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INFORMAL INSTITUTIONS: THE BINDING CONSTRAINT ONINS  TITUTIONAL
EFFICIENCY IN NIGERIA

Abstract

This paper contributes to the debate on the retevan institutions to economic development in
Nigeria. Based on the taxonomy of institutions iimttormal and formal elements and the seeming
overemphasis on the latter, the paper extendsr¢juereent further by stressing that Nigeria does not
have a dearth of formal institutions, but rathexttih is the preponderance of the negative informal
institutional characteristics that compromises éfffeciency of formal institutions. Consequently,
the greater the fossilization of these undesiratit@mal institutions within the greater segmernits o
the population, the greater the manifest inefficieaf any formal institutional rules or mechanisms
superimposed on the society. Thus the informal isiraling constraint on formal institutional
efficiency in Nigeria. These constraints must béaxed through plurality of approaches; the
government must play a leading role in socio-ecanaetengineering. The focus must be on how
to secure a durable political economic equilibrithvat will dictate better institutional outcomes.

Keywords: Informal Institutions, Formal InstitutignBinding constraint

JEL Classification: EO2

1. Introduction

The literature on institutional economics is replatith the notion that efficient institutions
complementarily guarantee better development outsorRor instance [1] argues that the lack of
strong institutional framework is responsible fdretparlous state of the Nigerian economy.
Institutions in this regard have been conceptudliretandem with[2,3] to mean the formal and
informal constraints on political, economic and iabcinteractions; the rules, enforcement
mechanisms and organizations, compliance procedunesal and ethical behavioural norms
designed taconstrain the behaviour of individuals in the interests ofxinaizing the wealth or
utility of principals”. Institutions encompass “tipeiblic bodies through which the state discharges
its most fundamental responsibilities, maintainitew and order, investing in essential
infrastructure, and raising taxes to finance sutlviies” [4,5].

It is thus evident that while common notions ostitations are dichotomized into informal
and formal elements, there seems to be an overesisptia the latter, with the attendant belief that
if relevant laws are made to deal with the varimadaises plaguing the Nigerian society, then the
economy will be on the path of sustainable growfhis paper howeverextends the argument
further. While formal institutions proceed from tBéate, informal institutions are a function of the

society as a whole. It emanates from the totalitsg people’s history, what it values and cherishes,
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what it transmits as traditions and culture frone ageneration to another. In short, they are
basically transcendental moral and spiritual stmed that form the subjective basis of the socio-
economic existence of a people. They cannot beeddchy fiat into existence; rather the formal
mechanisms somehow proceed from it.

We argue that there is no dearth of formal ingths to tackle the myriad of socio-
economic problems facing Nigeria. From the Constitu to the various State and Federal
enactments - the EFCC ACT, Freedom of Informatioct, Alectoral Act, ICPC Act, Fiscal
Responsibility Act, the Criminal Code Act, the Higlty Code, Child’s Right Act, etc. — to the
often-times duplicated statutory bodies establisteedversee different sectors of the economy,
there is a preponderance of legislative and ingiital platforms to constrain human behaviour to
act in acceptable standards. With the EFCC in plemeuption thrives brazenly in government and
private sector undertakings; the laws against emaman malpractice are still extant, but
examination malpractice continues to surge unabatéth the legislature and judicial arms of
government in place, oversight functions on thecatige are undermined, while persons of
notorious public criminal records are acquitted sedgssly by the judiciary. These negative
scenarios are endless. In the light of these eafiors, many questions engage our attention,
namely: why are our formal institutions and enfone@t mechanisms not effective?ls there a nexus
between formal and informal institutions within tNegerian context?Which sustains the other? Is it
the formal that guarantees the sustenance andiliyralb the informal or otherwise, or are they
mutually re-enforcing paradigms?Which of these dbgi should capture the attention of Nigerian
policy— formal or informal institutions, or bothfd the sections that follow, we adopt a theoretical

and descriptive methodology in attempting answethe above questions.

Following this introduction, section2 provides sorgonceptualexplorations on institutions,
their taxonomies and the complex web of interasti@mongst them. Section 3inquires as to
whether economic development is conditioned onlyfaymal institutions, and section 4 discusses
the basis of institutional efficiency.The dynamiateractions between formal and informal
institutions are evaluated in section 5. While isec6 considers the issues of policy optimality or

policy preferences, section 7 concludes the woth wdme recommendations.
2. Conceptual Explorations

A basic assumption of neoclassical growth theoipuidtes that economic growth takes
place by a combination and accumulation of capital labour, each capable of being substituted
for each other. More formally: Y = A f(L, K). WherY = economy’s output, K = capital, L =

labour and A = the efficiency parameter called tecdl progress. It represents the efficiency with
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which capital and labour are utilized. Without teiclal progress, and given the assumption of
diminishing marginal returns to capital, economiovgth would eventually come to a halt in spite
of credible government policies to alter any dentintrend of growth. This is the fundamental
deficiency and critique of exogenous growth theehich has given way to the now popularized
endogenous growth. The strength of the latter ilethe fact that even in the face of declining
returns to labour and capital inputs, the preserick (i.e. technical progress) would continuously
push the production possibility curves of econongatvard, since it can be explained within the
model. But technical progress, it has been vanjosisbwn, depends on the strength of institutions.
Perhaps it was this decisive role of institutiortsal[6] and [1] referred to when they stressed that
the quality of institutionscan affecttechnical progress, and [7] affirms that the rafteechnical
progress is no longer constant across countries,dbpends on country-specific institutional

differences.

[2] defines institutions as the formal and inforncainstraints on political, economic and
social interactions. They are the rules, enforcéamethanisms and organizations. Institutions are
the incentive systems that structure people to\mehacertain ways; and if they are effective, they
structure economic, political and social activitgigarovide incentives to the market. They enhance
predictability and reduce uncertainty in socio ewait relations. They are the humanly devised
constraints that shape human interactions. Suchstints are contrasted with potential

fundamental causes like resource endowments whécheyond human control.

