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V1. Concluding Remarks

Many economists and social scientists be-
lieve that differences in institutions and state
policies are at the root of large differences in
income per capita across countries. There is
littde agreement, however, about wh_at deter-
mines institutions and government attitudes to-
wards economic progress, making it difﬁcglt to
isolaté exogenous sources of variation in insti-
tutions to estimate their effect on performance.
In this paper we argued that differences in co-
lonial experience could be a source of exoge-
nous differences in institutions.

Qur argument rests on the following pre-
mises: (1) Europeans adopted very d.lffcrcnt. col-
onization strategies, with different associated
institutions. In one extreme, as in the case of the
United States, Australia, and New Zealand, they
went and settled in the colonies and set up
institutions that enforced the rule of law and
encouraged investment. In the other extreme, as
in the Congo or the Gold Coast, they set up
extractive states with the intention of transfer-
ring resources rapidly to the metropole. These
institutions were detrimental to investment and
economic progress. (2) The colonization strat-
egy was in part determined by the feasibility of
European settiement. In places where Europe-
ans faced very high mortality rates, they could

not go and settle, and they were more likely to
set up extractive states. (3) Finally, we argue
that these early institutions persisted to the
present. Determinants of whether Europeans
could go and settle in the colonjcs. therefore,
have an important effect on institutions today.
We exploit these differences as a source of
exogenous variation to estimate the impact of
institutions on economic performance. .

There is a high correlation between mortality
rates faced by soldiers, bishops, and sailors in
the colonies and European settlements; between
European settlements and early measures of in-
stitutions; and between early institutions and
institutions today. We estimate large effects of
institutions on income per capita using this
souce of variation. We also document that this
relationship is not driven by outliers, and is
robust to controlling for latitude, climate, cur-
rent disease environment, religion, natural
resources, soil quality, ethnolinguistic fragmen-
tation, and current racial composition.

It is useful to point out that our findings do
not imply that institutions today are predeter-
mined by colonial policies and cannot be
changed. We emphasize colonial experience as
one of the many factors affecting institutions.
Since mortality rates faced by settlers are argu-
ably exogenous, they are useful as an instru-
ment to isolate the effect of institutions on
performance. In fact, our reading is that these
results suggest substantial economic gains from
improving institutions, for example as in the
case of Japan during the Meiji Restoration or
South Korea during the 1960’s. .

There are many questions that our analysis
does not address. Institutions are treated largely
as a “black box”: The results indicate that re-
ducing expropriation risk (or imgmving other
aspects of the “cluster of institutions™) woslld
result in significant gains in income per capita,
but do not point out what concrete steps w_ould
lead to an improvement. in these institutions.
Institutional features, such as expropriation risk,
property rights enforcement, of rule of !a_w.
should probably be interpreted as an equilib-
Hum outcome, related to some more funda-
mental “institutions,” €.g., presidential versus
parliamentary system, which can be changed
‘directly. A more detailed analysis of the effect
of more fundamental institutions on property
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AppeNpIX TABLE Al: DaTA DESCRIPTIONS AND SOURCES

Log GDP per caplts, 1975 and 1995; Purchasing Power Parity Basis, from World Bank, World Development Indicators,

CD-Rom, 1999.

Log output per worker, 1988: As used in Hall and Jon2s (1999), from www.stanford.edu/~chadj.

Aversge protection against expropriation risk, 1985-1995: Risk of expropriation of private foreign investment by

government, from 0 to 10, where a higher score means less risk. Mcan value for all years from 1985 to 1995. This data

was previously used by Knack and Keefer (1995) and was organized in electronic form by the IRIS Center (University of

Maryland); originally Political Risk Services.

Constraint on executive in 1900, 1970, 1990 and In first year of Independence: Seven-catcgory scale, from 1 to 7, with a
more ints. Score of | Indi limited

higher score indicating hority; score of 3 indi alight 1o modk

imitations; score of 5 jndi bstantial lmitations; score of 7 indicates pasity oc subordination. Bqual to L I
country was not independent at that date. Date of independence is the first year that the country appears in the Polity IT data
set. From the Polity IIT data set, downloaded from Inter-Univesity C ium for Political and Social Research. See Gurr

(1997).
Demacracy In 1900 and frat year of independence: An | t-category scale, from O to 10, with & higher score indicating
more democracy. Pointa from three dimensions: Competitiveness of Political Participation (from | to 3); Competitiveness
of Executive Recruitment (from 1 to 2, with a bonus of | point if there is an election); and Constrainta on Chief
Executive (from | to 4). Equal to ! If country not independent at that date. From the Pollty III data set. See Gurr (1997).
European settiements in 1900 and percent of European descent 1975: Percent of population Buropean or of Europ
descent in 1900 and 1975. From McEvedy and Jones (1975) and other sources listed in Appendix Table A6 (available
from the authors).
Fihnallnoulstle £

frag Average of five different indices of cthnolinguistic fragmentation. Easterly and Levine
(1997), as used in La Porta et al. (1999).
Religl rlables: Percent of population that belonged to the three most widely spread religions of the world in 1980
(or for 1990-1995 for countrics formed more recently). The four classifications are: Roman Catholic, Protestant, Mustim,
and “other.” From La Porta et al. (1999). :
French legal orlgin dummy: Legal origin of the company law or commercial code of each country. Our base sample is
all French Commercial Code or English Comumon Law Origin. From La Porta et al. (1999).
Colonial dummles: Dumumy Indicating whether country was a British, French, German, Spanish, ltalian, Belgian, Dutch,
or Portuguese colony. From La Porta ¢t al. (1999).
Temperature varlables: Average temperature, minimum monthly high, maximum monthly high, minimum monthly low,
and maximum monthly low, all in centigrade. From Parker (1997). :
Mean temperature: 1987 mean snnusl temperature in degrees Celsius. From McArthur and Sachs (2001).
Humidity variahles: Moming i i i ft ini and aft i
percent. From Parker (1997).
Soll quality: Dummies for steppe (low latitude), desest (low latitude), steppe (middie latitude), desert (middie Jatitude),
dry steppe wasteland, desert dry winter, and highland. From Parker (1997).
Natural resources: Percent of world gold reserves today, percent of world iron reserves today, percent of world zinc
reserves today, number of minerals present in country, and oil resources (thousands of barrels per capita.) From Packer
(1997).
Dummy for landlocked: Equal to 1 if country does not adjoin the sea. From Parker (1997).
Malaria in 1994: Population living where falciporum malaria is endemic (percent). Gallup and Sachs (1998).
Latitude: Absolute velue of the latitude of the country (i.c., 8 measure of distance from the equator), scaled to take
values between 0 and 1, where O is the equator. From La Porta et al. (1999).
Log European settler mortality: See Appendix Table A2, reproduced below, and Appendix B (available from the
authors).
Yellow fever: Dununy equal to 1 if yellow fever epidemics before 1900 and 0 otherwise. Oldstone (1998 p. 69) shows
current habitat of the mesquite vector; these ies are coded equal to 1. In addition, countries in which there were
pidemics in the ni h century, rding to Curtin (1989, 1998) are also coded equal to 1.
Infant mortality: Infant mortality rate (deaths per 1,000 live births). From McArthur and Sachs (2001).
Life expectancy: Life expectancy at birth in 1995. From McArthur and Sachs (2001).
Distance from the coast: Proportion of land area within 100 km of the seacoast. From McArthur and Sachs (2001).
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