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~ ANALYTICAL INSTITUTIONAL ECONOMICS AND
RURAL DEVELOPMENT RESEARCH: OPPORTUNITIES FOR
| A NEw SYNERGISM .

Dur1ng the past five years, the popu]arity of the rura] deve]op-
ment movement.has waned consmderab]y. The reasons for d1m1n1shed RD
support among both pdb]ic officia1s and researchers ape numerous and
complex, but the failure to adequate]y incorporate 1nst1tut1ona1
» change into research on commun1ty resource allocation must be regarded
as one of the movement's major d1sappo1ntments.

The economfst's'traditional inclination to study'community decision4
making processes, g1ven a part1cu1ar 1pst1tut1ona1 setting, has resu1ted
in a wide var1ety of powerful, market 0r1ented econom1c tooTs be1ng
‘app1fed ﬁn‘RD research without much demonstratable evidence of success.
~Any recearchef who has attended e public forum on RD research results
uhderstands local citizens' frustrations with app1ied}economfc analyses
where'few; if any, paremeters can be manipu]ated in sopport of community
objectives.

A reorientation.of perspectives is needed'to bpidge.the gappbetWeen_"
the market-oriented approach to RD by most economists and the enphasis on
the economic-pasis of co]1ective'ection by ana]ytica]‘institutiopal econo-
mjsfs.' Both groups can make valuable contribufions to RD by syner%_
gizing fheif»respective,compentehcies'inifhe deveTopment»of a mope precise
fheory.of institutionél change. | | |

| 'THE LEGACY OF OVERSIMPLIFICATiON_'.‘
Rural development kesearch‘haseSUffered‘from the ineftfaoof paét ap-
: proaches to RD prob]ems Many of the initial perceptions of problems, end

',analyt1ca1 approaches to these prob]ems were o»ers1mp11f1cat1ons that have

too often become a part of the RD convent1ona1 wisdom.



The Prob]em of Rura] Outm1grat1on
Unfortunate]y, the pubTlicity that 1nf1uenced enactment of the
iRural Deve1opment Act of 1972 portrayed outm1grat1on and community de-
c11ne as the major prob]ems facing Rural America. Count1ess public
v'off1c1a]s 1nsmsted that outm1grat1on would have to be‘stopped or reversed
3 1f the quanty‘of Tife in rural areas was to he 1mpreved. Not only |
:hasvthe widsom df'that asseéementbqt prob1en briorities_been queetioned,
- but it detracted attention awaylfrom the more fundamental and ob-
'_‘stinate nreb1em of cnnflicts among .private and collective actions-in
small-area economiesi” ~ |
. White‘RD”effertsvwere-beiné orgénized to eope with rura1idec1ine;
ontmigrétion Was apparently~1ess seVere than the popu]ar impression
: A new study of nonmetropolitan popu]at1on patterns conc]udes that a
ma30r1ty of sma11 towns and cities were not 1os1ng popu]at1on dur1ng the
1950-1970 period (Fug1tt and Beale). Since 1970, metropo11tan popu]at1on
has-grown‘at a- s]dwer rate than nonmetro popnlation, Teading to enother
popu]ar, though overs1mp11f1ed, 1mpress1on of rural opt1m1sm and metro-
‘p011tan pessimism. |
‘The recent rever$a1 of migratinn rates in many rural arees has been

- due almost . ent1re1y to factors other than RD efforts. If increased
rural 1ndustr1a11zat1on and energy resource exp]o1tat1on had not occur-
red, a "stop outmmgrat1on p011cy would have further 1mpoverjshed rural
areas." Instead, a'simnlétinn étudy'of 17 pobu]ar RD etrétegies indi-
cate$ that_a“deSirab]e strategy. should be.mUItifaceted, inciuding a
~combination ot job creétion Tabor- foree.ernanéion and ‘improved resonrce‘h
.product1v1ty’and cap1ta1 utilization (Edwards and .DePass). Such a

strategy requires 'a major program to- deve]op alternative 1nst1tut1ona1

arrangements to assist where market processes have been unsuccessfu].