Incentives, however, are not enough. It is just side of the prism through which an ideal
society should be mirrored; disincentives are ttheero Disincentives are a set of restraint on our
base human instincts which decries decency, civdibhd the lawful order. Self-interest often
translates to selfishness, greed, avarice andabiel mccumulation of wealth (corruption) often
exceeding the moral boundary. Institutional fail@ecurs when as a result of corrupt practices,
service delivery by public and private bodies iase uncertainty. Disincentives guarantee the
existence of the weak side by side with the stronghe same society. Simply put, it confers
responsibility on economic players, that they sha#l held accountable for their actions.

Responsible behaviour is the goal of disincentives.

The taxonomy of institutions encompasses thosenee@fiin terms of their speed of
change(i.e. they may be slow or fast moving), ttegghere or arena of operation (i.e. social,
political, economic and cultural), and the degrééomality — i.e. whether formal or informal [8].
Clearly, a distinction should also be made betwaedas governing behavior outside official

channels (informal institutions) and culture. [9¢cognizes a close association between
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‘constitutive’ and ‘regulatory’ effects of culturand informal institutions. The former relates to
aspects of culture that shape economic behavioguiming relative valuation, categorizations and
understandings of economic processes and consezgjemibich have generational persistence via
parents, peer groups and schools.. The regulaftegts refer to the way in which the values and
beliefs of a society are manifested through sonm@ms and attitudes in ways that regulate
behavior: promises must be kept, contracts mustdmeured.By and large, the Constitution of a
State is the foremost mechanism upon which allrdéggslations are built. It is the grund norm, the
objective basis upon which the validity of all atleets, laws, decrees, edicts, byelaws, subsidiary

legislations, etc., can be tested. The societyState itself is the creation of the law or consiiu

But institutions are not easy to concretize or snea Institutional and political economists
have developed several measures for it, rangingn ftbe quality of political regimes and
institutions to the legal frameworks establishedthoy political class to reduce frictions, tensions
and corruption in business contractual relatioree(fr instance the works of [10,11,12]). Other
measures include political instability, politicahdh civil freedom and the characteristics of
democracy [13, 14, 15, 16, 17]. Again, empiricalaswees of institutions known in the literature
include first, the quality of governance, includinige degree of political rights, governance
efficiency, corruption, and regulatory burdens;oset; the extent of legal protection of private
property and how well such laws are enforced; thing level of institutional and other limits
placed on political leaders; fourth, measures ofad@apital, which captures the intensity of sbcia
participation and organization; and fifth, measuoéssocial compositions, religious, ethnic,
historical and cultural, elements For instance gg$erts that the terms politics and institutions
encompass a wide range of indicators, includingitut®nal quality (the enforcement of property
rights), political instability (civil wars, coupsjots), contents and features of political regimes
(elections, constitutions, executive powers), docapital (the extent of civic activity and
organizations), and social characteristics (diffiesss in income and in ethnic, religious, and

historical background).

A more recent indicator of institutions is contratensive money (CIM) defined as the
ratio of non-currency money to the total money syppr (M2-C)/M2, where M2 is broad money
supply and C is currency held outside banks. CIMaiproxy for property rights and contract
enforcement [18].Thus it is therefore not diffictdtappreciate the onerous task of disentangliag th
specific effects of each institutional measure conemic growth and development.

Table 1 presents data on the several governandeators for Nigeria developed by [19].
These indicators show the degree to which a cogntitizens are able to engage and contribute in

selecting their government, including freedom odcmsation, freedom of expression, and a free
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media. Theestimates are gradated fr -2.5 (weak) to 2.5 (strong). It is apparent thateNig is

weak in all the measures.

Table 1 Governance Indicators for Nigeria (199¢ 2012)

VOICE POLITICAL GOVT REGULATORY | RULE CONTROL OF
ACCOUNT | INSTABILITY | EFFECTIVE | QUALITY OF CORRUPTION
ABILITY NESS LAW

1996 | -1.66 -1.17 -0.98 -0.82 -1.26 -1.15

1998 | -1.22 -0.69 -1.12 -0.93 -1.27 -1.07

2000 | -0.58 -1.52 -0.96 -0.74 -1.10 -1.13

2002 | -0.71 -1.70 -1.06 -1.23 -1.48 -1.33

2003 | -0.64 -1.65 -0.96 -1.24 -1.52 -1.32

2004 | -0.77 -1.72 -0.91 -1.32 -1.43 -1.30

2005 |-0.84 -1.65 -0.88 -0.77 -1.36 -1.16

2006 | -0.64 -2.04 -0.96 -0.89 -1.08 -1.07

2007 | -0.64 -2.01 -1.04 -0.86 -1.07 -0.98

2008 | -0.76 -1.86 -0.97 -0.78 -1.06 -0.81

2009 | -0.87 -1.95 -1.20 -0.73 -1.16 -0.98

2010 | -0.80 -2.19 -1.15 -0.71 -1.17 -1.00

2011 | -0.74 -1.95 -1.08 -0.67 -1.21 -1.12

2012 | -0.73 -2.05 -1.00 -0.72 -1.18 -1.13

TOTAL | 11.61 24.16 14.27 12.41 17.38 15.56

Source: [20]

Figure 1 graphically puts the entire institutiorsglenario into context. Clearly, politic
instability constitutes the greatest sourceinstitutional disequilibrium, and this is in spité

Nigeria’s return to civil rulesince 1999

FIGURE 1Governancelndicators for Nigeria (1996— 2012)
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Citizens still perceive the polity as unstable, marse by the raging insecurity situation in
country. The data further reinforces the thesis ihstitutional efficiency is conditioned upon t

nature ofthe political forces that dominate the po
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2.1 Informal Institutions: what are they?

Informal institutions have been defined by [8, 22] as a behavioral regularity based on
socially-shared rules, usually unwritten, that ereated, communicated, and enforced outside of
officially-sanctioned channels. Unlike formal ruledich are enforced by official entities, such as
bureaucrats, police, judges, courts, etc., informatitutions are largely self-enforcing through
mechanisms of responsibility, such as in patroertlior fiduciary relationships or community
networks, or simply because following the rulemishe best interests of individuals who may find
themselves in a ‘Nash equilibrium’ where everyosidetter off from cooperation. While informal
rules are generally not codified, it is normallydedy accepted as legitimate and are thereforesrule
in operation’ (in use) rather than just rules oa books, or what Ostrom terms ‘rules in force’ [8,
23]. Informal rules are:

» socially sanctioned norms of behavior (attitudestems, taboos, conventions, and
traditions);

» enforcement characteristics, self-enforcement nm@shes of obligation, expectations of
reciprocity, internalized norm adherence (standguerating procedures), gossip, shunning,
ostracism, boycotting, shaming, threats and theotismlence;

* extensions, elaborations, and modifications of frmles outside the official framework;

[8].

