ECONOMIC
DEVELOPMENT

INSTITUTIONS

Appraising institutional challenges in
the early stages of development

Chapter 1: Institutions
and institutional change:
concepts and theories

March 2022

Frangois Bourguignon
Paris School of Economics

Jean-Philippe Platteau

University of Namur
. "] L —~.
Oxford Policy :—‘— QD ‘(.b ’
Z S - R
Manﬂgeme'“ UKaid UNIVERSITE o R ~= ADE @ CEGA



About Economic Development & Institutions

Institutions matter for growth and inclusive development. But despite increasing awareness of the
importance of institutions on economic outcomes, there is little evidence on how positive institutional
change can be achieved. The Economic Development and Institutions — EDI — research programme
aims to fill this knowledge gap by working with some of the finest economic thinkers and social
scientists across the globe.

The programme was launched in 2015 and will run until 2022. It is made up of four N L~
Z 1IN

parallel research activities: path-finding papers, institutional diagnostic, 2 S~
coordinated randomised control trials, and case studies. The programme is funded -
with UK aid from the UK government. For more information see U Kald

http://edi.opml.co.uk. from the British people

Evidence for better palicy

NN LA -
Oxford Policy 'AIL\‘ Ea @ < ADE
Management UKald UNIVERSITE ~

from the British people DE NAMUR PARIS SCHOOL OF ECONOMICS


http://edi.opml.co.uk/

Appraising institutional challenges in the early stages of development: Chapter 1

Chapter 1: Institutions and institutional change: concepts
and theories

The ‘institutions matter’ slogan appears today as a fundamental truth about development.
Widely shared by the development community, including international organisations, it goes
with the idea that the benefits of both market operations and state interventions are
significantly conditioned by the presence of effective institutions. An abundant literature in
economic and political sciences, both theoretical and empirical, has recently suggested that
the poor quality of institutions is an important determinant of low development outcomes and
the persistence of poverty in the world. In many cases, existing institutions are not well
adapted to the challenge of modern economic growth and development. This raises the
issue as to how existing institutions can be reformed, which is especially thorny because
they are often the embodiment of local cultures and historical legacies.

This chapter is organised into three main sections. First, we provide a simple definition of
institutions and comment upon their main aspects. Second, bearing in mind the pervasive
presence of informal institutional arrangements in all developing countries, we highlight
various ways in which these arrangements can interact with formal institutions, ending with a
brief discussion of conflicts between formal institutions themselves. In the process we touch
on the issue of institutional change, since an important question is how the dynamic of
change is affected when formal and informal institutions enter into conflict with each other —
say, following the creation of a new formal institution. Third, we address the issue of
institutional change by looking at the various theories proposed by economists to explain
why institutions may evolve or may alternatively persist in spite of a changing environment.
Finally, by way of conclusion, we examine various arguments in the debate about radical
versus gradual institutional reforms.

1.1 A simple definition of institutions

Many and diverse definitions of institutions have been proposed in books and papers written
by economists and other social scientists. It is definitely not our intention to review all of
them here. What we need to do is to provide a clear definition which the reader can expect
to see being consistently applied in the following chapters. This definition, it must be noted,
is not original or novel but it intends to emphasise the most critical features that will come up
for discussion in the whole book, whether explicitly or implicitly. By institutions, we mean
rules, procedures, or organisations, formal or informal, that constrain individual behaviour in
such a way that human actions become coordinated. Individual actions are influenced
through adhesion or coercion; it is only in the former case that an institution can claim a high
degree of legitimacy.

A first implication of this definition is that in our understanding institutions cover a wide
variety of humanly devised coordinating mechanisms, running from state administrations, the
judiciary, and the police to religious bodies, tribal chiefdoms, and patronage relationships,
passing through social norms, customs, contract arrangements, mutual aid groups, and
neighbourhood associations.

A second implication, as underlined in North (1990), is that individual expectations play a
pivotal role in the formation and maintenance of institutions. This is true whether the shaping
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Appraising institutional challenges in the early stages of development: Chapter 1

of behaviours takes place through adhesion or coercion. This is most evident in the case of
adhesion. People adhere to an institutional arrangement when they trust it in the sense that
they believe that not only themselves but also other individuals support it. The arrangement
is then considered legitimate by a large number of its users, and this legitimacy means that
individuals expect many others to comply with the prescriptions involved. It should be noted
that compliance does not necessarily imply that everybody is happy about the institution, or
thinks it is the best that can be achieved. What it does imply is that everybody is confident
that other people are likely to behave in the way prescribed because this is the normal thing
to do or the established manner of behaving in the particular society and context in which
they live. Striking illustrations are provided by many social norms and customs, but also by
manifestations of voluntary compliance with laws or regulations.

