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8 Introduction: An Archaeology of Institutions

the matter lies in what was said above on disequilibrium: the pace of
change.

4 The Methodology: Opening the Black Box

How can we study the workings of institutions in their context? To address
this question, this section lays out the foundations for a methodology to
study institutional function and credibility. In so doing, it begins by clarify-
ing the discourse and phraseology toward which the methodology aims to
move. Subsequently, the methodology is discussed in terms of its object of
study, the nature of research, data sources, scales and dimensions, and
measurement.

4.1 A Short Dictionary of Neo-Liberal Terminology

The methodological implications of the expounded postulates above
include a first critical step to consider vocabulary. So often, the devil is
in the details, and careful wording is inevitable in avoiding confusion.
Perhaps even more so, as the neo-liberal, neo-classical paradigm — in the
efforts to reinvent and reinvigorate itself — paradoxically incorporates
concepts diametrically opposed to its own constitutive postulates (for
instance, endogeneity and context-specificity). For this reason, some of
the vocabulary and terminology of the mainstream paradigm that the
analysis of institutional function may seek to avoid is described below
(see Boxes I.1, 2, and 3).

4.2 The Object

For the neo-liberally, neo-classically trained scholar, opening the black
box of institutions is like unlocking Pandora’s Box. It opens a gateway to
an academic purgatory of uncertainty, unpredictability, and imbalance.
It undermines a positivistic endeavor at grand theory that can be
employed without having to know much about the contexts in which it
is applied, regardless of whether that is India or Iceland, Brazil or Burkina
Faso. It is why concepts such as “functional equivalents” or “second-
best” are popular, as they allow for easy categorization and reveal the
unknown.

This is not so for credibility and institutional function — concepts that
concentrate on the institutions in their environments over time and space,
extending to the macro and the micro. As stated previously, such a multi-
dimensional, multi-scalar effort can only work when we limit the object of
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4 The Methodology: Opening the Black Box 9

Box 1.1 Efficiency

Noun (1'fif.on.si UK/US)
1. Ratio of output to input of any system
2. Skill in avoiding wasted time and effort

(Antonyms: stagnation, blockage, inefficiency)

EXAMPLE

“Profit-making private enterprises remained small and ephemeral,
hindering the formation of stable coalitions capable of bargaining
with the state. (...) The consequent organizational stagnation
turned into a huge handicap for the region because the efficient
exploitation of modern technologies required large and perpetual
companies, which could not be founded under Islamic law.”
(Kuran 2012:1086 and 1094)

EXPLANATION

The Credibility Thesis disagrees with this view, as it posits that
persisting institutions perform a function and are thus credible. It is
why the thesis cautions against precipitous institutional interven-
tion in apparent situations of “economic inefficiency,” “authoritar-
ianism,” “non-transparency,” and “exploitation,” even though
these may contradict Western norms and values of “free markets,”
“good governance,” “democracy,” and “civil society.” Credibility
neither passes moral judgment nor intends to justify or conserve an
institutional status quo. In contrast, it aims to explain why devel-
opment interventions, procedures, and codes that strive to remedy
human rights abuse, labor exploitation, or forced evictions get
stuck in institutional minefields even when done with the best of
intentions.

study — hence, the need to focus on the institution and, particularly,
a single institution. For our purposes, an institution can be best defined
as “a ser of endogenously shaped, context-determined social rules.”

It is significant to recognize that an institution is regarded as a “set of
rules” or, otherwise stated, a series of rules. Thus, for example, a customary
rule that commuters in the Beijing subway should stand on the left side of
the escalator and walk on the right side if they are in a hurry is, therefore,
not perceived as an institution. Contrarily, rural sharecropping or a federal
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Box 1.2 Causality

Noun (ko:'zeel.1.ti UK, ka:'zel.a.ti US)
1. The concept that there is a cause for all that happens
2. The agency of a cause; the action of a cause in producing its effect

Note: Often used in combination with terms related to intention-
ality and externality, such as to devise, design, restructure, or
stimulate.