They express themselves in socially desirable qulséve attitudes. They could be
conceptualized as the informal social capital stmckability of a people which builds and binds or
bastardizes the social fabric. Amongst them aree,loempathy, trust, fairness, forgiveness,
selflessness, co-operation, community spirit, ynitpatriotism, altruism, perseverance,
accommodation and tolerance, solidarity, enterprete. The very opposite of these concepts
furnish examples of the undesirable expressionsnfafrmal institutions. These include greed,
mischief, individualistic spirit, divisiveness, \ggance, intolerance, avarice, impatience,
dishonesty, hate, etc. Consequently, the greaterfdbsilization of these undesirable informal
institutions within the greater segments of theytagon, the greater the manifest inefficiency of

any formal institutional rules or mechanisms suppnsed on the society.

In Bangladesh for instance, it is this informadtitutional approach to banking that earned
Muhammad Yunus the Nobel Peace Prize in 2006. €garBank founded by Professor Yunus on
the principles of trust and solidarity, has sodatablished 2,567 branches, with a total of 12,500
staff in the service of 2.1 million borrowers in,888 villages. The bank rakes in a daily average of

$1.5 million in weekly installments. Of the borrowe94% are women and over 97% of the loans
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are redeemed, a recovery rate higher than any b#rgking system [24]. This informal code of
conduct is also the brain behind the enterpriseiraghastry of the Igbos in Eastern Nigeria. It issth
informal social capital amongst them which makesligbo patient and perseverant in service to his
master in the hope that one day (seven years it cases) he will be a master too. No official
decree or legislation can internalize such enngblirtue in a people; it is an evolution intricatel
woven in the womb of the values and culture of apte Informal institutions also explain why
some tribal groups are more inclined to doing ai@aar business — the Hausa-Fulani to cattle
rearing, the Asho-Oke textiles dominated by theubass of Western Nigeria, the Igbos in the spare

parts business, etc.

[25] affirms the socio-economic relevance of $¢dfip Groups (SHGs) in the amelioration
of poverty and long term economic development 0b6sSrRiver State of Nigeria. These are
generally nonprofessional organizations of about td020 persons, who mobilise financial
resources, extend marginal interest bearing laatiseir members, and help each other to deal with
the ‘common problem’. But it must be noted that blasis upon which SHGs exist and thrive is that
kindred spirit of trust, solidarity and unity — oxmal institutions at work in the sphere of bustes

and economics.

On a negative note, it is the impatiencenmfstNigerians, the culture of intolerance, our
selfishness on highways that results in trafficldoick on our roads. This spirit of intolerance eve
breeds a cycle of exploitation: passengers aren aicked when their driver attempts to produce
his papers to the police. They are impatient, prigfg the driver to bribe his way than to “waste
their time” in tendering his particulars and allogiithe police to do their legitimate duties. Thus i
is that the police take advantage of this attiti@arently, a culture of quick prosperity has gepp
most of our young people. Hard work is no longetraue; an average Nigerian student feels it is
useless to cultivate the habit of discipline indés; he believes he can never pass exams on merit,
and therefore must look for extraneous means tahgetigh. The rise of ethnic nationalism has
further compromised national patriotism. An averddigerian sees himself first along tribal
leanings before he thinks along national chara@er. national ethos and ideology have been lost
to ethnic solidarity and clannish cleavages. Seetleist different, and often, opposing allegiances
which negates the principles of the Nigerian ProjBail is free, so the law says. But hardly does
an average Nigerian challenge monetary payments hjgarrest or that of his relation. And it is
equally doubtful if such challenge would yield d@nyit. An ingrained ideology existsamongst most
Nigerians that the moment one has a case withdheep one has to part with money whether one

is at fault or not. These are all variants of infai institutions.In effect, governments must
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appreciate the delicate link between these classifins of institutions in order to initiate congen

policies that would bring about effective and satytdevelopment outcomes.

In the literature two strands of proposition candeziphered —1) that which allocates a
significant place for institutions as determiningoromic growth, and 2) those who, though
agreeing to the primacy of institutions in influemg economic outcomes, nonetheless decry the

conceptual methodology adopted in measuring iniits.

[26] for instance, contend that the major factofsolr account for differences in growth
across countries are simply divergence in econansititutions. Thus the problem of development
can only be solved if institutions in developingiotries are reformed. They however admit that the
process of reforming institutions is a difficult ersince “economic institutions are collective
choices that are the outcome of a political processdeed it is the nature of political instituti®
and the distribution and devolution of politicampar that gives vent to institutions. The factoratth
lead a society into a political equilibrium whichpports good economic institutions are still scanty
in the literature.Other studies in this categogtude [27, 28, 29, 30, and 31]

[32, 33] are all of the opinion that a considerapteportion of the differences between
developed and developing countries can be attibtdgethe quality of shared rules or institutions
which coordinate individuals. Some societies stwkules which engender trust, self-reliance and
incentives to perform, while others are imbued witespread restraints on economic freedom and
are consequently backward.[34] advocate a placeprfoperty rights for economies undergoing

macroeconomic reforms.

However, for [35]their analysis as to whether padit institutions impact growth or whether
growth and human capital accumulation lead to tinstinal efficiency reveal that most indicators
of institutional quality used to establish the linktween institutions and growth are conceptually
deficient, nor are the instrumental variable teqhas employed in the literature any better. Their
study suggest that a) human capital is a more lsmsicce of growth than are the institutions, b)
poor countries get out of poverty through good qe$, often pursued by dictators, and c)

subsequently improve their political institutions.

[36] seem to share the sentiments of [35] wherepraing to them institutions are highly
persistent, shaped mostly by history, includingood@l! history, politics, and that institutional
outcomes get better as the society grows richethdr{36] model, institutions exert a second order
effect on economic performance, the first ordee@ftoming from human and social capital which

shape both institutional and productive capacities society.