For obvious reasons, adhesion is especially forthcoming when, through some form of
collective action, people have themselves decided to set up rules that will constrain them in
a way that is ultimately beneficial for all. For example, villagers may realise that, when left
free to act according to their best private interests, they have a tendency to overexploit a
local natural resource (a fishing ground, a pasture, a forest, underground water, etc). They
may then vote for establishing regulations that will limit their freedom to exploit this resource
— say through the imposition of quotas, harvesting seasons, and rules regarding the
characteristics of the produce they are allowed to get hold of (for example, the size of fish
that may be caught or the height of trees that may be felled).

In the case of coercion, expectations formed by individuals are equally important. Indeed,
there can be no coercion without the possible use of sanctions meted out by an authority.
And coercion will not be effective if people are not convinced that the rule will be more or
less strictly enforced. Just think of tax laws or driving regulations in a democratic country: if
citizens do not expect that the rules will be enforced, either because detection of fraud or
rule violation is deficient or sanctions are small or easy to circumvent, they will not take them
seriously. At least this is true unless they are imbued with a strong sense of civicness, which
is understood as an inclination to follow a law just because it has been enacted by a
legitimate authority (the state, in this instance).

A third implication, related to the first one, is that both formal and informal arrangements can
be institutions. Institutions are formal when they rest on explicit, written rules which are
enforced through official channels. As explained in more detail in Baland et al. (2019), the
first requirement (explicitness) means that the rules are stated in a clear and articulate
manner so that they are understandable by anyone possessing sufficient knowledge of the
language in which they are written, and people are left with little uncertainty about the
circumstances to which they apply. By contrast, informal institutions are generally made up
of non-written rules or, if they are written, the rules are specific to a particular human
community in the sense that their meaning is not easily accessible by outsiders. One
important reason for this is that the circumstances and the social groups to which they apply
may not be clear for those who are not members of the rule-setting community. They may
thus appear to the external observer to be somehow arbitrary. In addition, informal rules are
often somewhat loose or flexible. This is because they tend to allow for the consideration of
individual circumstances and, relatedly, they involve ex post sharing, redistribution, or
insurance. Reciprocity is therefore undefined ex ante, and rewards for performing a task are
unspecified and are contingent on future shocks. This is especially true in the realm of the
family (narrow or extended), where the dominant form of (economic) relationships is gift
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exchange in which reciprocity is typically delayed and combined with insurance (Fafchamps,
2019). Finally, the rules behind informal arrangements are typically enforced through non-
official sanctioning mechanisms.

Non-official sanctioning mechanisms, like official ones, may consist of punishments meted
out by an authority. In this case, the authority is informal, such as a tribal chief, a clan leader,
a landlord-patron. Yet other types of sanctions are also found in the universe of informal
institutions (for more details, see Colson, 1947; Sahlins, 1965; Hayami and Kikuchi, 1982;
Greif, 1989, 1992, 1993, 1994, 1998, 2002, 2006; Platteau, 1991, 1994a, 1994b, 2000,
2006; Fafchamps, 1992, 1996, 2020; Aoki, 2001; Dixit, 2004). First is the fear of reprisal by a
partner or a group that is outraged by the behaviour of a rule-violator, or by an organisation
established for that purpose. The latter may be a thuggish or criminal organisation that
specialises in the job of intimidating and threatening individuals or families with a view to
obtaining redress for a fraudulent or deviant act. Second is the fear of losing a valuable
relationship with the cheated or disappointed partner in a so-called ‘relational contracting’
based on repeated interactions between two agents. The punishment thus involves what
Greif has called a bilateral mechanism of reputation and punishment. Third is the fear of
losing reputation inside the whole group, community, sector, or location to which the cheated
partner belongs. In this instance, a multilateral mechanism of reputation and punishment is
set in motion. It operates in a decentralised manner and in an extreme case can take the
form of ostracisation. Fourth, sanctions can be internalised through a psychological process,
such as social learning and cultural transmission. In the latter case, social norms instilled in
members of a community, a group, a brotherhood, or a sect, for example, may drive them to
feel guilty whenever they deviate from their prescribed behaviour. Such guilt feelings are
often anchored in the idea that deviation amounts to a betrayal of the collective.
Internalisation mechanisms of this kind are the functional equivalent of civicness in the
sphere of formal institutions. In both cases, individual preferences are shaped through a
mental process whereby collective interests are given primacy over the private interests of
an individual member.

