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Highway 1 is the main artery that links 
the Afghan capital of Kabul with other 
large cities.1 Now that the U.S.-led mili-
tary coalition has withdrawn, it is the 
Afghan military’s job to secure this road, 
which spans 1,300 miles. Scarce govern-
ment resources mean that the military 
must make difficult decisions about what 
parts to protect. Ambushes and mines by 
Taliban insurgents and ordinary bandits 
impede trade and travel to and from the 
capital; one day last February, an Afghan 
battalion disarmed 18 roadside bombs.

Ineffective states can wreak eco-
nomic havoc. Figure 1 plots state 
weakness (on a 0-10 scale, where 10 
represents the least weak) against log 
GDP per capita for a sample of 137 de-
veloping nations.2 This figure suggests 
that the Afghan case is not unique: there 
is a robust positive relationship between 
state capacity and economic performance 
across the globe. The economic head-
1  Azam Ahmed, “Afghan Army’s Test Be-
gins with Fight for Vital Highway.” New York 
Times, February 15, 2014.
2  State weakness scores: Susan Rice and 
Stewart Patrick, “Index of State Weakness in 
the Developing World.” Brookings Institution, 
2008. Log GDP per capita: Timothy Besley 
and Torsten Persson, The Pillars of Prosperity. 
Princeton University Press, 2011.

aches that ineffective states can create, 
moreover, are far from new. Mauricio 
Drelichman and Hans-Joachim Voth 
argue that jurisdictional fragmentation 
on the Spanish mainland was the main 
cause of Spain’s imperial decline; Patrick 
O’Brien, by contrast, relates England’s 
early establishment of a strong state to 
the Industrial Revolution.3

There is a venerable tradition of 
social science research on the role of 
state capacity, including works by Jo-
seph Schumpeter, Charles Tilly, Michael 
Mann, Margaret Levi, and many others. 
This issue of The Political Economist 
brings you three contributions at the 
forefront of this research topic. The first 
contribution, by Timothy Besley and Tor-
sten Persson, offers a new framework by 
which to analyze state capacity. The next 
two contributions study the relationships 
between state capacity and economic 
outcomes in specific contexts. Daron 
3  Drelichman and Voth: Lending to the Bor-
rower from Hell. Princeton University Press, 
2014. O’Brien: “The Nature and Historical 
Evolution of an Exceptional Fiscal State and 
its Possible Significance for the Precocious 
Commercialization and Industrialization of the 
British Economy from Cromwell to Nelson.” 
Economic History Review, 2011.

Figure 1. State capacity and economic performance in the developing world

continued on page 2 



'15

THE POLITICAL ECONOMIST2

American Political 
Science Association

Political Economy 
Section Officers

Chair
Catherine Boone, 

London School of Economics 
& Political Science

Secretary/Treasurer
William T. Bernhard, 
University of Illinois, 

Urbana-Champaign

Program Chair
Nahomi Ichino, 

University of Michigan

Executive Council
John Ahiquist,

University of Wisconsin, Madison
Oeindrila Dube, 

New York University
Jennifer Gandhi,

Emory University
George Krause,

University of Pittsburgh
Edmund Malesky, 
Duke University

Christina Schneider,
University of California, San Diego

Newsletter Editors
William Roberts Clark, 

Texas A&M University
Mark Dincecco, 

University of Michigan

Newsletter Assistant
Amanda Harris, University of 

California, San Diego

THE POLITICAL ECONOMIST
Acemoglu, Camilo García-Jimeno, and 
James Robinson focus on the network 
effects of state capacity on economic 
development across municipalities in 
Colombia. Yuen Yuen Ang highlights the 
coevolution between state capacity and 
market growth in China.