251

252
253
254
255
256
257
258
259
260
261
262
263
264
265
266
267
268
269
270

271
272
273
274
275
276
277
278
279
280

281
282
283

3. Are Formal Institutions Sufficient Conditions for Economic Development?

The literature reviewed above documents strongeewid of correlation between a broad
spectrum of formal institutions (government polgiéegislations, etc.) and economic growth. Thus
broad institutional differences across countriesehbad a major influence on their economic
development. From hindsight, after the World WaiElst and West Germany was separated by the
notorious Berlin Wall, with the East administerddng communist principles of Russia and the
West by capitalist ideologies. In the former, a oweind type of economy which had no respect for
property rights prevailed while in the latter, dapst principles held sway with the Marshal Plan
having a significant effect on West Germany’s gtowwath. After decades, profound differences
were noticed between the economies of the EastVémst. The same goes for North and South
Korea. With the North preferring a Socialist mommmand economy, zero tolerance for private
property, absence of legal protection) againstSbeth’s capitalist leanings, the economies of the
two Koreas diverged with the South gaining asceaglan economic growth. These examples
portray the effect of formal institutions on ingtibnal and development outcomes. Again, [36]
found that, while the total cost of opening a metisize business in the United States was below
0.02% of GDP per capita in 1999, the same cost 2vagpercent of GDP per capita in Nigeria,
1.16% in Kenya, 0.91% in Ecuador, and 4.95% inDbeninican Republic. These entry barriers are
highly correlated with various economic outcomes)uding the rate of economic growth and the
level of development. Variations in educationatitngons also have corresponding differences in

human capital which invariably influence economécfprmance of countries.

Verysignificantly, the incentives provided by theregulation of the telecommunications
industry in Nigeria in the early part of the lagicdde heralded an explosive growth in that sector.
Today tens of thousands of jobs have been createdrasult of that singular policy. Conversely,
the power and energy sectors of the economy haverevitnessed decline or stagnation because of
lack of enabling legislations to guarantee the gmtion of private investments. Delay of the
National Assembly to pass the Petroleum Industty l&is stalled further investment by the oil
companies in the Nigerian petroleum sector, becawastors desire a clear knowledge of the cost
and returns on their investments. With the derdgprieof tertiary education, huge private sector
investments have flowed in that direction, witheattant impact on human capital quality and jobs

creation. Formal institutions indeed broadly deieareconomic outcomes.

However, we also note that empirical evidence oa tiet effect of national formal
institutions and policies in Northern Nigeria, fostance, suggest a systematic divergence from the

rest of the country.The disparity can be attributedhe influence of informal institutions acting



284
285
286
287
288
289
290
291
292
293
294
295
296
297
298
299
300
301
302
303

304
305
306
307
308
309
310
311
312
313
314
315

316
317

10

contemporaneously with the formal institutions. Fatance, of the 100 million Nigerians living in
absolute poverty, those who can'’t afford the basicéod, shelter and clothing — the majority
reside in the Northern states. The North-West hashighest poverty rate with 70 per cent of its
people living below $1 per day. The North-Eastdals with 69 per cent and the North-Central with
59.5 per cent[37]. According to [38], in 2011 Nath Nigeria had the largest number of children
in the world that did not go to school. And betweE360 and 1956, the region had only 10
university graduates while the South-East had 8 the South-West over 2,000 [39]. Still, the
National Bureau of Statistics documents Sokoto Badchi as having a literacy rate of 33.1% and
39.5% respectively, while female literacy in Sokdtebbi, Zamfara, Jigawa, Katsina, Bauchi and
Niger is below 20%, compared to 81% and above iti,HRo, Anambra, Ogun and Lagos in the
South[39].

This gloomy picture is also painted in the genare@mployment level where unemployment
is higher in the Northern states than the nati@avarage of 23.9%, with Zamfara having 42.6%,
Bauchi 41.4%, and Niger 39.4%. In the health sedtomunisation had only 3.7% coverage in
2008 in the North-West; 3.6% in the North-East; pamed to 44.6% in the South-East.
Immunisation rates in Northern Nigeria are soméheflowest in the world. According to the 2003
National Immunization Schedule the percentage 4y ftnmunized infants on the States to be
targeted was less than 1% in Jigawa, 1.5% in Y&&% in Zamfara and 8.3% in Katsina. As a
result thousands of children are dying as victifngaecine preventable diseases; others suffer from

lifelong paralysis.

Indeed, these statistics are significant in logatime relevance of both formal and informal
institutions in altering the aggregate level ofiol development. Why is it that in the same
country where policies are made for the overallamat development, policies produce different
and divergent results? The answers lie in the faat formal institutions find their effective
expressions in the underlying core of a peoplefsrimal values, norms, culture and religion. The
more fossilized these substructures are, the gréateconstraint on progressive approaches aimed
at national development, the greater the manifeficiencies of any formal mechanisms. Whether
in northern or southern Nigeria, the fixated miridsa the people and the incentive structures that
govern their behaviour largely determine the effectess of formal rules of engagements and
economic transactions.Indeed, the above empiriia dffirms that formal institutions alone do not
guarantee salutary development outcomes; they aecassary but not a sufficient condition for

growth and development.

Nor have the South fared better when evaluatednagaither economic and social

parameters. It is an arguable perception that thwals and cultural sentiments in the North
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savourmore honesty, unity, and selflessness assighe Southern society. These unwritten codes,
when brought into the business and economic spharessure to produce better development
outcomes than it would in the South. An averagégembus northerner may sell his goods to you
on credit with the trust that you shall pay, evathaut knowing you. This hardly happens in the

South. This also explains why the concept of nderest banking finds more acceptability there.