Before turning to an examination of key issues raised by institutions, two remarks should be
made. To begin with, there is an interesting parallel between the above idea that
modernisation is reflected in the growing importance of formal institutions relative to informal
ones and Greif's idea that development entails a shift from ‘collectivist’ to ‘individualist’
societies (Greif, 1989, 1992, 1994). This is because order in collectivist societies is largely
based on multilateral reputation and punishment mechanisms, which are essentially
informal, while individualist societies cannot function effectively if their bilateral reputation
and punishment mechanisms are not backed by formal institutions. In Greif's reading of the
history of Western Europe, it was the need to compensate for the lack of multilateral
arrangements, itself caused by unstable social networks, that caused the gradual
emergence (in cities in northern Italy during the thirteenth century and later) of legal and
political enforcement organisations as well as a legal code.

Our second remark is that institutions are not all situated on the same level. There actually
exists an institutional hierarchy that is made up of a set of institutions that are vertically
entwined with each other. At the top of the ladder are fundamental or constitutional
institutions that set the rules around which inferior institutions are grafted. An example of a
fundamental institution is a political constitution: it defines a political regime and sets the
rules regarding the frequency and mode of elections, the pattern of representation, and the
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like. It also spells out which liberties and individual rights should be upheld in the country.
Within the framework of that constitutive law, other laws and regulations specify how the

political system and the fundamental rights of the citizens are to be implemented in more
operational terms.

To provide an illustration from the informal domain, let us refer back to the aforementioned
example of collective action to ensure the efficient management of local natural resources. In
rather egalitarian societies, the principle of equal contributions is considered important, and
a convenient way to implement it is by sharing collective duties in a sequential manner
among all the (adult) members. When a new initiative is decided, the corresponding rules will
typically be inspired by this fundamental rotating principle applied at the highest level of the
social and political order. Thus, the burden of monitoring the proper use of a resource — for
example, guarding a village forest or fishing ground during periods of prohibited harvest, or
ensuring that rights of access to irrigation water are duly respected — will be shared among
the resource users according to some form of rotation. In fact, even rights of access to the
resource may be organised following the same principle (Ostrom, 1990; Baland and
Platteau, 1996).

As the last example indicates, it is impossible to talk about institutions and institutional
change in developing countries without giving pride of place to informal arrangements, rules,
norms, and modes of behaviour, which regulate essential aspects of everyday life. And since
we are primarily interested in institutional change (or stagnation), which will be the central
focus of our attention in Section 1.4, we need to first take stock of the various ways in which
informal institutions can interact with formal ones. The most straightforward case of
institutional change arises when a new formal institution is established in a context where
informal arrangements exist. The question as to how both will coexist, adapt to each other,
or enter into mutual conflict is therefore of great importance, hence our discussion in the next
section.

1.2 Interactions between formal and informal institutions

A typology

Any social order is built upon a mix of formal and informal institutions, yet the proportion of
either type can vary considerably from country to country for complex reasons that have to
do with the political system, administrative traditions (centralised versus decentralised), and
cultural influences, in particular. Along the modernisation path of a given country, formal
institutions are predicted to grow in importance relative to informal ones. This is not only or
necessarily because the former may displace the latter as the result of their being more
effective in providing the same service — as witnessed by the replacement of informal
insurance or mutual help mechanisms by formal social security systems in advanced West
European countries — but also because they fulfil new functions for which informal
arrangements are ill-suited. It is therefore useful to get a better understanding of the way
these two types of institutions or rules interact with each other. To help us in this effort, we
use a typology proposed by two social scientists, Helme and Levitsky (2004), and we
discuss it in a way that extends the presentation made in Baland et al. (2020), a paper to
which we directly contributed. Here, we make a special effort to illustrate the different cases
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highlighted in this typology, which is constructed along two dimensions and provides a static
picture (the situation obtained at a given point of time).