Let us now introduce our distin-
guished contributors, each of whom we 
heartily thank for their wonderful essays. 
Timothy Besley is School Professor of 
Economics and Political Science at the 
London School of Economics. Torsten 
Persson is the Torsten and Ragnar Sö-
derberg Chair in Economic Sciences at 
the Institute for International Economic 
Studies at Stockholm University. Besley 
and Persson’s recent book, Pillars of 
Prosperity, was published by Princeton 
University Press. Daron Acemoglu is 
the Elizabeth and James Killian Profes-
sor of Economics at the Massachusetts 

Institute of Technology. James Rob-
inson is the David Florence Professor 
of Government at Harvard University. 
Acemoglu and Robinson’s newest book, 
Why Nations Fail, was published by 
Crown. Camilo García-Jimeno is As-
sistant Professor of Economics at the 
University of Pennsylvania. Yuen Yuen 
Ang is Assistant Professor of Political 
Science at the University of Michigan. 
Her book, How China Escaped the 
Poverty Trap, is forthcoming at Cornell 
University Press.

Best wishes for springtime.

From the Editors...continued from page 1

William Roberts Clark
wrclark@tamu.edu

Mark Dincecco
dincecco@umich.edu
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From the Chair
Thanks to our newsletter editors, Mark 
Dincecco and Bill Clark, for another fine 
edition of The Political Economist.  The 
contributions highlight recent political 
economy efforts to describe and analyze 
state capacity. The papers underscore the 
fallacy of the “less state, better state” 
mantra of the 1990s, and take us back 
to the earlier, more intuitive idea that 
economic development actually requires 
(and feeds) state building.  Attempts to 
establish a causal link between state 
capacity and economic development 
(or growth) are not for the faint of 
heart, however.  Our authors warn of 
reverse causality, endogeneity, the “in-
extricable intertwining” of state capacity 
and economic development, common 
determinants of different dimensions of 
state capacity, positive correlations and 

complementarities between state capac-
ity dimensions, and “clear correlations 
with per capital incomes.”   

The articles propose innovative 
ways of conceptualizing these con-
nections:  Daron Acemoglu, Camilo 
García-Jimeno, and Jim Robinson look 
at network effects (reminiscent of virtu-
ous circles, positive externalities, and 
multiplier effects).  Yuen Yuen Ang looks 
at complex, adaptive improvisations that 
lead to uneven patterns of “co-evolution” 
of states and markets.  Tim Besley and 
Torsten Persson write of complementari-
ties and two-way feedbacks.  If we also 
consider that economic development 
and state capacity-building are clearly 
cumulative processes by which stocks 
of state capacity accumulate over time, 
then the analytic challenge becomes 

Catherine Boone, London School of 
Economics & Political Science
c.boone@lse.ac.uk

even more daunting.  Our authors are 
to be commended for throwing down 
the gauntlet.

We look forward to taking up these 
and many other political economy chal-
lenges, both substantive and method-
ological, at APSA 2015 in San Francisco.  
Please renew your section membership, 
get a friend to join, and plan to attend 
our section meeting in SF, where the sec-
tion awards will be presented.  We will 
organize an informal PE happy hour at 
a nearby pub (drinks on the section for 
the first wave of attendees).  Please plan 
to come, enjoy, and join the Political 
Economy discussions and debates.
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Feature Essay
State Capacity, Institutions, and Development
Tim Besley, London School of Economics & Political Science, and Torsten Persson, Stockholm University

Many debates in the political economy 
of development have touched upon 
state capacity, but interest has recently 
resurged in this concept as a means of 
understanding state effectiveness (Besley 
and Persson, 2011).  State capacities are 
the product of government decision-
making and provide a conduit through 
which institutions shape the choice of 
policy, the performance of the state, and 
thus indirectly long-run income.   

State capacities are best defined as 
the capital stocks which are augmented 
by investments and ensure effective 
government performance. One example 
of such investments is the stock of 
specialized human capital embodied 
in well-trained government officials.  
Another is the “bricks and mortar” 
investments in buildings that house 
government bureaucracies.  In historical 
periods, or poor countries today, state-
capacity investments include censuses 
and maps that create knowledge for 
managing policy.  