~ The Importance of Self-Interest -
 The shortcom1ngs of rura] deve1opment efforts seem espec1a11y acute
_'when compared w1th the contr1but1ons of economic research to commerc1a1

: agr1cu1ture But that compar1son however popu]ar, 1s not an approprxate"

L basis for eva]uat1on

E M1croeconom1c theory holds a . spec1a1 reverence for the assumpt1onu
;Athat people w1]1 pursue their se]f—1nterest In a market economy, self-
'interest is obvious?y a centra1 feature of the resourceva110cat10n pro-
dcess Beyond f1rm and househo]d un1ts, however, group action often super-
eisedes the ro]e of se]f—1nterest 1n connun1ty resource allocation processes.
The a1locat1on“of:pub11c.goods rajses probTems of freer1ders and tech— o
nicaTdextenna1itfes‘that are'beyond’the finm'or.hdusehdldfsucontrol.
Even the voting process'often7obseures ﬁndividuels' communi ty prefer-v"
encesyand permdts“or invites the intervention of boiitical institutions
~ that may d1scourage the 1nd1v1dua1 pursu1t of se1f—1nterest, to the
‘detrtment of commun1ty we1fare | . : |
"~ Rural. deveTopment research has been strong]y 1nf1uenced by the accom-vn
p11shments Tn,productjon-econom1cs Stud1es dealing w1th the opt1mum |
ASiZe of cities,fnegiona1-approximat1ons of f1rm growth mode1s, and the
demand for. pub]ic services are of 11mited va]dé if market-oniented\\-
,mode1s are used w1th ne prov1s1on for the' 1nf1uence of pubT;c goods

"ieffects It 1s not much comfort to off1c1als to 1earn that their town ,i

s either too smaT] or too Targe 1in terms of per capita pub11c service N

o _costs un]ess they have a method of compar1ng a?ternat1ve schemes to

ach1eve a size that meets the commun1ty s goa1s

INSTITUTIQNAL CHANGE AS AN ECONOMIC PROCESS



Criticism of the economist's fai]ure to 1ncorpofate institutional”
" change ihkthe econbmic ﬁrocess is not entirely fair. . The 1ongestahding.
p]ea‘for a thedry of inStitutiona]»change remains essentially unanswered,
: I would expeEt“socio1ogists to be leading the search for a concise theory,
butvrecent writings_by someiof their leading scholars offer ]1tt1e‘ 
entburagement (Bjau). Among'economjsts, the so-called "heo—institutiona]ists"
.are;hot much more advanced thanvthe.socio1dgists (Grunchy).
Davis_and North.haVe made a'valuable eontfibution to institutional
~ economics. The centra1 role of se]f—1nterest in their theory of 1nst1tut1ona1
change should he]p Just1fy the study of institutional change as an
economic process.  Their theory is c]ose]y re]ated to market activities
'ahd consequently may not attract much attentionlfrom non-econ0m1sts.
The challenge of research on 1nst1tutioha1 change is to deveTop-a
theory that applies to both market and non-market act1v1ty
lEconom1c Rat1ona11ty and the Institutional Setting
Hirschman's treatment of exit and voice offers aﬂunique approach to
the study of institutional change. Exiﬁffromva firm or organization is
viewed,as_a traditienal_economic‘process. .Fai1ure-te correct the cause
of exit u]timateiy-threatens the firm with extinction.  Voice consists
of efforts,tO‘modify:the fifm or organiiation without resorting to any-
thingbéo drastic as exit. Voice might be classified as a non-economic
activity, but‘I'regakd it as aetivityvtO' reduce uncerta{nty; extend or
modify property r1ghts, reduce or sh1ft .transaction costs and liabili-
ties; and acquire rents windfall ga1ns or other pecuniary or non- pecun1ary
benefits. | |
Voice'fa1ls within the‘scope of economic fationa]ity'since even ran-
dom or non-maximizing behavior ¢onfokms to basic econdmic theroms in

