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UDC Abstract: The impact of institutional arrangements, the "rules of
330.82 the game", in terms of Douglass North’s definition, on
338.1 macroeconomic dynamics has been largely detected in the
Original economic-historical records. However, clarification of the nature
scientific of institutional currents and their relationship with the paths of
paper economic growth is a challenge for contemporary economic theory.

The paper will present a retrospective of the conceptualization of
institutional change as a process that mimics the evolutionary
systems, relying on relevant theoretical concepts and selective
empirical material that is contained herein. In this sense, the
paper gives insight into the important contributions reflecting on
the relationship between instiutions and economic growth, the
evolutionary theory of socio-economic changes and their possible
implications for the current reform process. Total of
argumentation offered in the paper indicates stability and inertia
of institutional structures, whose dynamics is prone to path
dependency. Insisting on universal reform solutions, neutral with
respect to local circumstances in the process of stimulating
economic growth, turns out to be ineffective.
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1. Introduction

The indisputable dominance in the theory of ecowcodgvelopment of
neoclassical economics stems from its superiorityhe analysis of the main
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manifestation of the macroeconomic dynamics - esvaaqrowth. Rigorous
mathematical models created within the neoclassrealition thoroughly and
consistently explain the mechanics of growth inioratl output over time,
basing on the concepts of the aggregate produfttimetion, the utility function
of a representative consumer, diminishing returms iovestment of the
individual factors of production and so on. A kexeet in the development of
the neoclassical theory of economic growth is thi®® - Swan model (Barro,
Sala-I-Martin, 1995). Depending on the constellatad important parameters
(technological capabilities, population growth arshvings rate), the
neoclassical theory of economic growth suggestptssibility of an absolute
or conditional convergence growth of economies iffier@nt development
levels. The next generation of neoclassical growtdels was occupied with
the endogenization of technical progress, by inm@iion of innovation and the
concept of human capital, knowledge spilloversemmlities and economies of
scale in the industry due to the effects of tecbgichl progress, imperfect
market structures that support it , etc. (Barrda$Martin, 1995).

There are remarks that both generations of nedctdssodels of economic
growth are characterized by reductionism, becaussy tignore the real
economic dynamics, dominated by evolutionary anupiex (but not perfect)
knowledge, limited (rather than absolute) ratidyaldf the actors, radical
uncertainty and etc. (Castelacci et al . 2005, p).1The formal models of
economic growth must adjust their methods to mougkntities that cannot be
easily reduced to a group of numbers. Areas tleatasignated as a challenge
to the theory of economic growth are the naturedeetlopment of technology,
the behaviour of firms and other organizations wppgl technology and
institutional environment that shapes that behavibielson, 1998, p. 514-516).

Critics of the neoclassical theory of economic dgloare an integral part of
the now voluminous corpus of critics addressech&ogdeneral epistemological
orientation of this stream of economic thought f{&tevic, 2012). The
neoclassical model of economic processes is unddlyba powerful analytical
framework, characterized by solid logical relationformal rigor and
suggestiveness. However, the realism of the inasdumptions is to some
extent sacrificed for the sake of the aforementiomethodological virtue of the
neoclassical approach. Because of its pretensinrthe spatial and temporal
universality, neoclassical economics is forced igoii ignore the cultural,
historical and sociopsychological contents, which iaevitably linked to the
economic process.

Numerous and heterogeneous impacts of the aboveamea structures on
the behaviour of actors present at different lewdlthe economic process are
unified under the theoretical concept of institnto There is a very rich
scientific production of efforts within contempoyaeconomic theory on the
conceptualization of the phenomenon of institutiongthout going into their
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various attributes, for further consideration wildle enough to consider
institutions as the rules of conduct — rules of gaene in society - which may
consist of written and unwritten rules, with themperty that, since they exercise
a lasting influence on the actions of individualsey create what might be
called patterns (regularities) of behaviour in ebci(in more detail in:
Stefanow, 2009).

Interest of economists for the institutional comgain of the economic
process, however, is present from the very begjmiof modern economic
science, and is especially pronounced within thierbdox economic thought
(Historical School, Old Institutionalism, the Auatt School and others). The
legitimization of institutions as the focus of eoaric orthodoxy is related to the
impact of New Institutional Economics, which is iomed by the awarding of
the Nobel Prize to its prominent protagonists (€p&mrth, Williamson).