The early literature on state capacity 

highlighted the capacity to raise revenue. 
Specifically, social scientists have linked 
this capacity to a thirst for military 
success and regard it as a key determinant 
of the successful development of nation 
states (see, for example, Hintze 1970 
[1906], Tilly 1975, and Brewer 1989). 
Dincecco (2011) presents a recent 
account of fiscal history in early modern 
Europe. The emphasis on military history 
is no surprise in view of Figure 1, which 
summarizes information on government 
revenue since 1900 for a sample of 
countries.1  The shaded areas in Figure 
1 show that both World Wars entailed 
increasing tax revenues.  The most 
striking observation is that the boost in 
revenue has largely occurred through 
income taxation, a form which requires 

1  The countries in the sample are Argentina, 
Australia, Brazil, Canada, Chile, Colombia, 
Denmark, Finland, Ireland, Japan, Mexico, 
Netherlands, New Zealand, Norway, Sweden, 
Switzerland, United Kingdom, and the United 
States.  The sample is selected, as we are rea-
sonably confident that the data are comparable 
across countries and time in Mitchell (2007).

much greater investment in monitoring 
and compliance than, say, border taxes 
on trade.  

But not all countries have seen a 
history like the one in Figure 1.  Political 
scientists, such as Levi (1988) and Migdal 
(1988), have emphasized that many 
developing countries have weak states 
that lack the capacity to raise revenue 
and govern effectively. The creation of 
effective states that contain violence is a 
key theme in Bates (2001) and North et 
al. (2009). Some development scholars, 
such as Herbst (2000), even hypothesize 
that some African countries would have 
stronger states if external wars had been 
more frequent on the continent.

Beginning with Besley and 
Persson (2009), we have tried to take 
a systematic approach to understanding 
state capacity. Our concept of state 
capacity has multiple dimensions: fiscal 
capacity (the power to raise taxes), 
legal capacity (the effectiveness of legal 
and regulatory systems) and collective 
capacity (the ability to fulfill needs not 

continued on page 5 

Figure 1. The dynamics of fiscal capacity
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Besley and Persson Feature Essay...continued from page 4

met through markets).  Figure 2 shows 
measures of fiscal capacity (the share of 
income taxes in total revenue in 1999 as 
measured by Baunsgaard & Keen 2005), 
legal capacity (an index of contract 
enforcement as measured by the World 
Bank’s Doing Business in 2006), and 
collective capacity (an index based on 
school attainment and life expectancy as 
measured in 1999). The figure illustrates 
clearly that the three dimensions of 
state capacity are positively correlated 
with each other, although not perfectly 
so. This co-variation also suggests that 
state capacities are likely determined by 
similar factors. The figure also illustrates 
a clear correlation with income per capita 
in the year 2000.

Our approach starts with the 
premise that state capacities are created 
by purposeful investments in the state.  
This can be formulated as a standard 
capital investment problem, in which 
costs today must be weighed against 
benefits tomorrow by the relevant 
decision makers. However, as state 
capacities are properties of the state, 
modeling state-capacity investment 
means modeling collective choice – this 
is where politics enters in an irreducible 
way. Two immediate questions arise: 
(a) How does a polity with different 

interest groups make policy choices 
enabled by existing state capacity at a 
point in time?, and (b) How does the 
prospective replacement of incumbent 
decision-makers affect the investments 
into higher state capacity?  Both of 
these require us to consider the role of 
political institutions in regulating access 
to power and shaping the use of power 
once acquired.  

Modeling state capacities in this 
way sheds light on interdependencies in 
different dimensions. Complementarities 
arise among different dimensions of state 
capacity, but also between state capacities 
and levels of economic development. 
For example, a government willing 
to invest in supporting markets (legal 
capacity) should also be willing to invest 
in raising revenue (fiscal capacity): 
better market support raises income 
and this further strengthens the motives 
to collect revenue from this base for 
a given statutory rate.  Structural 
developments of the economy can also 
change incentives for government to 
invest.  For example, a higher number 
of large employers makes it easier to 
raise substantial tax compliance through 
firms.