- response to changes in production and consumption'opportanity sets (Becker,
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- 1962). Voice‘is thus a part of- the institutionalizfng process, anf _”
éconqu¢ﬁproce$s whére'theV";.hsets_of‘okdered reiétjonéﬁip$ among'peop1e;
whﬁch define;their rights, expoSure to thé.rights offothers;'pkivi]eges,h_.
~and responsibilities" are modified.to pekmft new production and consump-
tion opportunities (Schmid, p. 893). vThis view of institutféna1iééfion,
rejects Georgescu-Roegen's arguement that economics is nbt'a.%heoretica1
science because the content of its fundamental principles'is determined
‘by" the institutional setting (Geokgescu-R;)egen, p. 324). )
The New Consumer Economics . |

’The notién of ?non-economic".activity has been .revised by the works :
of Becker and Lancaster on the economics of time. Any activity requires'
an'él}0cation_of time, which has an\Oprrtunity;cost in 'some other use.
Such "non-economic" institutions as the famf]y'résu1t from the allocation
of time to maintain and enforce its working rules. The willingness of
vsociety to a11ocate‘time for such ﬁurposes ultimately reflects part of the
" social value of that institution. | | | '

‘The noh?pecuniary nature of many activities does'not justify class-
ifying them as non-economic. The task of measuring time costs (value) is
formidable, but it promises to explain, in economic'tgrms, why actions are
takén to create, modify,-or abanden institutions. |
Iﬁ?ofmétion = |

Members of “institutions or social movements. frequently have to in-
‘fluence‘some‘other institution or indfvidua1 in order to successfully
establish working rules (Breton and Breton; Goldberg). Thevcréation of
influence involves not only time, but tﬁe-prbduction and distribution of
specﬁa1'types.of information which is a]]ocated'acéordingfto 1ts"margina1

\

value and marginal cost.
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~ The cost of infdrmation is therefore an indirect measure of the.value
that»membere qf an institution bTace upon either perserving it in its
‘present_efate or modifyfng the.working ruTeS'to enjpy new proddction or
~consumption bppektunities. Lobbyihg efforts by the National Rifle Association
against ahti—firearm Taws‘is an ampTe,demonstratien of the great value its
) members place on the right to own.firearms, | “
The Bureaucratic Perspective
| 'Organizations form to gain the benefite of co]Tective action, The
;bureaucfacy, eeﬁtrary te itS-popuTar'TMége of inefficTehcy, is highly
~efficient at-protectihg itself from budget .cuts (dens'and Niskanen).
Government bureaUCracies are particuTarTy adept at Tobbying.to”k
berserve.their organizations' missions and their members' jobs. The
bureaucretfs resistance to funding cuts is an economic action guided by
'seTF-interest, but it often results in poTiticaT institutions-being »
preTonged afteruthey cease to serve a usefuT public purpose. The poTiticaT '
“ institutions that have been created to support rural deVeTopment are thus
- likely to drift into obso]escénce as the bureaucracy's eohtroT'and in=
‘fluence growseand emerge as impediments fo furtherrprogress; ‘
| | AN INSTITUTIONAL RESEARCH AGENDAVFOR RURAL DEVELOPMENT
Among the many institutional problems that merit.the attention of
nuraT development fesearcheks, I choose to emphasize those that‘pertain
tb boTiticaT'institutions created to support rdra]-deve]opment. ‘The
‘premfses‘that were cited to justify the creetioﬁ of new laws need careful”
examination to determine whether they afé sti]]gvaTid. The role of
- interest groups inelobbying for or aéainst RD’TegisTation should be

examined to estimate the value of their efforts'to change the working
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rules. The bureaucracies administering fhe new laws should be scrutinized
for evidence of atrophy‘and obsolescence of mission.
Area'Planningvénd,Development Districts
‘ 'Mu1t1couﬁty planning districts have been created under the‘provisions
of the Office of Management and Budget'é Circular A-95. The districts
wére created to-céordinateathe flow of federal funds and Fendertfech-
nical economic planning assistance fo each mémber city -and county.

Serious doubts are now being raised about_the-organizationa]v B
‘structure of the districfs. Researcﬁ is neededbcn the extent to which
the district'bureaucrécies cooperate with other agencies to benefit
their members. How effective are the members of their boards of
dfrectors.fn guiding the districts to accomplish community goals?
‘Health Servfce Areas | | | |

The Nationaj-Hea]th‘Plannihg and Resources Development Act of 1974
}established multicounty health éervicé planning areas to coordinate
- the flow of federal funds to improve health servicesband to coordinaté
the construction of all new health care»faciTities that are intended
to serve patients enrqlled in'federal health insurance programs. The
health service areas (HSA's) are designed to form functional health
service areés. What methods weré'used to select the counties in each
“HSA? whét inieresf groups attempt to influence the HSA's funding_;
_decisiohs and to what extent have they been successful?