EXAMPLE

“Institutions are causal in the sense that a poor country that is able
to revise the rules of the game in the direction of strengthening the
property rights of entrepreneurs and investors is likely to experience
a lasting increase in its productive capacity.” (Rodrik 2004:1)

EXPLANATION

The Credibility Thesis would not mention agency — whether that is
the state or any other actor — that could “revise” institutions to
“strengthen property rights,” as credibility by definition precludes
intentionality while including interaction (not causality). Stated
differently, through the multitudinous interactions of intentional
actors, institutions emerge endogenously and unintentionally.
Thus, the example above would probably be rendered as
“Institutions are nteractive and endogenous in the sense that
a developing country can only hope to strengthen property rights
of entrepreneurs and investors inasmuch as these newly desired
institutions are perceived as credible by actors on the ground.”

reserve can be considered as institutions in that they represent a ser of
rules on how, respectively, peasants minimize environmental and
socio-economic risk in collaborative agricultural production and how
financial markets are to be regulated through interest rates, credit flows,
and monetary supply. In addition, their operations are also guided
through (written and unwritten) internal rules, varying from commu-
nication, membership, allocation, and penalty.

It is also vital to see that an institution is endogenously shaped and
being shaped by different stakeholders. Thus, the institution emerges as
the spontaneously ordered interaction of different interest groups.
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4 The Methodology: Opening the Black Box 11

Box 1.3 Equilibrium

Noun (i:.kwi'lib.ri.om UK, ek.wI-US). Slightly formal.

1. Equality of weight or force

2. A state of rest or stability produced by the mutual counteraction of two
or more forces

EXAMPLE

“[S]ocial norms, political states, economic contracts, and organiza-
tional architecture may potentially evolve respectively as multiple
equilibria,” while institutions are “an endogenous equilibrium out-
come of the game.” (Aoki 2007:2 and 6, italics added)

EXPLANATION

The Credibility Thesis adheres to the notion of Dynamic
Disequilibrium as driving institutional change at alternating speeds
of change that, in its continuous movement, evades immediate
breakdown or disintegration. This implies that equilibrium, regard-
less of whether seen as dynamic, punctuated, or even endogenous
equilibrium, is rejected as an explanatory notion, but seen instead as
conceptual variations within a similar paradigm.

The institutional arrangements that shared tenancy and the Federal Reserve
represent not only bind their leadership and members together, but are also
simultaneously the outcome of the interaction with other political, eco-
nomic, and societal stakeholders. It is what credibility signifies, as the
reflection of actors’ aggregate perceptions of an institution as a common
arrangement. From this, it logically follows that the question of “whose
credibility” is not so much of interest for its divergences per interest group —
as their perceptions obviously may vary — but from the vantage point of an
accumulative outcome. Ergo, the credibility of shared tenancy and the
Federal Reserve is not gauged by merely asking respondents on the (village
and city) street, but by probing respondents’ perceptions from al/ of the
interest groups that are bound by its rules and, from it, hermeneutically
reading what its perceived workings are at that aggregate level.

Defined along the lines above, a formal law or right of ownership is an
institution inasmuch as informal, customary law regarding forest, fish-
eries, or mining may be considered an institution. In addition, one should
be reminded that terms such as “contract” or “ownership” frequently
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refer to (Western) conceptualizations of how institutions should appear
based on certain axioms or political considerations.'*

4.3 The Process

Opening the black box of institutions is never easy, as it takes time and
effort. Understanding the workings of institutions is not equal to merely
stating that, for instance, village meetings have a role in community
forestry, banks have a role in fueling speculation, or informal settlements
fulfill a function in social security. An institution’s function does not exist
as an a prior: truth, but as a phenomenological interpretation to be
made only after one has studied it in depth. It is because institutions
only “exist in a language shared by some community of individuals rather
than as the physical parts of some external environment” (Kiser and
Ostrom 1982:179). This interpretative exercise can be performed induc-
tively and deductively in a reiterative process in which empirics and
praxis, hypothesis and theory, definition and interpretation uninterrupt-
edly interact and alternate. It is an open, ever-renewed process that can
produce different and often contradictory results, and that, when care-
fully followed, is likely to disorient (see circular arrow in Figure 1.2).