Figure 3 summarizes our approach 
in a flowchart. It illustrates the two-

way feedbacks between state capacity 
and income. Moreover, it emphasizes 
that state capacities have common – 
economic, social, and political – roots 
due to the existing complementarities. 
Economic factors include the importance 
of non-tax incomes in the form of 
natural-resource rents or international 
development assistance. Social cleavages 
in society over ethnicity or religion, 
as forged by geography and history, 
also become a common determinant. 
Political structure is represented by the 
cohesiveness of political institutions, 
political stability, and interactions 
between the two.

State capacities and political 
institutions also interact with political 
violence.  States with institutions that 
stimulate policies in the common interest 
tend to have less violence and a stronger 
incentive to invest in state capacities.  
Some kinds of political violence, such as 
civil wars, increase political instability, 
which can reduce the incentive to invest 
in state capacities.  

Fol lowing th is  approach to 
investment, one can define three “ideal 
types” of state.  The first type is a 
common-interest state similar to those 
that have evolved in Western Europe 

Figure 2. Three dimensions of state capacity

continued on page 6
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Besley and Persson Feature Essay...continued from page 5

Figure 3. What determines different types of state capacity and why do they vary together?

with low levels of violence and high 
levels of state capacities.  These have 
been fuelled by cohesive institutions 
which circumscribe the use of power 
and create strong motives for common-
interest policies.  In the economic arena, 
this has been accompanied by market 
development as broad-based taxation has 
encouraged states to develop functioning 
market economies. The second type 
is a weak state, where violence, civil 
conflicts, and political instability are 
endemic and state capacities are low.  
These states lack cohesive institutions 
which partially reflects history, culture, 
and geography.  Weak states often inhibit 
economic development, and can lead to a 
vicious circle where weak legal capacity 
impedes the rule of law, which leads 
to malfunctioning markets and weak 
motives to invest in the state.  A special-
interest state is run and captured by a 
particular group.  Political violence is 
most likely to take the form of repression 
to cement the dominance of the ruling 
group.   The resulting stability create 
motives to invest in some forms of state 
capacity that benefit the ruling group.  
Such states come in a variety of forms, 
such as the oil kingdoms of the Gulf or 
the stable dictatorships of East Asia.  
They can sometimes be accompanied by 

successful but lop-sided development.  
A growing research agenda considers 

additional aspects of state capacity.  For 
example, the diversity of experience 
among local governments which have 
differentially built state capacity is an 
important dimension to understand.  
This research has a natural historical 
dimension, given the historical roots 
of institutions, norms, and traditions.  
Increasingly, economists who study 
these issues are branching out towards 
other social sciences, building on the 
fruitful collaboration that has already 
emerged between political science and 
economics.  The framework that we now 
have provides a way of structuring these 
debates and seeing the larger picture 
based on a wealth of country-specific 
observations.
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Feature Essay
The Role of State Capacity in Economic Development
Daron Acemoglu, MIT, Camilo García-Jimeno, University of Pennsylvania, and James Robinson, Harvard University

“In 1960 the Philippines and South Korea 
had about the same standard of living as 
measured by their per-capita GDPs of 
about $640 U.S. 1975. The two countries 
were similar in many other respects … In 
both countries, all boys of primary school 
age were in school, and almost all girls, 
but only about one quarter of second-
ary school age children were in school. 
Only 5% of Koreans in their early 20s 
were in college, as compared to 15% in 
the Philippines. 26% of Philippine GDP 
was generated in agriculture, and 28% in 
industry. In Korea the comparable num-
bers were 37 and 20 percent.” - Lucas 
(1993, p. 251) 

What happened next? We know the 
answer.
“I do not think it is in any way an ex-
aggeration to refer to this continuing 
transformation of Korean society as a 
miracle. How did it happen? Why did it 
happen in Korea and Taiwan and not the 
Philippines?”

