  Djankov et al. argue that the Napoleonic Code was transferred to Spain and Portugal during the Napoleonic wars and then was transferred to Latin America.  However, this is historically inaccurate.  While there was an effort to impose the Napoleonic Code in Spain after the Cadiz Convention of 1812, the Roman and Germanic (Visigothic)
 combined code, Los siete partidas, formulated by Alfonso the Wise in 1254 remained the dominant civil code of Spain until 1889 (Parsons, 1991), when it was finally replaced by a Napoleonic-based model.  

The situation in Latin America is far more complicated than presented by Djankov et al.  Over the 19th century after they achieved independence, the Latin American countries adopted revised law codes, with some based on the Napoleonic code (Mexico, Bolivia, Costa Rica, Dominican Republic, Haiti), while others adopted combinations of the traditional Spanish Alfonsin with the Napoleonic and even the US system (Peru, Chile, Ecuador, Venezuela, Colombia, Guatemala, El Salvador, Nicaragua, Honduras, Argentina, Paraguay) (Vance, 1943; Moustaira, 2004).
  While some legal historians argue that the Napoleonic Code influence is the most important in Latin America (Mirow, 2004), many Latin American countries follow codes of their own development that reflect a variety of influences.  Some of these ones from mixed sources do fit the story of being restrictive regarding financial and corporate conduct, with Colombia in particular possessing one of the strictest such codes outside of the socialist world (Beck et al. 2003).
 


Given the apparent weakness of the historical empirical argument, it is worth noting the theoretical argument made by Tullock (2005).  He cites Posner (1992) as the strongest defender of the common law system, who argues that it is the legal equivalent of the free market system.  However, Tullock contests this with the following (p. 472):

“In his zeal to liken the common law system to a private market, Posner oversteps the mark.  The common law system is not a private marketplace.  It is a socialistic bureaucracy, in which attorneys essentially lobby governmental officials – judges and juries – much the same way that special interest groups lobby the legislature.  The greater rents at stake in an action, the more lavish will be the outlay of resources on attorney-lobbyists and on expert witnesses, whose prime goal is to tilt the judge-jury regulators in favor of their client.  In some cases, attorneys will engage in judge shopping to secure a compliant judge, and in jury manipulation to secure a compliant jury.  The distinction between the common law courthouse and the legislature is far less than Posner is willing to admit.”

Thus, not only does he argue that the common law system may be more expensive, due to the excessive number of attorneys, but that it is not clearly less dictatorial than regulatory systems, with their clearly laid out laws.  It may well be that on average legal systems with civil codes may be more restrictive about business practices than those with common law.  But there is nothing inevitable or inherent about such a possible empirical outcome.  The claim about the ranking of legal systems and the discussion about legal origins and the transplantation of legal systems is thrown into doubt.


It is perhaps worth returning to the original comparison of France and England that underpins this analysis, although clearly codes that make it hard to do business will make it hard to do business, whether they are based on common law or a civil code.  Djanko et al. present a figure using their IPF analysis in which the IPF for France is shown as being further out from the origin (generally higher social costs from both disorder and dictatorship) than is that for Britain.  On top of this, the farther out curve of France is shown as tilted to the dictatorship end, with an optimal point being a supposedly more dictatorial civil code as compared with England’s optimal point being toward the less dictatorial end with its common law.  

Based on this one would expect that economic performance in England would have been noticeably superior than in France since the early Middle Ages, but this is hardly the case.  The main period in which Britain outperformed France was an important one, from about 1680, roughly the time of the Glorious Revolution,
 with Britain leading the Industrial Revolution a century later, into the mid-20th century (Maddison, 2001).  However, France outperformed Britain during most of the post-World War II period, and while Britain is now ahead of France again in real per capita income, it was still noticeably behind as recently as 1998, with the relative ratio only slightly changed from 1980, the beginning of a period when Britain was led mostly by the privatizing Thatcher and France was led mostly by the socialistic Mitterand (UNDP, 2000).  To the extent that the IPF analysis can even be meaningfully used here, what might be more likely the case is shown in Figure 3, with the respective curves crossing.  While we show the codes at their presumed optima, we remain ambiguous regarding where they are relative to each other in each society.   The different shapes reflect the clearly different political cultures of the two countries, in which France simply tends to perform better with more dirigiste central direction than does Britain and vice versa, this difference possibly reflecting different intellectual traditions as much as broader historical and social conditions.    
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We are not disputing that legal systems are important aspects of the nature of economic systems and their ability to grow and develop.  However, we question the particular story that Djankov et al. tell and also the way that the IPF framework is applied to this story.  There are simply more complications of both history and legal systems here than are explicated with this overly simplistic model.