4.4 The Sources

Contradictory data are the outcome of actors’ conflicting interests and the
differences in perceptions at different aggregate levels. For the reasons
above, the “multi-angulation” of information (MA, see Figure 1.2), for
that matter, is vital to enhancing the reiterative process of interpretation.
At the same time, one needs to cluster and interpret data according to
interest groups (state, corporate, non-governmental, societal) and the
level of analysis (micro/macro) from which information was gathered, as
that may possibly aid in accounting for encountered contradictions.
Multi-angulation also implies the use of multiple sources such as
government documents, parliamentary minutes, and legal interpretations
(legal-political sources); unwritten, customary, and formal bureaucratic
rules (cultural-organizational sources); market regulations and (informal)
contracts (economic sources); or perceptions and attitudes (socio-
psychological sources). These multiple sources can be divided into

4 For instance, classical legal-anthropological studies have demonstrated how Western
norms and values define the concept of ownership and how ownership may be concep-
tualized differently in other cultures and societies (Van Vollenhoven 1909; Sonius 1963;
Von Benda-Beckman 1979).
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quantitative information (QT) gathered through surveys, big data mining,
government or enterprise statistics, and qualitative data (QL) gathered
through interviews, participatory observation, focus groups, literature,
and archival research.

4.5 Scales: Time, Level, and Space

Change is in essence a process in which a situation or an entity shifts from
one into the other. The study of institutional change is thus one over rime,
by which the institution and its effects are described and analyzed at
multiple time-points (depicted in Figure 1.2 as t;, t, .).*> One should
be reminded, however, that institutions as they are endogenously shaped
through actors’ intentions, actions, and interactions never emerge over-
night, but are formed through a long, evolutionary process in which
a half-century can, in fact, be considered momentary. This entails that
the timescale of analysis should be stipulated as being long as possible.
For instance, detailed study of the Chinese cadaster (or land registry) not
only demonstrates that the state’s intentions never came to fruition, it also
demonstrates that its institutional change can be traced back to close to
100 years ago.'® Similarly, irrespective of whether one examines the
institutional development underlying the Indian Constitution or suffrage
in the United States, one will see long, protracted processes of endogen-
ous change (Austin 2000; Keyssar 2000).

In a fully controlled, ideal-type research environment, the change of
a particular institution can presumably be followed by conducting
a survey and interviews of actors’ perceptions of that institution at t;,
while following up with a survey and interviews with the same represen-
tative panel of respondents at t, (e.g., 25 years later). However, economy
and society are not laboratories with controlled conditions, and there
will be issues of data availability, due to the logistics and resources that
such an operation requires. Apart from openly acknowledging that one
misses data (which might be a virtue in itself), another option would be to
compensate while ensuring that the alternative data are valid replace-
ments. Suppose we have quantitative data at t, (e.g., frequencies of
investors who prefer to purchase housing without legal title in 2015) but
lack those at t; (same data but for 2000). We can then attempt to
probe respondents’ recollection of experiences at t;, with the caveat that

15 See also Hodgson (2001) thorough analysis of the neglect of time in mainstream

economics.
16 As described in Chapter 1.
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human memory has its own limitations as a tool for generating data
(Tulving and Craik 2000).

Against this backdrop, another important tool in studying institu-
tional function is that over space (“place” depicted as py, p2 .. n In
Figure 1.2). In this case, the missing data at t; are counterbalanced by
conducting the survey and interviews at t, in different locations p; and
P2, hypothesized to represent the conditions at t; and t,. Let us assume
that the percentage of agricultural labor to the total population is of
influence on actors’ aggregate perception of land-based institutions
as a means of social security rather than as means for commodity
transactions. Due to industrialization and urbanization, that percentage
decreases over time, as surplus agricultural labor is transferred to indus-
tries and the services sector in a Lewisian fashion — a process that can
take many decades to take effect (Stevens and Jabara 1988). This
temporal development could be modeled by conducting a survey and
interviews in location p; with a labor proportion similar to what may
be present at t; (e.g., 90 percent working in agriculture), while doing
the same survey and interviews in location p, with conditions represen-
tative for t, (e.g., 30 percent).

Finally, there is the level of analysis (micro/macro). As stated above, the
perceived function of institutions as common arrangements matters at an
aggregate level. Thus, when analyzing an institution, it is important to
distinguish the level wherein one intends to make an interpretation.
The question of whose credibility is thus not so much a matter of the interest
group but much more one of the level. Let us continue with the example
from above.

The perception of informal, communal land-based institutions as
a credible institutional arrangement can differ per city and per village.
This could imply that land performs different functions at the aggregate
village and city levels, varying from social welfare in agriculture-dependent
locations to a commodity in services- and industry-dependent locations.
However, taken to a higher aggregate level (e.g., the national level), it may
be substantiated that, in the majority of locations, such institutions are
perceived as credible. This may lead to the conclusion that, at a higher
aggregate level, informal, communal institutions also perform a function
in contrast to titled and privatized institutions.