The explanation Lucas then provides 
for this remarkable economic diver-
gence is based on differential patterns 
of learning-by-doing and human capital 
accumulation related to openness. Hu-
man capital certainly accumulated a lot 

faster in Korea, but from our perspective 
Lucas’ discussion of what was different 
about Korea and the Philippines in 1960 
is very narrow. A huge unmentioned 
difference was that Korea was able to 
lay claim to a long history of central-
ized, bureaucratized state authority with 
a homogeneous national identity. The 
Philippines was not.

Though we often take for granted 
the existence of states with the capac-
ity to enforce law and order, regulate 
economic activity, and provide public 
goods like human capital, many states 
in less-developed parts of the world lack 
this capacity. The idea that such state 
capacity is vital for economic develop-
ment began to attract attention precisely 
as a consequence of analyses of the “East 
Asian Miracle” that puzzled Lucas. A se-
ries of books culminating in Evans (1995) 
argued that a key to the economic success 
of East Asian economies was that they all 
had states with a great deal of capacity. 
Others, such as Herbst (2000), linked the 
economic failure of African nations to 
their limited state capacity. 

Though such arguments are plau-
sible and consistent with a lot of historical 
and case-study evidence, there are large 

challenges to really pinpointing the role 
of state capacity in promoting economic 
development. State capacity is multi-di-
mensional: it involves the ability to estab-
lish a monopoly of violence, the ability 
to raise resources (fiscal capacity), and 
to implement policy (bureaucratic capac-
ity). We have few theories of how these 
co-vary or are determined and they may 
obviously be influenced by development 
or by other factors, such as the nature of 
society (think of homogeneous Korea). 
Thus there are problems of both reverse 
causality and endogeneity to be addressed 
before being able to say convincingly that 
state capacity does play a causal role in 
promoting economic development.

In Acemoglu, García-Jimeno, and 
Robinson (2014) we study the effect 
of state capacity of Colombian munici-
palities on public goods provision and 
development outcomes. We conceptual-
ize “state capacity” as the presence of 
state functionaries and agencies. This 
represents a central aspect of what Mann 
(1986) calls the “infrastructural power” 
of the state. Colombia provides an ideal 
laboratory for such an investigation for 
several reasons. Figure 1 shows that there 
is a wide diversity of development and 

continued on page 8 

Figure 1. Variation in prosperity
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public good outcomes across Colombian 
municipalities. The left panel shows 
the distribution of the proportion of the 
population above the poverty line (from 
the 2005 census) while the right panel 
shows average secondary school enroll-
ment over 1992-2002 (from the ministry 
of education). Both go from basically 
zero to 100%. 

Figure 2 shows that there are strong 
positive correlations between the total 
number of public employees, one of our 
basic measures of state capacity, and both 
of these development outcomes. This and 
all subsequent figures partial out the ef-
fect of current municipal population on 

state capacity and development outcomes 
to look at state capacity and development 
outcomes not predicted by population.

But is Figure 2 indicative of a causal 
relationship? To address this, we develop 
an identification strategy based on the 
history of Colombian state formation. 
In particular, we focus on the histori-
cal presence of colonial state officials, 
colonial state agencies, and the colonial 
“royal roads” network. This network has 
disappeared and thus provides an attrac-
tive source of variation in the historical 
presence of the state and the cost of build-
ing and expanding local state capacity 
(especially when we control for distance 

to current roads). Figure 3 gives some 
sense of the “first stage” relationship 
between one of our historical measures 
of state presence and contemporary state 
capacity. It shows there is a positive cor-
relation between the number of colonial 
state employees at the municipality level 
in 1794 and the same measure today. 
Since the state-building strategy of the 
colonial authorities was quite unrelated 
to subsequent republican state-building 
aims, this historical data creates an at-
tractive source of variation.