3.3  Transition
Here we come to a topic viewed by many older comparative economists as the appropriate successor to their discipline in contrast to the claim of Gaidar that it should become a part of economic development, unless of course one argues that former Second World is now all developing economies, something implied by the tendency among many to view them as “emerging markets” and to lump them in with the former Third World in many discussions and analyses (even as some of the former Third World countries achieve very high income status, e.g. Singapore).  Ironically, even though some of the authors of this paper are reputed to be the “leading” experts in this field,
 the discussion in this paper contains errors, making it as suspect as the discussion of legal origins and transplantations.  

Early in the paper we are told that Poland and China grew rapidly while Russia declined sharply to be followed by recovery and that Belarus and Uzbekistan stagnated without any reforms.  Furthermore, Poland, the Czech Republic, and Russia are described as privatizing extensively while China retained large state industries.  Now, it is correct that China grew rapidly and retained large state industries, as well as the more widespread and local-government-owned Town and Village Enterprises (Wong and Ding, 2002).  But Poland experienced a sharp decline in output for several years like its European neighbors and unlike China, although it was the first to turn around and grow past its previous peak of 1989 (Lavigne, 1999).  Furthermore, while Poland has eventually achieved widespread privatization, it did so very gradually, more like China and Hungary, in contrast to the sudden privatizations that occurred in Russia and the Czech Republic, which resulted in scandals (Goldman, 1999; Havrylyshyn and McGettigan, 2000).  In the more specific transition discussion things seem a bit more reasonable.  

Thus, we have “Eastern Europe,” with Poland, the Czech Republic, and Hungary mentioned specifically, in contrast with Russia and also with Belarus and Uzbekistan briefly.  It is argued that because of their shorter time under Communism and their greater amount of western institutions such as the Roman Catholic Church, the Eastern Europeans had IPFs nearer the origin than the other states.  Thus, when socialism collapsed, they did suffer increases in disorder and declines in output from 1990 to 1995, but then recovered well.  The post-Soviet republics are argued to have less civic capital and further out IPFs.  Of them, Belarus and Uzbekistan are argued to have remained at the dictatorship end of their IPFs, stagnating but not declining or experiencing disorder.  However, Russia is argued to have moved sharply up its IPF to a state of severe disorganization (Blanchard and Kremer, 1997) and to have experienced a large increase in its underground economy as well (Johnson et al. 1997) before its deeper economic decline than in the Eastern European countries halted and turned around.  It is claimed that Russia stayed “on” its IPF throughout as it moved up sharply to its disordered end.

Now, none of this is entirely unreasonable.  Nevertheless, some odd problems suggest themselves.    In particular, we must confront the problem that it is not clear that movements along an IPF do not move the IPF.  The position of the IPF is supposedly set by the level of civic capital.  But it is far from clear that a sudden increase in disorder will not damage the level of civic capital and thus shift the IPF outwards.  There is substantial evidence that when the Russian economy collapsed in the early 1990s, there was a collapse of social capital as well as of general organization (Graham et al. 2004).  Very likely this was further aggravated by the enormous increase in income inequality that occurred in Russia (Rosser et al. 2000, 2003; Ahmed et al. 2006).
 

While Russia recovered and has moved back somewhat towards dictatorship, some of the other post-Soviet republics have followed extremely unclear paths.  Thus, Ukraine experienced an even deeper collapse than did Russia, but has failed to recover noticeably despite successive political upheavals that have pushed it back and forth rather dramatically between democracy and dictatorship.  Some other former republics sank even further, including the poorest of all of them, Tajikistan, while the unreformed Uzbekistan has grown sharply in more recent years, leaving behind stagnant Belarus (Zettelmeyer, 1999).  However, there is no clear pattern here regarding movements along IPFs, with Tajikistan remaining dictatorial while collapsing economically and Uzbekistan doing well economically while remaining dictatorial.  There is simply more going on here than is covered by this supposedly general framework, although the increased disorganization in Russia during the transition clearly was part of the inspiration for this discussion.

4.  Are There Alternatives?
While the IPF may provide some explanation for certain cases discussed, it would 

appear that Djankov et al. have overstated its applicability in general.  While we agree that there is a need for a new comparative economics that focuses upon cultural, political, and legal aspects as a basis for comparing and distinguishing systems, it would appear that the IPF is too simplistic a concept to provide a general foundation for this, despite its appealing, superficial similarity to the old command-market tradeoff from the old comparative economics.


One alternative approach for dealing with the cultural aspect has been that of the new traditional economy suggested initially by Rosser and Rosser (1996, 2004).  This concept involves the argument that in many countries there is a movement to re-embed the economic system within a traditional socio-cultural system, generally associated with a traditional religion.  The most obvious example is Islamic economics, with Iran put forward as a leading example, although some other Muslim countries seem to be trying to do this as well.  But the concept extends beyond the Islamic world and has also been suggested as one model for India advocated by the now-out-of-power BJP (Rosser and Rosser, 2005) as well as semi-Confucianist countries such as Japan (Rosser and Rosser, 1998), although the traditionalism of Japan is really a mixture of native Shintoism, with imported Buddhism and Confucianism.