The aim of this paper is to highlight the importaré the rules of the game,
embodied in institutional structures in shapingresnic dynamics, in the sense
that the quality of the rules, along with the "cias growth resources, affects
the quality of economic development. In this sertse, paper presents recent
efforts to overcome the inability of neoclassicalomomics to incorporate
institutional dimension into its mechanistic epistdogical framework. The
paper also presents some of today's influentiarisfto integrate institutions in
the theory of economic growth. Then, the paper ahties understanding of
institutional dynamics as evolutionary phenomertee &volutionary framework
of thinking about economic dynamics suggests arsiityeof solutions related to
stimulating economic growth, sensitive to localcuomstances. The solutions
that tend to the spatial and temporal universalitythis sense, cannot be
sufficiently effective as the model for the curresfiorm process.

2. Institutions and Economic Growth - Myrdal, North and Olson

The undisputed founder of the incorporation ofiinbnal structures in the
theory of economic growth is Myrdal (1978). Accawglito his view, the
economic system is an institutional complex, wipalsses through the process of
continuous development. Due to a continuous flux thé system, the
mathematical correlations between the variablesatalpe accurately measured.
Therefore, the theory should abandon the matheahatiodels and put the
institutions at the centre of attention (Myrdal,789p. 774). Economic process is
evolving institutional complex, which belongs tonauch larger complex of
culture. Economic dynamics can be studied onlyhm ¢ontext of its overall
demographic, social, ideological, and politicaliesrvments (Myrdal, 1978).

In an effort to empirical verification of the impauf property institutions on
economic efficiency of different economies, NortmdaThomas (1973)
conducted a study of economic history of some Westeuntries. They started
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from the claim that economic development is theulte®f traditional
development factors (technology, demographic p@Bntbut essentially
depends on the subtle influence of social instingj particularly those that
define property rights. North and Thomas (1973)eob=d the asymmetric
development of property institutions in differemuatries of the West. In the
UK and the Netherlands the system of stable and-pwelected private
property rights was created. In other Western a@sit(France and Spain)
economies were long dominated by inefficient formhwnership, which are
responsible for their delay in the developmentagitalist institutions.

In order to explain such path of institutional exan of the countries of
West, North (1990) introduces a conceptualizatibinstitutions as humanly
constructed constraints that structure politicahrmmic and social interaction
(North, 1990, p. 3). In this sense, institutions #ne rules of the game that
affect the incentives for exchange, while orgamiret and individuals are
players. The effects of institutions as the ruléshe game in the economic
process are manifold - they affect motivation, ftatjon of property rights,
assist individuals to overcome the problems geadrdity uncertainty in the
environment etc. A distinction between formal anfbimal institutions is also
introduced (North 1990, p. 3). Formal institutioae embodied in the legal
system (constitution, laws), while informal instiins are of unwritten nature
(culture, tradition, customs and beliefs).

Informal institutions have strong and firmly rootedpact on the behaviour
of agents. Their influence on the agents is reflédh the existence of the so-
called "mental models", actors’ beliefs about iremment structure and
acceptable and desirable social behaviours. Ingalgdwho live in the same
society are exposed to the same cultural and Hatainfluences, will have
similar mental models, which will strongly affedieir behaviour (Denzau,
North, 1994). The problem is that in some societiestorical circumstances
and cultural environment generate informal ingtitug that are not compatible
with private property and a market economy.