The first dimension (represented on the vertical axis of Table 1) is the degree to which the
outcomes of formal and informal institutions rules converge or diverge, depending upon
whether the latter produce substantively similar or different results from those expected from
a strict and exclusive adherence to the former. Divergence points to a substantial
discrepancy or contradiction across these outcomes, whereas convergence is obtained
when the outcomes are not substantively different. The second dimension (on the horizontal
axis) indicates the effectiveness of the formal institutions, understood as the extent to which
formal rules and procedures are enforced and complied with in practice. A high level of
effectiveness thus means that individuals’ choices are actually constrained or enabled, and
there is a high probability of official sanctions in the case of a violation of the rules.
Conversely, people expect a low probability of enforcement (and hence a low expected cost
of violation) when institutional effectiveness is small.

Table 1: Typology of interactions between formal and informal institutions according
to Helme and Levitsky (2004)

" Formal institutions Formal institutions
Institutional outcomes ) .
Effective Ineffective

Complementarity Substitution
Accommodation Competition

According to the table, four different types of institutional interaction patterns can arise:
complementarity, accommodation, competition, and substitution. Let us consider them in
turn.

Complementarity

A combination of effective formal rules and convergent outcomes produces complementarity
between informal and formal institutions. In such cases, informal institutions may cover
contingencies that are not properly allowed for by formal rules, or they may facilitate the
pursuit of individual goals within the formal institutional framework, or else they may serve as
pillars that support the functioning of formal institutions. In the latter instance, their role is to
create or strengthen incentives to comply with formal rules that might otherwise exist merely
on paper.

Fafchamps (2020) puts much stress on complementarity when he writes that formal
institutions are best regarded as enabling informal ones to perform better. His focus is on the
enforcement of market transactions and his central point is that, since interpersonal
relationships are not eliminated by formal institutions (and contracts in particular), the role of
good formal institutions is ‘to reinforce the forms of social interactions that lead to a more
efficient, more inclusive outcome, and to discourage those interactions that reduce efficiency
and ostracize certain groups and individuals’ (p. 376). Thus, formal institutions promote
markets less by enforcing contracts directly than by seeking to reinforce informal contract
enforcement mechanisms, especially those based on reputation. More precisely, they
contribute to more active and more efficient markets by: (i) providing uniform measurement
rules and quality standards; (ii) minimising conflicts stemming from fraudulent information or

© Economic Development & Institutions 6



Appraising institutional challenges in the early stages of development: Chapter 1

any form of misrepresentation by one party to a transaction; (iii) regulating fraud, bankruptcy,
and the conditions under which a relational contract (e.g. an employment contract, a rental
or a land lease contract) may end; (iv) curbing violent forms of informal contract enforcement
(the reliance on thugs and criminal organisations, in particular); and (v) offering a strictly
organised process for the adjudication of contractual disputes which agents may optionally
use (pp. 380-1). This view of mutually supporting formal and informal institutions, long held
by social scientists (Polanyi, 1957; Granovetter, 1985; Ensminger, 1992), is anchored in the
idea that economic exchanges take place between individuals who are necessarily
embedded within a social context that does not disappear with the introduction of formal
institutions.

Accommodation

When effective formal institutions are combined with divergent outcomes we have a situation
of accommodation between informal and formal institutions. This situation arises because
informal institutions create incentives that prompt people to behave in ways that alter the
substantive effects of formal rules, yet without directly violating them. In other words, the
effect of informal institutions is to contradict the spirit, but not the letter, of the formal rules.
Accommodation occurs when a contradiction emerges between outcomes generated by the
formal rules and prescriptions emanating from customary or informal rules. What impedes an
outright change or open violation of the formal rules is their very effectiveness. There exist
conflicting dimensions within the existing formal institutional arrangement, and what
accommodation does is to somehow reconcile them through the implementation and
interpretation of formal rules by actors that are subject to informal prescriptions.

As an illustration, consider the following example, collected from fieldwork in West Africa. In
Mali, judges in the formal court system often deal with inheritance cases involving rural
people in ways that rest on a compromise between the formal law and custom. Thus, when
one son and one daughter disagree about their entitled share of the wealth of their deceased
father, the judge may choose to persuade the defendant (the son who asks for the
enforcement of the custom according to which he should inherit the entire wealth of the
father) and the claimant (the daughter who asks for the enforcement of the statutory law that
has established the principle of gender equality in matters of inheritance) to accept a verdict
based on Islamic law (the daughter receives one-half of the brother’s share). In this manner,
the authority of Islam is invoked (the claimant and the defendant are both Muslims) with a
view to avoiding a confrontational approach that is likely to disrupt family relations. This is a
typical instance in which an actor, the modern judge, plays upon several legal registers to
find a solution that is acceptable to the different parties involved in a case. The formal law is
not ignored since it serves as a reference point with respect to which the compromise with
other types of laws is devised. Incidentally, the example shows that the stark opposition
often drawn between French colonial countries, which rely on written codes, and British
colonial countries, which rely on the common law, may be easily exaggerated.