Such an analysis has the potential of verging on the “clash of civilizations” approach of Huntington (1996), although we do not see the necessity of war arising between the neighboring civilizations as he does.  Furthermore, it is unclear how the relevant civilizations that will clash should be defined.  Thus, Protestant and Catholic Europe long clashed but do so no longer, with peace appearing to arrive even in Northern Ireland finally.  Likewise, the Catholic-Orthodox clash that seemed so serious a decade ago in the Balkans seems to have also declined in intensity.  However, a new clash between the two main branches of Islam, the Sunni and the Shi’i, seems to be surging as a result of the conflicts emerging out of the war in Iraq.  Furthermore, while they are traditionally a part of the Islamic world, the former Soviet republics of Central Asia seem to have retreated to some extent to the old Soviet model, perhaps partly out of revulsion at the radical extremes observed in the failed Taliban regime in Afghanistan and the subsequent instability and warfare there.  There do not seem to be clear criteria for defining systems, and the IPF concept does not really clarify things much.


Another alternative that suggests itself is to simultaneously look at a variety of characteristics and to search for clusters of nations that might emerge together according to being similar across a wide set of social, cultural, political, and economic characteristics.  To some extent this sort of thing has been done in some of the papers by the authors of Djankov et al., although some of these studies are marred by the problems noted above regarding the definition of legal systems.  However, another who has pursued this approach has been Pryor (2005, 2006) who has more explicitly used the method of cluster analysis.  His studies do produce identifiable groups of nations with supposedly fit together that broadly make sense, even if one can dispute what each of these clusters should be labeled or exactly what it is that defines them.  So, the Anglo-American cluster appears as does a social market Nordic cluster and a Mediterranean cluster.  Among the traditional OECD countries some do not fit in very well, including Switzerland and Japan, which is not too surprising.  While this approach may not lead to the kinds of easy generalizations found in both the old and the new comparative economics, it may provide a more solid empirical foundation for such studies.

Conclusions

Djankov et al. and their allies have proposed a dramatically simplifying framework for a new comparative economics based on emphasizing the tradeoff in terms of social transaction costs of disorder versus dictatorship along an institutional possibilities frontier (IPF).  This framework somewhat resembles the more traditional contrast between market capitalism and command socialism seen in the old comparative economics.  Disorder is associated with decentralized market control, with its costs being those of expropriation by private parties with excessive power.  The costs of dictatorship are those of expropriation by a government, thus resembling the arbitrariness of command socialism.  Issues including the nature of the social control of business and reform of this, the origins of legal systems and the transplantation of these systems across countries, and the transition from the old socialist economies to more market capitalist ones have all been studied using this framework by the authors.


However, this framework turns out to have limits, problems, and even contradictions when used in these studies.  The foundation of IPF upon the concept of civic capital appears to be poorly defined, if not downright flimsy, with it being determined by a large number of variables, some of them hard to measure if not simply poorly defined themselves.  Furthermore, the IPF appears to possibly possess non-convex shapes that could lead to multiple equilibria and instabilities, as well as it being unclear that a movement along the IPF will not simply shift the IPF itself as well, thereby rendering the concept somewhat problematic.


Alternatives involve moving somewhat back towards the old institutional economics.  Rather than assuming some social optimization in the choice of institutions, examining the evolution of related elements in clusters and broader civilizational identifications, often associated with religions, possibly within a new traditional economy context, becomes the broader source of definition of possible categories in the world economy.  There is a newly emerging comparative economics, but it is more subtle and complicated than that of Djankov et al. and it takes seriously the analysis of Acemoglu and Robinson in which income distribution and political systems coevolve with cultural and socio-economic characteristics.  New clusters and new systemic forms emerge within this framework as the world economy continues its evolution and development.
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� Arguably the old comparative economics remains a topic as long as such remnant command socialist economies as the Democratic Peoples’ Republic of Korea (North Korea) and Cuba remain fundamentally unchanged.  However, even these holdovers seem to be in various states of transition away from their previous forms as their relative economic performances continue to deteriorate.


� Whereas many in the old approach spoke of capitalism versus socialism, we follow Rosser and Rosser (1996, 2004) in contrasting market capitalism and command socialism.  This combines the allocation decision system (market versus command) with the ownership system (capitalism versus socialism) and allows for analysis of such intermediate forms as market socialism and command capitalism.  The most important recent form of market socialism has been the Peoples’ Republic of China, although it is increasingly capitalistic, if of a distinctive form, with its widespread town and village enterprises increasingly owned by local citizens in various kinds of cooperative forms, some of them unique to China..