Yet reverse causality and omitted 
variables biases are not the only chal-

Acemoglu, Garcia-Jimeno, and Robinson Feature Essay...continued from page 7
Figure 2. Correlation between own local state capacity and development outcomes

continued on page 9 

Figure 3. Correlation between contemporary local state capacity and historical (1794) state presence
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lenges to estimating the impact of state 
capacity on development. This is because 
state capacity in one municipality likely 
has impacts on public goods provision 
and economic outcomes in neighboring 
municipalities. We expect (and empirical-
ly find) such neighborhood spillovers to 
be important. To illustrate this, Figure 4 
shows the relationship between the same 
two development outcomes we examined 
in Figures 1 and 2 and the average of the 
state capacity of neighboring municipali-
ties. These are strongly related.

These cross-municipality effects 
imply that building state capacity is a 
strategic choice for each municipality. If 
municipalities free-ride on their neigh-
bors’ investments, state capacity choices 
will be strategic substitutes. Conversely, 
if municipalities find it harder or less ben-
eficial to build state capacity when it is 
missing in their neighborhood, they will 
be strategic complements. We incorpo-
rate these strategic aspects by modeling 
the building of state capacity as a network 
game. We then estimate the parameters of 
this model, exploiting both the network 
structure and the exogenous sources of 
variation discussed above. 

Our benchmark estimates imply, for 
example, that moving all municipalities 
below median state capacity to the me-
dian will have a “partial equilibrium” 
direct effect (holding the level of state 

Acemoglu, Garcia-Jimeno, and Robinson Feature Essay...continued from page 8

capacity of all municipalities above the 
median constant) of reducing the median 
poverty rate by 3 percentage points, 
increasing the median coverage rate of 
public utilities (electricity, aqueduct, 
and sewage) by 4 percentage points, and 
increasing the median secondary school 
enrollment rate by 3 percentage points. 
About 57% of these impacts is due to a 
direct effect, while 43% is due to network 
spillovers. The “full equilibrium” effect 
is very different, however. Once we take 
into account the equilibrium responses to 
the initial changes in local state capacity 
in the network, median coverage rate of 
public utilities increases 10 percentage 
points, the median fraction of the popu-
lation in poverty falls by 11 percentage 
points, and median secondary school 
enrollment rates increase by over 26 
percentage points. These large impacts, 
which are entirely due to network effects, 
highlight not only the central role that 
state capacity plays in economic develop-
ment but also the importance of taking the 
full equilibrium effects into account.

All in all our results suggest that 
there are powerful causal effects of state 
capacity on economic development.
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Figure 4. Correlation between neighbor's local state capacity and development outcomes
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Feature Essay
Which Comes First in Development-State Capacity or Economic Growth?
Yuen Yuen Ang, University of Michigan

Does state capacity lead to markets or do 
markets lead to state capacity? This is a 
fundamental—and yet still poorly under-
stood—question in political economy. We 
all agree that late-developing economies 
require state capacity in order to promote 
markets. State capacity encompasses the 
capacity to formulate and implement co-
herent economic policies, collect taxes, 
redistribute resources, and obtain social 
compliance with state agendas. Yet most 
of us will agree that the acquisition of 
state capacity is also dependent on the 
level of economic wealth. Although poor 
countries would like to achieve state 
capacity, they are severely constrained 
when it comes to building effective 
bureaucracies, eradicating petty corrup-
tion, enforcing law and order, gathering 
information, and so forth. 