Competition

The next possibility combines ineffective formal rules and divergent outcomes, giving rise to
competition between informal and formal institutions. Here, informal institutions structure
incentives in ways that are incompatible with the formal rules: to follow one rule, actors must
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blatantly violate another. Examples of such situations occur, for instance, when particularistic
informal institutions, such as clientelistic relations and clan-based nepotism, arise in various
contexts of weak formal political or economic institutions (Hoff and Sen, 2005, 2006;
Mookherjee and Bardhan, 2020). Not surprisingly, competing informal institutions are often
found in postcolonial contexts in which formal institutions that were imposed on indigenous
rules and authority structures dominate, and have been retained by the new independent
states. In postcolonial Ghana, for instance, civil servants were officially instructed to follow
the rules of the public bureaucracy, but most believed they would pay a significant social
cost (such as a loss of standing in the community) if they ignored kinship obligations that
made it a duty for them to provide jobs and other favours to their families and villages (Price,
1975). The same attitude of favouritism may be found in non-tribal societies: for example, in
India where loyalty is due to the jati (subcaste) rather than the kin group (Kakar, 1978). In
the worst cases, the officials’ main goal is to extort revenue to distribute to their families and
patronage networks. This temptation is increased when official posts are on sale, generally
within a limited circle of people and groups. The winners are then forced to extort kickbacks
to recoup their investment, such as is observed in parts of Pakistan and in Afghanistan (prior
to the seizure of power by the Taliban in August 2021).

In some countries — African countries in particular — the problem of kin-based favouritism
plagues not only the public sector but also, potentially, the private world of business firms
(Kennedy, 1988). A series of studies of indigenous and non-indigenous (immigrant) firms
located in certain African countries, and based on detailed interviews with a sample of
trading and manufacturing firms, reveals interesting evidence (see Fafchamps (2004) for an
extended synthesis, and Platteau (2014) for a short summary). Not only is trade with
relatives and friends extremely rare in Africa but, whenever it happens, it harms firm
performance. This suggests that, as much as possible, businesspeople want to avoid
involving their kin networks in their business, for fear of the costs that are likely to follow.
Such involvement is considered to be ‘the surest way to go out of business’, while selling on
credit to relatives and neighbours amounts to ‘signing the death warrant of the firm’ and is
therefore carefully avoided (p. 173). Entrepreneurs thus complain that it is difficult to keep
business with relatives within the confines of an economic transaction. For example, it is

1 We cannot resist the temptation to cite the following long excerpt from Kakar’s insightful book:

‘Among those Indians closely identified with the process of modernization, the well-educated urban elite who
hold positions of power in modern institutions, the psycho-historical fact of the primacy of relationships, of
family loyalties, of jati connections, is often a source of considerable emotional stress. For although
intellectually the Indian professional or bureaucrat may agree with his western counterpart that, for example,
the criterion for appointment or promotion to a particular job must be objective, decisions based solely on the
demands of the task and ‘merits of the case’, he cannot root out the cultural conviction that his relationship to
the individual under consideration is the single most important factor in his decision. This conflict between the
rational criteria of specific tasks and institutional goals rooted in western societal values, and his own deeply
held belief (however ambivalent) in the importance of honouring family and jati bonds is typical among highly
educated and prominently employed Indians. And among the vast majority of tradition-minded countrymen —
whether it be a bania bending the law to facilitate the business transaction of a fellow jati member, or a
marwari industrialist employing an insufficiently qualified but distantly related job applicant as a manager, or
the clerk accepting bribes in order to put an orphaned niece through school-, dishonesty, nepotism and
corruption as they are understood in the West are merely abstract concepts. These negative constructions
are irrelevant to Indian psycho-social experience, which, from childhood on, nurtures one standard of
responsible adult action, and one only, namely, an individual’s lifelong obligation to his kith and kin.
Allegiance to impersonal institutions and abstract moral concepts is without precedent in individual
developmental experience, an adventitious growth in the Indian inner world. Guilt and its attendant inner
anxiety are aroused only when individual actions go against the principle of the primacy of relationships, not
when foreign ethical standards of justice and efficiency are breached’ (Kakar, 1978, pp. 125-26).
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hard to collect payments from relatives, whether in relation to a loan or the delivery of a
good. More generally, payment problems are frequent because friendship and family ties get
in the way of exerting pressures on clients. In addition, firms buying from family and friends
encounter more late delivery problems.