Policies on education and health in the NorthergeNa produce different outcomes
because of the entrenched value system coupledtiétihynical manipulation of belief systems to
emasculate the people. When it is believed by aehsegment of the population that polio
vaccination reduces human fertility, then the neecteoperation from the citizens would be lost no
matter the preachments.When the girl child is stilbjected to all forms of inhuman treatment by
reason of her gender, even with the passing inkodathe Child Rights Act, then the national
education policy would be less effective. Yes, ib&ceable difference in the development paths of
both Northern and Southern Nigeria, discounting fisgal allocation issues, can be explained by
differences in informal institutions already entrtked in the regions. In other words, the efficiency
of formal institutions is constrained by the oveelvhing presence of the informal; it is a binding

constraint that must be relaxed for optimal efficig of formal institutions.
4. Institutional Efficiency

Property and contract rights are the basic compsneh economic institutions. They
manage and organise all economic interactions adymtion, exchange and distribution. Property
rights emanate from property law, whereas contragttts are defined by contract law and by
institutional arrangements of economic agents. They laws created by the State on how
individuals can control, benefit from and transfaoperty. A property right is the exclusive
authority to determine how a resource is used,tsigh the services of a resource, and rights to
exchange the resource at mutually agreeable tefimss, individuals and organizations create
contract rights on the one hand, while the stasxifips them through contract law on the other.
The state also creates property rights through getppaw, thus becoming responsible for the

enforcement of all economic institutions [40]

Thus a set of economic institutions is “efficiehthe state has no feasible alternative to
create and enforce property and contract rightkvbveryone finds at least as good and which at
least one of the economic actors strictly pref@48]. Thus institutional efficiency is cast withihe
context of pareto optimality Embedded in this definition is the assumptiort ti@ process of
creating and enforcing property and contract righasurally produces transaction cost. Thus a

condition of optimality or efficiency is reached &re these costs are reduced to their barest
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minimum so that the State does not have any ceediption to the prevailing environment where

some agents (at least one) finds preferable. iistits are efficient if they reduce transactiontsos

First, it must be emphasized that self-serving ¢gicees of economic agents in the market
can never produce efficient institutions. This asgtion justifies the involvement of the State in
correcting distortions and playing an active rolglie economic arena. It also underscores why the
State must drive the process of achieving effigravfanstitutions in its jurisdiction. However, far
to do this the State must possessddymcity to create and change relevant institutions; ittralso
possess theommitment to enforce the rules it has created. This crucial accorded the State is not
novel to institutional economics — recall the aca@cof Keynesianism for the State via the use of
fiscal policy. This is predicated on three consadiens: firstly, the State has legal jurisdictioreo
its territory; secondly, its monopoly on the use€ate ensures that conflicting claims to property
rights can be resolved; and thirdly, they have iiehepower to negotiate and cooperate amongst

each other, thus reducing transaction costs aratdioation problems.

The Nigerian State, by virtue of the political moti of sovereignty by which it is
independent, can aptly be described as havingapaaity to create, change and enforce the rules
that will influence economic behaviour. But it isubtful if it has the requisite commitment to
enforce the rules it has created. It must be barmaind that both requirements of capacity and
commitment are a function of the quality of the lmtomponents and players wielding the levers
of State power structure. The probes of the Fueki8ly, Power Sector, Aviation, etc. provide us
doubtful credentials of the commitment of Nigerigislitical institutions to produce efficient
market outcomes.In 1983 however, during the heydaysilitary rule, the Burhari-ldiagbon junta
furnished a classic example of how the State ciam tle both the formal and informal institutions
and attitudes of the people to acceptable endsWéweagainst Indiscipline (WAI) was a national
slogan whose efficacy in modifying the near bestalys of Nigerians was almost ubiquitous.
Discounting the obvious flaws of their approach beer, that era is an apt instance of a
government that had both the capacity and commitnmextessary to guaranteeing efficient

institutions. Thus, economic institutions are ticomes of the political process.

It is thus not surprising, judging from Table 2gthigh correlation between Nigeria’s
economic performance measured by per capita GDPotrad institutional indicators. Apart from
rule of law which reflected a negative correlatwith percapita GDP, all others turned in a positive

relationship with growth.
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Table 2: Correlation between Institutions and Economic Perfonance

PGDF GOVTEFF* | RLAW? ciM? CORPT
PGDF 1.0000(
GOVTEFF| 0.504231 1.00000
RLAW -0.453536 -0.841987 | 1.00000
CIM 0.683020 0.424081 |-0.281481 | 1.00000
CORPT | 0.278833 0.069957 | 0.042157 | 0.069750 | 1.00000

Source: By Authors

1) GDP per capita (2) Government Effectivenes®dg of Law 4) Contract intensive money. 4) Coriompt

5. The Dynamic Interactions between Formal and Informé Institutions

In this section we extend the argument to condigemechanisms of interactions and links
between formal and informal institutions. Put diffetly, we inquire as to the means by which
formal institutions such as constitutions, lawspgarty rights, charters, bylaws, statute and
common law, and regulations, as well as their e&fiment characteristics — official sanctions, such
as criminal punishment, fines, incarceration atterplay to produce sets of outcomes, sometimes
different from expectations.[8] and[21] have docuiee four schematic ways in which informal

institutions interact with the formal. These are:

1. Complementary
2. Accommodating
3. Competing
4. Substituting

Table 3: Typology of Informal Institutions

Outcomes Effective Formal Institutions | Ineffectiveinformal Institutions
Convergent Complementary Competing
Divergent Accommodating Substituting

Adapted from: Soysa and Jutting (2006)

From Table 3, two outcomes are possible givenrteraction between informal and formal
institutions: they can either converge or divergéhen the former happens, it means informal
institutions have complemented with the formal #mellatter is effective in ensuring desired policy
outcomes. Suppose a legislation outlawing homodexelations is passed by the National
Assembly. Such laws would indeed be effective beeahe ingrained norm and social values of
most Nigerians frown against same-sex marriage sartie enforcement authorities would have no
difficulty enforcing the law. In fact the religiownd cultural sentiments of the people would work

in tandem with the police in apprehending anyon® wiolates the law. Again, let's suppose the
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law against exam malpractice was passed againshittterical background of a people who
cherished hard work and decried dishonesty. Orilyeanother case, there was a legislation
compelling individuals to form cooperative socistia order to access loans from the government.
In the two examples, the formal would complemeastitiformal and create a convergence if there
existed a congenial spirit amongst the people stersi with the formal rules just established.