� While Djankov et al. appear to be the first to use this term in this precise context, Arnold (1989) has used it as a modification of the traditional production possibilities frontier (PPF).  His IPF is seen as having a similar shape as the traditional PPF, and hence different from that of Djankov et al. one, and it lies inside a society’s PPF, representing how inefficient institutions may prevent a society from achieving its technically possible combination of outputs given by its PPF. 


� Peter Boettke has suggested that these should be labeled “costs of predation” by private or public agents.  We have no problem with this formulation.


� In further comments, Peter Boettke has also noted that if there are different costs of dealing with disorder versus dictatorship costs of predation, then this quasi-budget line may well not be at 45 degree angles to the axes.  Of course, it may be that such enforcement costs may be contained within the shape of the IPF itself.


� For a collection of classic articles on this topic see Prychitko and Vanek (1996) and for an overview of cooperatives around the world see Bonin et al. (1991).  Arguably workers’ management dominated for several decades in the former Yugoslavia, but aside from questions regarding the actual power of the workers in those firms (Prasnikar and Svejnar, 1991), these firms were not cooperatives as they were officially state-owned and were under strong influence from the dictatorial state, although remnants of this form persist in the most successful of the transition economies, the former Yugoslav republic of Slovenia (World Bank, 1999; Rosser and Rosser, 2004, Chap. 14).


� See Putnam (2000) for discussion of these questions as well as a defense of the concept.  Putnam grants that the distinction between bonding and bridging social capital is important.


� Wittman (1989) has famously argued for the political efficiency of democratic systems, even as we express doubt regarding this matter here.


� Another example of such non-convexity might be the case of the temporarily planned, command capitalist economies one sees in wartime in many peacetime market capitalist ones, such as Germany in World War I and the US and UK in World War II.  The increase in social capital due to increased patriotic fervor may bend an IPF inward near the dictatorship end for the wartime and allow for a temporarily productive such economy, although such a system tends to stagnate in longer run peacetime.  It should be remembered that Lenin was partly inspired to pursue planning by the example of the World War I German economic system, and Hayek’s fear of the popularity of this model in the US and UK in World War II was a powerful impetus to his (1944) writing The Road to Serfdom.


� Similar questions can arise within a more capitalist society, where a system can become more monopolistic with increasing costs of disorder or private predation.  This is essentially the story discussed below that Djankov et al. tell about the rise of regulation in the US around after 1900, but we note here that there are several different interpretations within this framework of what happened then.


� Roman and Church law predominated in the south of France, while Germanic customary codes predominated in the north of France, both implemented by arbitrary local judges.


� Curiously there is no mention of the spread of the Islamic Shari’a, much less of the persistence of customary law in some countries (Moustaira, 2004).  Hayek (1960) advocated the superiority of the supposedly spontaneously evolved common law system of Britain.


� The original Visigothic code in Spain was the Code of Euric in 480, which Alfonso drew upon heavily.


� Vance notes that elements of the Alfonsin Code persist in the legal systems of the states of the US Southwest, especially Texas.  Louisiana is the one state whose legal code is based on the Napoleonic.  One pattern seems to have been that those in Hispanic Latin America who adopted civil codes earlier (Oaxaca in Mexico, Bolivia, Costa Rica) were more likely to follow the anti-feudalistic and revolutionary Napoleonic Code than those who adopted ones later (Peru, Chile, Argentina).  In Portuguese America, Brazil waited until 1917 to adopt a civil code reflecting influences of the Napoleonic, the German of 1900, and others.  


� A further irony is that France itself moved on beyond the Napoleonic Code and adopted a much more flexible system, while a very strict version of the code remains in place in most former French colonies such as in West Africa (Beck et al.), if not in as much of Latin America as widely claimed.


� Yet another irony here is that some (Olson, 1982; North and Weingast, 1989) have argued that what the Glorious Revolution accomplished was a unification of jurisprudence throughout Britain over local rent-seeking elites during a period in which French jurisprudence was not so unified, which allowed for a greater defense of property and contract rights in Britain, thus paving the way for its period of more rapid growth and dominance in the Industrial Revolution.  


� Boettke et al. (2005, p. 290) state, “Andrei Shleifer is arguably the leading social scientist examining the questions of transition and development generally.” 


� It should be kept in mind here the role assigned by Acemoglu and Robinson to the role of income distribution in the determination of the movement to either democracy or dictatorship.  Sonin (2003) reinforces these arguments in the transition context, arguing that with extreme inequality as in Russia, wealthy oligarchs may favor a weak enforcement of property rights.
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