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Europas nationer har genomgatt stora fordndringar sedan
borjan av 1980-talet, inte minst géller det hur deras insti-
tutioner har utvecklats. Med institutioner avser vi framst
rattsliga och politiska regelverk och deras uppritthallande,
liksom viktiga delar av den ekonomiska politiken. Forand-
ringen dr mest uppenbar i de lander som har dvergatt fran
kommunism till demokrati och marknadsekonomi, men
manga andra lander har ocksa reformerat sina system. Det-
ta sétter fokus pé den viktiga fragan om vilka effekterna av
dessa institutionella fordandringar har varit pa ekonomisk
tillvaxt.

Det finns en omfattande litteratur som dokumenterar att
institutioner ar viktiga for tillvaxt. Tidigare studier har
framst granskat institutioners kvalitet. Det gor vi ocksa,
men vi tittar &ven pa deras stabilitet som en separat faktor
av potentiell vikt. Genom att gora detta analyserar vi en
fundamental avvdgning, eller tradeoff, som inte har under-
sokts tidigare. For att forbéttra institutionell kvalitet maste
ett land genomga en serie institutionella fordndringar och
diarmed en period av institutionell instabilitet. Medan in-
stitutioner av hog kvalitet ar tillvixtbefrdmjande eftersom
de minskar osdkerhet och transaktionskostnader, och efter-
som de ger incitament som paverkar produktivt beteende,
ar tillvéxteffekterna av institutionell férdndring och insta-
bilitet teoretiskt oklara.

A ena sidan kan instabilitet som innefattar tillviixtviinliga
forandringar pa ldng sikt medfora vergangskostnader som
4r sa stora att de minskar tillviixt pa kort sikt. A andra sidan
kan status quo vara forenat med vad Mancur Olson kallade
institutionell skleros, och da kan institutionell fordndring
liksom instabilitet i sig ocksa ha positiva tillvéxteffekter,
genom att minska forekomsten av tillvixthimmande struk-
turer. Ndrmare bestdmt kan instabilitet underminera intres-
segrupper som &r intresserade av att tillforsdkra sig egna
forméaner och gora det svart for dem att upprétthalla sitt
inflytande 6ver den politiska processen.

For att studera denna fraga genomfor vi en empirisk analys
dar vi tittar pa hur tva faktorer paverkar tillvéxt: nivan pa
den institutionella kvaliteten, a ena sidan, och institutionell
instabilitet, & den andra. Vi gor detta med data for 35 lander
(EU-27, sju andra europeiska ldnder samt Israel). Genom
principalfaktoranalys kan vi konstruera matt pa institutio-
nell kvalitet och instabilitet fran det politiska riskindex
som International Country Risk Guide publicerar. Genom
var analys, som anvénder sig av paneldata for perioden
1984-2009, finner vi att politikens kvalitet (vilket framst
avser regeringsforméga, gynnsamma socioeckonomiska
forhallanden, ett starkt investeringsklimat och demokra-
tiskt ansvarsutkrdvande) stimulerar tillvéxten. Viktigt att
notera ar att vi ocksa finner att tillvixteffekten av att for-
battra kvaliteten i politiken blir starkare ju storre instabi-
liteten i politiken dr. Aven i en miljé med instabil politik
ar ytterligare forbattringar, &ven om de okar instabiliteten,
bra for tillviaxten. Detta resultat aterspeglar andra resultat
rorande trenderna i politikens kvalitet: att fordndringar i
politikens kvalitet pa medellang och lang sikt har liknande
tillviaxteffekter oavsett om de infors gradvis eller som ett
resultat av big bang-forandringar.

Som kontrast till detta finner vi att kvaliteten pa de ratts-
liga institutionerna &r negativt relaterade till tillvéxt pa ett
statistiskt signifikant sétt ndr de institutionerna ar sarskilt
stabila. Vi noterar att flera visteuropeiska ldnder har sta-
bilitetsnivaer dér institutionerna blir tillvaxtsdnkande pa
medellang sikt. Detta resultat dr forenligt med Mancur
Olsons klarldggande att mycket hdg stabilitet och insti-
tutionell skleros kan mdjliggora for sérintressen att utdva
och forstérka sitt inflytande till 1aga transaktionskostnader.
Darfor kan institutionell instabilitet vara gynnsam for till-
véixten genom att fordndra maktbalansen och dirigenom
forhindra eller ta bort institutionell skleros.

Sammanfattningsvis indikerar vara resultat att fordelarna
for europeiska lander av flexibilitet nir det géller institu-
tionernas utformning overviger de kostnader som ligre
forutsdgbarhet medfor.
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The nations of Europe have undergone major changes sin-
ce the early 1980s, not least in how their institutions have
developed. By institutions, we primarily mean the legal
and political rules and their enforcement as well as impor-
tant economic policies. The change is most obvious in the
countries that transitioned from communism to democracy
and market economies, but most other countries have re-
formed their systems as well. This brings to the forefront
the important question of the effects of these institutional
changes on economic growth.

There is a large literature that documents the importance of
institutions for growth. Previous studies have focused on
the quality of institutions: we do that as well but add their
stability as a separate factor of potential importance. By
doing this, we analyse a fundamental trade-off not previo-
usly examined. To improve institutional quality, a country
must go through a series of institutional changes and the-
reby a period of institutional instability. While high-quali-
ty institutions are growth enhancing because they reduce
uncertainty and transaction costs, and entail incentives for
productive behaviour, the growth effects of institutional
change and instability are theoretically ambiguous.

On one hand, instability that entails change conducive to
growth in the long run may come with transitional costs of
a size that hampers growth in the short run. On the other
hand, if the status quo is associated with what Mancur Ol-
son called institutional sclerosis, institutional change as
well as instability per se may also have positive effects on
growth, by doing away with growth-hampering structu-
res. More specifically, instability can undermine interest
groups that are interested in securing favours for themsel-
ves and make it difficult for them to sustain their influence
over the political process.

To study this issue, we conduct an empirical analysis in
which we look at how two factors affect growth: the level

of institutional quality and institutional instability. We do
this for a sample of 35 European countries (the EU-27, se-
ven other European countries plus Israel). Using principal
factors analysis, we construct measures of institutional qu-
ality and instability from the political risk index of the In-
ternational Country Risk Guide. Our analysis, employing
panel data covering the period 1984-2009, suggests that
the quality of policy (which primarily encompasses go-
vernment stability, favourable socioeconomic conditions, a
strong investment climate and democratic accountability)
is growth promoting. Importantly, we find that the growth
effect of improving policy quality increases in policy in-
stability. Even in a setting with unstable policy, further
improvements, even if increasing instability, are good for
growth. This result reflects other findings pertaining to
trends in policy quality: changes in policy quality in the
medium as well as the longer run have similar effects re-
gardless of whether they are gradually implemented or are
the result of big-bang changes.

By contrast, we find that the quality of legal institutions
is actually significantly negatively associated with growth
when those institutions are particularly stable. We note that
several western European countries have levels of stabi-
lity where such institutions become harmful in the medi-
um run. This result is thus consistent with Olson’s concern
about excessive stability and institutional sclerosis, as ex-
cessively stable institutions allow special interests to exert
and solidify their influence at low transaction costs. Thus,
institutional instability could be beneficial for growth by
changing the balance of power, thereby preventing or re-
moving institutional sclerosis.

Overall, the results suggest that for European countries, the
benefits of flexibility in the institutional framework domi-
nate the costs in terms of a loss of predictability.
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