In the second scenario, divergence becomes tlowmetwhen the informal accommodates
the formal, and the latter is judged effective oadyit violates the spirit of the law but upholds t
letter. In Nigeria, there exist the Public Procuesn Act, 2007 whose core objectives are
accountability and transparency in the procurenpeotess; the establishment of pricing standards
and benchmarks; ensuring the application of faompgetitive, transparent, value-for money,
standards and practices for the procurement anqibshs of public assets and services.The general
perception is that this lawis observed in the bmeas the Executive arm of government mostly
informally determines beforehand who to give a mmitAnd when the deal is struck, it
subsequently formalizes the process by callingofds from the public in line with the letter of the
Act. Argument in favour of this approach is thaeitsures effectiveness in projects execution and
wards off delay. Cogent examples like the returrunfised budgetary allocations to Ministries,
Departments and Agencies, after a fiscal year legssed, are given to justify the breaking of the
spirit of the law.

Thirdly, a divergence again becomes the outcomenwhformal and formal institutions
compete with themselves with the latter becomimgdfective because the laws are poorly enforced
or not enforced at all. For instance, our trafie$ prescribe every motorist to put on seatbelt for
safety purposes. But in many Nigerian cities, fhisce of legislation is brazenly ignored by the
authorities because the cost of enforcement faveighs the short term gains from it. And so in the
long term, the nonchalant attitude of the citizegffectively competes with the formal law, driving
it almost to extinction or at best to redundanche TChild Rights Act suffers from the same
competitive effect. Children are still abused, fickied, and labeled as witches. The cost of
enforcement, it seems, outweighs the gains; anthsoauthorities are content to allowing the
legislation dead on paper.

A fourth and final scenario results when the infal substitutes the formal because of the
ineffectiveness of the latter. The informal exisézause they pose no threat to the formal which in
itself is not fulfilling its full objectives. Thiss true of the Nigerian financial space, where SHGs
mentioned above exploit the vacuum and inefficies@reated by the conventional banking system.
A general notion is that banks waste so much tmregtending to their customers, and that one must
have substantial amounts to do business with tlBerhSHGs wouldn’t mind visiting their clients

in the markets, stores, homes, etc. to collect margavings of as low as one hundred naira. This
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explans the existence of a large underground econorhlygaria. Some taders prefer to keep the
huge balances underneath their stores than in panklshis has negative implications for mone
policy.

FIGURE 2 —Interaction between Formal/Informal Instit utions

INSTITUTIONS.

INFORMAL INSTITUTIONS:
*Social Norms
*Attitudes

*Traditons

FORMAL INSTITUTIONS:
*Constitution-1999
*official laws-EFCC, ICPC etc.

*Regulations
*Morals

INSTITUTIONAL OUTCOMES

*EFECTIVE PROPERTY RIGHT. *LOWER TRANSACTION COST.
*CONTRACT ENFORCEMNET *CONFLICT RESOLUTION

NS

DEVELOPMENT OUTCOMES

ECONOMIC GROWTH PORVERTY REDUCTION

Source: Authors based o literature review.

Figure 2 above shows a simple schematic model @firtteraction between formal a

informal institutions, suggesting that both matter development outcomes, and therefore

policy.

Our outline so far suggests that policy makers numgterstand these intricate chains
interactions to determine the effect of a spedditnal rule on institutional outcomes which in tt
affects developmental outcomeFor instance, we recalthat the Indirect Rule System
governance introduced by Lord Lugard in 1914 wagehusuccessful in the North of Nigeria

compared to the South l@cse in the former there w underlying informal institutional structur:
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that aided and moderated positively the IndirecieR&ystem. The South in contrast to the North
had lower “levels of preexisting social capital’agied by a culture of republicanism and liberal
religious norms. In other words informal institrtal structures of hegemony were absent, and so
the policy suffered some setbacks as against aepaats/e religious ideology and a monarchical
traditional structure of the North. Thus in the d®iof [8], “government effectiveness is enhanced
where there is a high level of civic engagementibee the mass of people will be better consumers
of politics, more attentive clients of bureaucratsd cooperate more easily among each other to

solve collective dilemmas.”

6. Formal and Informal Institutions: issues of polty optimality
Thissection evaluates the salient questions ofofiténal policy mix between formal and

informal institutions. In other words, between thw, which should occupy the attention of policy
makers? An answer to this question is by no meamagbtforward, and can to a large extent be
located within the context of our previous analysis

It has been shown that ultimate development outso(peverty reduction, growth, and
development) are dependent upon institutional ouesbased on a complex web of interactions
linking a specific institution (and the sum-totdl its players within that framework), whether
formal or informal, to a particular intended gowaemt policy. Take education for instance, formal
rules or policy around the sector would only inflae national development through the quality of
human capital produced, which is dependent on rifiemal codes of conduct, the values, the
binding norms, attitudes, beliefs, culture, etcNagerians regarding such policy. Thus the priority
of government in the specific instance should otfitne underlying mischief created by the
informal institutions and not only concentrating thie external dimensions of policy. In the North
of the country, for instance, why should state goreents burden their priority to the provision of
tertiary education through the establishment ofestaiversities where the region’s quota in the
existing federal universities and even unity schaok far from being filled? Their focus should be
on primary and secondary education where curresgareh [41] reveals that the North-west geo-
political zone accounts for 70% of the nine millialmajiris in the country, who mostly depend on
street begging to survive. Or the stark realityadmitting a student from the north with 2 marks
into federal government colleges while his courderm the South would require 139 marks. Even
at that, current formal policies introduced by timvernment to curb the menace would not also
yield the desired result if painstaking efforts aat initiated in research to reveal the fundamenta
cause of the almajiri phenomenon itself, becausdatter is an external manifestation of something

more basic. Now, this calls for great caution!
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Corruption thrives, not because of the dearth omfd institutions to address it; but the
informal institutional dynamics of the citizenrygaglominates and thus crowds out or out-competes
the formal institutions. What should be done? Wdnat the policy options? We must look at the
incentive paradigms. Does it pay a policeman betiefsettle” with a law-breaker than to go
through the whole hub of the judicial process? THter option will no doubt benefit the State and
society, whereas the former will bring immediatesp@al gain to the policeman. Now, his choices
will depend on the incentives before him. Doesdpstem reward him enough for being patriotic,
or does someone else get the credit for his effdfit the system in the end allow the culprit go
scot-free to his chagrin, and therefore makes liak lfoolish for doing his duties? Is his future
secured within the workplace and social system? theze safety nets (education for his kids,
healthcare, retirement benefits, etc.) for him aisdfamily to compensate for the risk he takes in
the interests of the State? Does his nominal incgnagantee him the bare basics of existence? The
considerations are endless! In the end, his actwils weigh heavily in favour of those
considerations that maximize his present utility. effect, government policy of human-centred
development is capable of altering the balanceentgption and incentives in favour of personal
ownership and commitment to duties. His job woutdlonger be seen as the Government’s, but
his.