A second relevant finding is the absence of evidence of systematic mechanisms whereby
information about clients’ trustworthiness is shared among African manufacturing firms, other
than direct recommendation by common acquaintances (Fafchamps, 2004: 173, 2567,
295). Among agricultural traders, too, trust-based relationships constitute the dominant
contract enforcement mechanism, implying that trust is established primarily through
repeated interactions, with little role for referral by other traders. Information on bad clients
does not circulate widely, which severely limits collective punishments for opportunistic
breaches of contract (such as non-payment). African-managed firms face more cases of
non-payment than other firms, and they also complain more frequently about deficient quality
(Fafchamps, 2004: 92, 109, 117, 135). Their transaction costs are consequently higher. By
contrast, within alien communities, information circulates rather freely and client referral is a
common practice. As a result, non-indigenous firms operating in Africa are at an advantage.
In Kenya, for example, it is only within the Indian community that first-time customers are
able to obtain trade credit from the date of their first purchase. Moreover, indigenous firms
(in Kenya and Zimbabwe) are less likely to socialise with suppliers, and they have more
restricted knowledge about them and their supplies, compared to immigrant firms,
suggesting that ethnic barriers are more limiting for the former. Since better business
contacts allow firms to enforce contracts and economise on screening costs, immigrant firms
tend to be more profitable (Fafchamps 2004: 252-3, 258, 300).

Finally, foreign firms hesitate to enter into business relations with indigenous firms, which
they generally deem to be unreliable. In particular, they find fault with African managers for
continuously trying to renegotiate delivery and payment terms ex post (Fafchamps, 2004:
110). Clearly, the multilateral reputation mechanism which, according to Avner Greif (1994),
characterises so-called ‘collectivist cultures’ is conspicuously absent in sub-Saharan Africa.
What we find, instead, is the bilateral reputation mechanism that is typical of ‘individualistic
cultures’. This is a rather paradoxical conclusion, yet it is perfectly congruent with the idea
that in this region kinship/ethnic ties and their associated obligations are more an
impediment to private capital accumulation than a social capital that can reduce transaction
costs (Kennedy, 1988). Note that inefficiencies arising from kin-based relations are not only
caused by non-contract performance: they are also caused by powerful redistributive
pressures exerted on economically successful kin people. In fact, the two problems are often
related since if African businesspeople do not estrange themselves from the realm of the
family, they will typically be compelled to sell on credit to their relatives and friends, and the
risk will be high that the loans will never be returned. The problem is that borrowers do not
feel morally obliged to repay debts incurred from a prosperous relative. Refusing to return a
loan is an accepted way to preserve a rough egalitarianism among kin people, or to maintain
the prior state of status inequality within the kin group (when a clan leader claims a higher
economic position). Insofar as the credit has been granted under this informal pressure, the
gift involved results not from a spontaneous but from a forced transaction (Platteau, 2014).
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Substitution

The last type of interaction between formal and informal institutions emerging from the table
combines ineffective formal institutions and converging outcomes, and it involves
substitution between the two types of institutions. Informal institutions are then employed by
agents who seek outcomes that are compatible with formal rules and procedures but in
environments where formal rules are not effectively enforced. In short, informal institutions
achieve what formal institutions were designed, but failed, to achieve. It is easy to find
illustrations of such situations in which informal arrangements are called for in order to
compensate for deficient formal institutions. A well-known example is the persistence of
traditional and informal forms of intra-community income sharing and mutual help in the face
of absent or highly imperfect (formal) insurance markets, due to a lack of verifiability and/or
asymmetric information between contracting parties (Scott, 1976; Platteau, 1991, 1997,
2021; Dercon, 2005). A second illustration concerns the problem of public order and public
goods provision. The most glaring signal of a state’s weak capacity is its failure to provide
key public goods, including physical security and protection for its citizens. When this
happens, there is a tendency for informal groups, networks, or organisations to fill the gap.
There is thus abundant evidence of such groups emerging or extending their role to provide
emergency help to people hit by a natural disaster (a flood, a forest fire, an epidemic), to
build and maintain rural roads or water control infrastructure, or to su