Shifting between the levels of analysis can also be important in dealing
with missing data over time. Suppose we strive to describe the trajectory
of privatization of financial institutions over time. However, we only
dispose of qualitative data at t, (e.g., parliamentary discussions in 2015
regarding intentions to privatize banks or irrigation systems), but lack
those at t; (similar data but from 1995). It is then feasible to shift to
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another analytical level (e.g., from national to provincial). Through his-
torical research, we could possibly find archival records that detail pro-
vincial governments’ intentions about this issue that could be aggregated
to compensate for or complement the lacking macro-level data at t;.
In summary, the study of institutional credibility and function propagates
a fluid approach in which different analytical levels are combined in lieu
of adhering to a more fixed macro- or micro-level study.'”

4.6 The Measurement

If institutions and their workings exist only as an interpretation, how
can we know them? We might achieve this by using proxies, i.e., assessing
their level of credibility, conceptualized as a theoretical continuum that
varies between “fully” or “partially credible” to “non-credible,” or even
“empty institutions, ” which exist on government, non-governmental, or
firm paper only. Thus, for instance, if informal housing is perceived as
having some level of credibility, it can be regarded as performing a certain
function as opposed to that of registered housing, as an institutional
arrangement, or vice versa.

A first important indicator of credibility is conflict, which can be
defined in social, economic, and environmental terms.'® This indicator
can be divided into, at least, seven dimensions: i) source, or cause of the
conflict; ii) frequency, or its incidence in a given period; iii) outcome (e.g.,
solved/unsolved); iv) timing (when it occurred); v) intensity (i.e., eco-
nomic or social costs); vi) length (e.g., expressed in weeks or months);
and vii) nature of the conflict (violent/peaceful).

A second crucial indicator for assessing institutional credibility is
through the perceptions of actors’ property rights, which are considered
as rights to a certain benefit. This encompasses the modes of production
and beyond. That is, it is irrelevant whether property rights pertain to
aright of access to the benefit(s) of housing and land; others’ or one’s own
labor; companies, banks, and machinery; technologies, such as genetic
engineering and ICT; or transportation, communication, and energy
infrastructures. The critical dimensions along which the credibility of
these property rights can be assessed can be condensed into the FAT
Institutional Framework (see Figure 1.1), or the study of “The Formal,”
“The Actual,” and “The Targeted.” These dimensions can be condensed
in the questions:

17 For more information on levels of analysis, see Alexander et al. (1987).
18 Whereby, as stated above, it is not assumed that a credible situation is equal to
no-conflict, and a non-credible to total conflict.
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What property
rights would one
desire?

e The Actual

Actual: What
property rights
does one have?

What property
rights should one
enjoy?

*The
Targeted

Figure 1.1 The FAT institutional framework
Source: Illustrated by author

* Formal: What property rights should one enjoy? (e.g., what rights have
been officially accorded?)*®

* Actual: What property rights does one have? (e.g., what rights are
enjoyed in practice?)

» Targeted: What property rights would one lLike? (e.g., what rights are
believed to be in need of strengthening or improvement?)

A third and final indicator of credibility is the relative speed of institu-
tional change (see also Figure 4.1 in Chapter 4). This is probably the most
elusive and difficult indicator to assess, requiring the minute description
of a given institutional constellation, which like the previous two indica-
tors, can be done over time and space. Pending future research, another
possible approach to this indicator is through the use of models that
mimic actors’ interactions, such as possible in Agent-Based Modeling
or Serious Gaming (see Conclusion, Section 3.6).

Based on all of the above, the entire research process and methodology
on institutional function and credibility can be visualized in Figure 1.2
below. For applications of the methodology, see, for instance, Chapter 3
and Chapter 4.

5 The Chapters: Applying Institutional Function
and Credibility

Apart from the introduction and conclusion, the monograph consists
of seven chapters. As stated above, the book intends to provide an
alternative theory and methodology while furnishing the empirical
evidence to substantiate this theory. To achieve these objectives and
do so as thoroughly and systematically as possible, each single chapter

19 Formal meaning extending beyond the legal and statutory.