In other words, it does appear that in some ingtatice issue of inter-temporal choice is at
the core of institutional efficiency and the figigainst corruption in Nigeria. Citizens at all lksve
weigh current decisions against the options aviglédr them in future. Conceptually, institutions
facilitate economic development by reducing thetc@d doing business ( transaction costs) and
ensuring competitive processes [8,42), but wheom@uic agents find informal institutions better
tools in enhancing their preferences for costs e¢tdos and competitiveness, then they would
gladly go for it. Thus fuel, for instance, musthmarded because one does not know when the next
scarcity will come; bribes are given and receivedduse the process of litigation is cumbersome
and lengthy; the public service is corrupt becanfseeliberate red tape to warp and distort the
system; education system is inefficient becausehera feel the reward system is skewed against
them. Why is politics a do or die affair? Becaug¢he fear of the unknown, the opportunity may
not come again! Thus, the dilemma in reformingiin8bns or specifying policy priorities or
preference between informal and formal institutianghat it is not purely and economic problem.
Legislations are elitist in character with rare siderations for the average Nigerian. With such
warped mindset, the Nigerian does not see himsgikat of the State but as an alien, and so adopts
a hostile uncooperative psychological disposition State policies and institutions. Issues of
institutions are not determined by economists yupdliticians and other players who have other

preferences other than immediate national developagetheir goal.
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In a word, the question of optimality between fofraad informal institutions bothers on
pragmatism, one which focuses and takes advanfatie cettings, the context, and the dynamics
of interacting forces of economics, politics ané tocial engineering of the people to achieve
holistic development outcomes.Where for instanefrimal institutions predominates and crowds
out the effectiveness of formal institutions, pglghould be geared towards the informal with the
aim of altering the balance of effect to producsime outcomes. Where a specific stock of positive

informal capital already exists, then formal mecgbians should gain priority.

7. Conclusion
A brief conclusion is here proposed. Several qaaestibbegged for answers in this paper:

why are our formal institutions and enforcement hagisms not effective? Is there any connection
between formal and informal institution? Which suis$ the other? Is it the formal that guarantees
the sustenance and durability of the informal dneowise, or are they mutually re-enforcing
paradigms? Which of these divides should captugeattention of policy makers and stakeholders
of the Nigerian Project — formal or informal ingtibns, or both?

Our findings indicate that 1) formal institutionseanot effective because the overwhelming
preponderance of informal institutions, entrenched percolating through the fabric of culture,
religion, norms, attitudes, etc. effectively crowdt the efficiency of its formal counterpart. For
instance, a recent move by the Federal Governmesgduring external loans from Chinafragrantly
violates both the letter and spirit of the FiscakRonsibility Act, 2007 which provides atSection 44
(1) (2) conditions precedent for borrowing. But tegislature looks on because the “Nigerian
factor” (a nebulous idiom for myriads of perverspimolds sway. 2)There is a complex web of
interactions that govern the two taxonomies ofitagons — i.e. they are mutually reinforcing
paradigms, coalescing into warped institutionalcttire over decades of exchanges at the various
micro levels of community, clans, and ethnic dorsairso that policy makers risk misfiring without
adequate knowledge of these relationships. Indetld Imatter as long as policy intervention is
concerned, and the context, location and spacat@ivention determine the policy preference to be
deployed, i.e. whether a particular issue requinese of formal policy leverage or more of the
informal, or a delicate balance and deploymentadhlis a matter of pragmatism and empiricism.3)
Institutions are collective choices which are a smmuence of the nature of political forces
operating within a society. Where a political disdiQrium exist and is entrenched, as it does in
Nigeria, there would certainly arise a correspogdirefficiency and distortion in both formal and
institutional mechanisms.

In effect, informal institutions are binding cor@tits on informal institutional efficiency in

Nigeria. These constraints must be relaxed thrquighality of approaches, details of which are
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beyond the objectives of this paper. Inprofferingise recommendation however, we suggest that

the starting point is to obtainbetter understanding of the sources of these informasttamts and

why they persist. The State thereforestands inngage position in altering the dynamics in favour

of better institutional outcomes since it has bdtitle legal mandate and the instrument of

coercion.Clearly, the Nigerian State has the c#épdaoi do this, but regrettably possesses no

commitment, which is a function of the politicabpess that produced the human players managing

the ship of state. Thus, focus must be on the lnoseture a durable political economic equilibrium

that will dictate better institutional outcomes.

10.

11.

12.

REFERENCES

Ajayi, S.l. (2003), “Institutions, The Missing Link in the Gvth Process”, NES Presidential Address
Delivered at the 43Annual Conference of NES held in Lagos"7August 2002.

North, Douglass C. (2003) “The Role of Institutian€Economic Development”. UNEC for Europe, Geneva,
Switzerland.

North, Douglass C. (2005). “Understanding the Pssad Economic Change”. Princeton, NJ: Princeton
University Press.

Sanusi, L.S. (2011) “Banking Reforms and Econom@v@&opment in Nigeria”, being Paper Presented at a
Retreat for Members of the Revenue Mobilizationoa#tion and Fiscal Commission on Thursday" 17
February, 2011 at Le Meridien Hotel, Uyo, Akwa Ib&tate.

World Bank (1991) World Development Report. WashamgD.C.: World Bank

David, Paul (1997). “Rethinking Technology Transfeincentives, Institutions, and Knowledge-Based
Industrial Development.” In Charles Feinstein arfuti€opher Howe, edsChinese Technology Transfer in

the 1990s: Current Experience, Historical Problems, and International Perspectives. Cheltenham, U.K.:
Edward Elgar.

Aron J. (2000) Growth and Institutions: A reviewBfidence. The world Bank Research Observer 15,
pp.99-135.

Soysa, Indra de and Jitting, Johannes (2006) Im@fotnstitutions and Development: Think Local, Act
Global? International Seminar on Informal Indtitns and Development— What do we know and what ca
we do? OECD Development Centre and Developmesgistance Committee — Network on Governance.