The most fundamentaT'research:qUestion on H§A's concerns their
impact Qn the_individua1 pursuit‘of_se]f-interest-to maintain adeqqate
‘,health»care; How~w1]1‘v01untary associations and activities be affected
- by the HSA's decisions on whether new facilities can be.construéted;

even if a community rdiSes the funds sb]e]y‘thebugh’v01untary'contributions?



 Title V. Research | | o
Title V of the Rural Development Act of 1972 prov1des for federal
funding of rural deve]opment research. Atvleast two aspects of the law

~ should be studied from an institutiona]'perspectivé;} First; the Taw

requires evaluation of each Title V»réseérch'pkdject-td determine its - -

| effectivehess, Since eva]uation is hormé?]y conducted by the'project'é
réséarchers, theré‘is amp]e‘opportdnity‘to kepeat’ohe of fhe mistakes_zv
that has sparked intense critizismzof the;agriéu]tuka1.reééarchAestabf .
 i1$hment,“ié;, pfbducihg,triviaf‘reSearCh results beCéQSe trivial-
problems weré propdséd for investigation. The eva1uaticn process
should be‘studiéd tq Tearn how rigorously and objectively it is con-
ducted. The effect of evaluation on research perfbrmantévshould be :
1 analyzed td determine if néw éva1uatioh.schemes‘are needed to,étim-"
ulate mofe riéqrous reseérch‘and mOre chailenging réseérch prongm$.

Anbther feature of Title V that merits scrutiny is thg ro1e that

. state rural development boards play in setting research priorities and

| determininélwho does the research. Are prbjects apbrdved in a manner
that ehcourages}IOWffisk research that hés a correspondingly Tow value?
Should competitibn fOr’funding be opened to other reseafch Qrganizations
.Aoﬁtside the }1and grant;1890 school group, sUch.asfthé néw]y férmed
Natiqna]:Rurai Center? - | v
- | COACLUDING COMMENTS -

Most of the RD research has had a strong emp1r1ca1 or1entat1on
Unt11 fund1ng is available to prov1de 1ncent1ves.for more basic research -
on thé(eéohémiés df 1nst1tutiona]fzation,°most}6f the app]ied'résearch.
will have é ]imited péyoff The app11cat10n of market models to .

' community resource allocation prob]ems often obscures the impact of



collective action. Moré emhhasiS~shou1d be placed on deve1oping a
thebry of {nstitutional change that reconciles fhe market ecbnomist's
;perspective with that of the inétitutiona] economist. Unfortunate1y;
far too many‘economists accept the rather obsequious notion that
institutiona1‘change is an essence of the invisib]e‘Hahd's work
and therefore 1nappropr1ate for further 1nvest1gat1on

Se1f-1nterest may not insure a Pareto -relevant so1ut1on but 1t
“certainly should not.be discouraged. ,Thevana1yt1ca1 1nst1tut1ona1
;vecohomigf can make a‘va1Uab1e'contr1bution to RD research efforts by
studying the extent to which politiCal.1nstitutions thét were designed
to support RD efforts are»encouraging-Se]ffinitiative.and experiment- -
atjonvwith new organizational arrangements.  In this context, the
accompfishments in environmental economics toward creating new
institutions can make valuable contributions to othervareas 6f RD
research. | | | | ‘ |

Finé11y,’the‘institutiona1 arrangements that have supported RD
efforts need to be continuously evaluated for possible 1mprovement;'
Agricu1tur§1 economists have a rich tradition of offering‘a]ternative'v
insfituitiona] arrangements in commercial agricultural po]icy.‘ The
chaTiénges,of institutional research will hobefu]ly stimulate that

same tradition in rural development research.

*Larry C. Morgan, AssistantvProfessor, Texas A&M Univérsity
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