Despite the obvious reality that state 
capacity and economic growth are inex-
tricably intertwined, their endogenous 
relationship has been largely neglected. 
Instead, dominant theories posit that 
either effective governance or growth 
comes first in development. Aligned with 
modernization theory, some believe that 
wealth precedes state capacity, and good 
institutions like democratic mechanisms 
of accountability will blossom once so-
cieties become rich (Inglehart & Welzel, 
2005). Others, in particular the World 
Bank and Western policy-makers, assert 
that late developers must first establish 
the norms of good governance and rule 
of law (whatever it means) before they 
are capable of achieving growth (Kauf-
mann, Kraay, & Zoido-Lobatón, 1999). 
Following a path-dependent logic, a 
third school traces the origins of state 
capacity to colonial legacies (Acemoglu 
& Robinson, 2012; Kohli, 2004). This 
school argues that nations that currently 
boast stronger state capacity than others 
enjoyed better histories. 

A core limitation of the existing 
schools of thought is that each captures 

only one slice of the grand, dynamic pic-
ture of development. Indeed, increased 
levels of wealth will empower political 
and institutional change. Additionally, 
modern state capacities are necessary 
for capitalist markets to flourish. And 
yes, history may cast a long shadow on 
the present. However, those who argue 
that markets lead to state capacity do 
not specify the origins of markets. Those 
who point the causal arrow in the oppo-
site direction cannot explain how state 
capacities emerge. Finally, those who 
spotlight history verge on determinism 
and struggle to explain instances when 
societies radically break from their past 
and forge new paths—as vividly illus-
trated by China’s experience during the 
reform era. 

In my forthcoming book, How 
China Escaped the Poverty Trap, to be 
published by Cornell University Press 
(Cornell Studies in Political Economy), I 
propose a new way of thinking about the 
sources and dynamics of development—
one that views development as a funda-
mentally coevolutionary process. States 
and markets necessarily adapt to each 
other and coevolve. In different places 
and at different points in time, changes 
in market conditions push state reforms 
and vice versa in a coevolutionary causal 
chain. Once we place the coevolutionary 
relationship between state and market at 
the heart of our analysis, two new and 
challenging questions are raised: How ex-
actly does the economy and governance 
coevolve? What particular environmental 
features and strategies enable poor and 
backward societies to coevolve—in other 
words, to grow markets and to modernize 
governance simultaneously? 

China’s great transformation pres-
ents an important and particularly il-
luminating case to explore these central 
questions. As China specialists will 
readily attest, China did not “get gover-
nance right” in one bold sweep before 

achieving spectacular capitalist growth. 
Nor did Chinese reformers wait until 
there were sufficient financial resources 
before internally remolding the adminis-
tration. Many observers have described 
the Chinese state as remarkably adaptive 
and entrepreneurial. However, such abun-
dant descriptions of adaptability beg the 
question of why China appears to be ex-
ceptionally adaptive and why adaptation 
has worked so well, at least thus far. After 
all, the norm, especially in the developing 
world, is that governments either refuse 
or are unable to adapt. 

My book pursues two connected 
objectives. The first is to map the co-
evolution of the Chinese economy 
and its bureaucracy at the national and 
sub-national levels over three decades 
of reforms. State capacity encompasses 
multiple dimensions, and among them, I 
choose to focus on bureaucratic capac-
ity for a compelling reason. Capitalist 
markets can thrive in both authoritarian 
and democratic regimes, but they cer-
tainly cannot flourish in the presence of 
a patrimonial, corrupt bureaucracy that 
arbitrarily preys on business and that is 
incapable of executing state policies (Ev-
ans, 1995). By systematically mapping 
the changes that unfolded in the economy 
and the bureaucracy in different parts of 
China over the past decades, this exer-
cise reveals new insights that challenge 
conventional wisdoms. Two insights are 
highlighted below. 

1.  The package of institutions—both 
economic and bureaucratic—that 
propel early growth stages is quali-
tatively different from the standard 
package of good institutions that 
support mature capitalist markets. 
Acemoglu and Robinson are cor-
rect to argue that non-extractive 
and inclusive institutions, such as 
the formal protection of property 

continued on page 11
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dismissed as either backward or corrupt, 
we are unable to appreciate—much less 
activate—their developmental potential. 
In other words, how we interpret what 
people do is not a frivolous, low-stakes 
exercise of subjective judgment. Rather, 
it has significant theoretical and policy 
implications. 