DiMaggio, Paul. (1994). "Culture and Economy." IneTHandbook of Economic Sociology, ed. N. J. Smnelse
and R. Swedberg. Princeton, NJ & New York: Prinndtimiversity Press & Russell Sage Foundation.

Helliwell, John F. (1994). “Economic Growth and &bcCapital in Asia.” NBER Working Paper 5470.
National Bureau of Economic Research, CambridgessMBrocessed.

Helliwell, John F.(1996). “Do Borders Matter for Gal Capital? Economic Growth and Civic CultureUr.
States and Canadian Provinces.” NBER Working Pd&3&3. National Bureau of Economic Research,

Cambridge, Mass. Processed.

Mauro, Paolo, 1995, "Corruption and Growth," Quaytdournal of Economics, 110: 681-712.



630
631
632
633
634
635
636
637
638
639
640
641
642
643
644

645
646
647
648

649
650

651

652
653
654
655
656
657
658
659

660

661
662
663
664
665
666
667

668
669
670
671
672

673
674
675
676

677
678
679
680
681

13.

14.

15.

16.

17.

18.

19.

20

Effiom, Lionel (2011) “Institutional Frameworks,gfi ransformation Process, and the Challenge of
Coordination”, in ‘Planning and the Transformatifrthe Nigerian Economy’, selected Papers for &12
Annual Conference of the Nigerian Economics Society

Przerworski, Adam. (2004b). “Georgraphy vs Institng Revisited: Were Fortunes Reversed?”. Mimeay Ne
York University.

Przeworski, Adam. (2004a). “The Last Instance: Wstitutions the Primary Cause of Economic
Development?” Mimeo, New York University.

Kormendi, Roger C., and Philip G. Meguire. 1985 dtvibeconomic Determinants of Growth: Cross-Country
Evidence.” Journal of Monetary Economics 16(2, 8eiter):141-63.

Scully, Gerald W. (1988). “The Institutional Framark and Economic DevelopmentJournal of Political
Economy 96(3):652-62.

Clague, Christopher and Keefer, Philip and Knack, Stephen and Olson, Mancur (2010) “Contract
Intensive Money” MPRA Paper No. 25717, World Bank, Washington DC.

Kaufmann, D, Kraay, A. and Mastruzzi, M. (2010)The Worldwide Governance Indicators: A Summary of
Methodology, Data and Analytical Issues". World B&vlicy Research Working Paper No. 5430

20.The World Wide Governance Indicators, 2013

21.

22.

23.

24.
25.

26.

27.

28.

29.

30.

31.
32.

33.

Helmke, Gretchen, and Steven Levitsky. (2003).dlinfal Institutions and  Comparative Politics: A
Research Agenda." South Bend, IN: Kellogg Instifotenternational Studies, Notre Dame University.

Pejovich, Svetozar. (1999). "The Effect of the tatgion of Formal and Informal Institutions on Saici
Stability and Economic Development." Markets andality 2 (2):164-81.

Ostrom, Elinor 2005. “Understanding Institutional/@rsity”. Princeton, NJ: Princeton University Pses

http://www.grameeninfo.org/index. Issue No: 404, 8eptember 04, 2013

Essia, U., Mba, P. N., Ebokpo, M., Ekpo, N., an&DA. (2013) “Self Help Groups in Cross River 8ta
Nigeria.”"European Journal of Social Sciences Voli8éo 2 July.

Acemoglu, Daron and Robinson, James (2008) “The Rblnstitutions in Growth and Development”
Working Paper No. 10, The International Bank foc&wstruction and Development / The World Bank.

Knack, S., Keefer, P. (1995), institutions and egoit performance: cross-country tests using altarma
institutional measures. Economics and Politics)7Z87— 227.

Kaufmann, Daniel, A. Kraay & Pablo Z. (2002). Gavance Matters Il. World Bank Policy Research
Working Paper 2772.Washington, DC: World Bank.

Chong, A and Calderon, C. (2000). ‘Causality anddBack between Institutional Measures and Economic
Growth’, Economics and Politics , 12 (1): 69-81

Rodrik, D. ; A. Subramanian and F. Trebbi (200jstitutions rule: the primacy of institutions ev
geography and integration in economic develop.

Dollar, D. and A. Kraay (2003). Institutions, traaled growth”. Journal of Monetary Economics 50:-182.

Gwartney, James and Lawson, Robert (2003) “Theequtrend measurement of economic freedom” European
Journal of Political Economy Vol. 19 405-430

O'Driscoll, Gerald P. and O'Grady, Mary Anastas28(3) “Index of Economic Freedom”. Washington: The
Heritage Foundation and Dow Jones.



21

682

683 34. Addison, Tony and Mina Baliamoune-lutze (2003)duistrial Quality, Reforms and Integration in the

684 Maghreb’, UNU/WIDER Discussion paper 76.

685

686 35. Glaeser, E. L, Porta, R. L Florencio Lopez-de-Siln Shleifer, A. (2004) “Do Institutions Cause®th?”
687 Bristish Journal of Political Science 27(3) 453.-72

688

689 36. Djankov, Simeon, Rafael LaPorta, Florencio LopeZsdlanes, and Andrei Shleifer. (2002). “The Regolat
690 of Entry.” Quarterly Journal of Economics 117: 1-37

691

692 37. National Bureau of Statistics. (201@atistical News. Labor Force Satistics No. 476. Abuja: The NBS

693 Publication.

694

695 38. World Bank (2012) World Development Report. WashimgD.C.: World Bank.

696 39. The Punch Newspaper, February 19, 2012

697 40. Borner, S. Bodmer, F. and Kobler, M. (2004) “Indiibnal Efficiency and its Determinants : The Rofe

698 Political Factors in Economic Growth”, An OECD Pightion.

699

700 41. Okene, Adam (2013) CKN Nigeria of Tuesday, 15 Jan2913 05:06_http://www.cknnigeria.cokiVebsite
701 accessed on 11/08/2013.

702

703 42. Islam, Roumeen. (2001). "The Institutional Founalasi of a Market Economy: What Makes Markets Work
704 Well?" In The Institutional Foundations of a Marl&tonomy, ed. G. Kochenddérfer- Lucius and B. Plegko

705 Berlin: German Foundation for International Devefgmt (DSE).