The lessons of China’s escape from 
poverty have far-reaching relevance for 
other developing countries. They inform 
pressing challenges facing the United 
States to lift poor and weak states, such 
as Afghanistan, out of poverty traps. By 
recognizing the normative assumptions 
implicit in conventional wisdom and 
then setting these assumptions aside 
and by embracing development as a 
dynamic rather than as a linear process, 
there is much promise to innovate new 
and localized methods of promoting 
development. 
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rights and a level economic playing 
field, are conducive to development. 
But this is only the case during late 
growth stages. Whether in China, 
early modern Europe, or the United 
States, the take-off of development 
was propelled by institutions that 
we normally regard as backward or 
corrupt. 

2.  Political elites, whether at the na-
tional or sub-national levels, do not 
in fact have fixed preferences that we 
know a priori and from which we can 
infer predictable decisions. China’s 
national leaders often do not know 
what specific outcomes they envision 
or prefer, choosing instead to issue 
deliberately vague directives to local 
agents. Meanwhile, in the localities, 
the leaders’ particular preferences 
for types of economic policies and 
bureaucratic practices evolve over 
time in response to changing market 
conditions. The goals and prefer-
ences of elites are often altered by 
the unexpected consequences of 
their prior decisions. 

The coevolutionary paths of development 
revealed in my study trigger a deeper 
question: What are the environmental 
features in China that enabled a coevo-
lutionary process of radical change? 
How and by whom were these features 
created? I argue that China achieved 
its extraordinary makeover through an 
adaptive approach that I call directed 
improvisation. This system is distinct 
from “plan-ideology” under Mao and 
“plan-rationality” in the East Asian de-
velopmental states, labels employed by 
Chalmers Johnson (1982) to characterize 
the two contrasting political economies. 
In these archetypes, “plan” refers to the 
enactment of specific policies or institu-
tions believed to bring about national 
prosperity. In both instances, the state 
assumes it knows what will work. 

Under directed improvisation, the 
national government does not engineer 

specific planned outcomes, but instead 
it establishes a platform that empowers 
local agents to improvise solutions and 
to implement central goals according to 
changing and diverse circumstances. As 
suggested by complexity frameworks 
(Axelrod & Cohen, 1999), the creation of 
an effective platform involves addressing 
three generic problems of adaptation: 
how to influence the range of possible 
solutions (variation); how to clearly 
define and reward success among agents 
(selection); and how to turn inequality of 
resources across units into a collective 
advantage (niche creation). As I argue, 
the directed improvisation approach has 
not only enabled China to escape the 
poverty trap, but it has also produced 
a distinctively broad, bold, and uneven 
pattern of transformation, with conse-
quences that will reverberate well into 
the twenty-first century.

In combination, the insights in 
my book suggest an urgent need to re-
think some core assumptions that have 
guided both development theories and 
practices. For decades, building state 
capacity, or “getting governance right,” 
has meant replicating particular institu-
tional forms—primarily those found in 
capitalist democracies—that are believed 
to pave the way for markets: Weberian 
bureaucracies, impartial courts, formal 
protection of property rights, and so on. 
In contrast, my study calls attention to 
the creation of meta-institutions that 
foster adaptive processes, which in turn 
can produce diverse and changing insti-
tutional forms, whose exact shape cannot 
be fully predicted in advance. 

More specifically, my study under-
scores our gap in knowledge about the 
variety of institutions that can potentially 
kick-start development. These are quali-
tatively different from those institutions 
known to sustain development. Almost 
invariably, the former set of institutions 
builds on pre-existing informal and 
traditional practices, such as personal 
connections, clan-based ties, and reli-
gion. However, when these practices are 