The different institutional structures of advanaspitalist economies are
replicated in their former colonies. In North Ange| the institutional evolution
was dependent on appropriate courses in the UKc¢chwht the time of the
formation of British colonies in this part of theod was marked by the
culmination of the struggle for parliamentarism,ligieus and political
pluralism, decentralized political system, protetiof property rights on the
commodity and factor markets etc. (North, 1991110). On the other hand,
"South of the Rio Grande", the Spanish and Poesg colonies institutional
flows are formed during the domination of dynastver the parliament, so
that newly established institutions aimed at crgatia strong central
bureaucracy, common religion, a detailed bureaigcratulation of the entire
economic and political life of society etc. Econorand political entrepreneurs
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were, therefore, encouraged to realize their objesty establishing control or
influence over bureaucratic apparatus (North, 19&Hining independence in
these states produced attempts to establish instiéh regimes modelled
similar to the United States. However, new fornradtitutions (constitutional
solutions inspired by the U.S. a constitutionalutation) did not find reflection
in the behaviour of actors. Despite similar ideata framework, design of
institutional arrangements in the former coloniésGoeat Britain and Spain
were divergent. The United States has evolved urigeglish influence
institutions that generated impersonal exchangijgad stability and allow the
appropriation of the effects of modern technolog@n the other hand,
"personalistic relationships" that continue tomdwte the Latin American
countries, caused economic and political instabilithereby significantly
reducing their ability to realize opportunities samg from new technologies
(North, 1991, p. 111).

A significant step forward from the neoclassicanfiework of economic
growth is Olson’s (1996) explanation of the ecorobackwardness of the less
developed parts of the world. He gives a speaifierpretation of the influential
thesis of the economic orthodoxy of efficient fiogh markets, according to
which, given the availability of information releskin market transactions, it is
not possible to realize the yield higher than ndroma securities, so that a
random selection of portfolios, on average, givde tsame vyield as
professionally directed investment. Other investosing available information,
contribute to such configuration of supply and dedjathat prevent the
appropriation extra yields in the financial markast a single agent. This
conclusion is articulated through the metaphor arikmotes denominated in a
large sum left on the sidewalk, which actually catnbe found, because
someone else picked them up (Olson and Kahkohrégg, . 9). Generalized
to the economic efficiency of different nationsedhy of efficient markets
implies that any economy can achieve a return emdbources invested only up
to the average in the world economy, in line wita value of the resources that
are put into production. If, therefore, the retunm investment in the world
economy is known and may not significantly devittam the global average,
the economic underdevelopment of the nation cary dd explained by
insufficient provision with resources, physical amgman capital. Nations are
already on the production possibilities functionsonfier, and their
underdevelopment can be overcome only through uhtbdr accumulation of
physical and human resources. Reasoning aboge"laills on the sidewalk",
thus can be considered valid for economic develaoprogdifferent nations as
well (Olson and Kahkéhnen, 1998, p. 9-10).

Olson (1996) challenged the aforementioned commhgsiof economic
orthodoxy, in the sense that an insufficient suppiyresources cannot be a
major cause of the economic backwardness natione Thnventional
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explanation based on diminishing returns to capital natural resources (due
to overpopulation in the less developed countrie®uld imply induced
migration and equalization of differences in peggitaaincomes across countries.
Drawing on empirical evidence this author shows thantioned equalizing of
yields does not take place, which can be illustidie an example of migration
between the U.S. and Europe - at the time of thet imbensive migration of
Europeans to America, the gap was not reducedtuily started to decrease
only after the migration was significantly reducater the Second World War
(Olson 1996, p. 8-11). Return on capital also shdag uniform across the
national economies, as the movement of capitalrédeped areas with high
returns on investment (from areas with low yielsispuld lead to the annulment
of national differences in returns. Referring toe tltontinuing unequal
distribution of capital across countries, Olson alodes that, given the
availability of capital, the national economies amet on the production
possibilities functions frontier (Olson 1996, p.-18). The differences in the
available human capital can also be a determinage of various economic
disparities across countries. Author refers todbmparison of East and West
Germany, China and Taiwan, as well as North andiSiéarea, which, in spite
of a similar human capital stored in their popwatin the relevant period had
significantly different dynamics of economic growtfOlson 1996, p
possibilities. 15-19) .

Referring to the above mentioned findings, Olsa@9@) concludes that the
supply of resources does not crucially dictate enna efficiency, and that there
is considerable scope for moving towards the feordf production capabilities -
there are, therefore, "bills that can be pickedmwiphe sidewalk”". The problem is
that less developed countries have not developmadlective incentive structure
that could exploit the aforementioned potentiainiprove economic efficiency,
or to become capable of "picking up banknotes ftioenstreet" (Olson 1996, p.
6). These structures, however, do not arise speatesty, but are the result of
prevailing institutions within the borders of ormuatry, relating to the protection
of contracts and property rights, constitutionahagements, the organization of
the political process, the impact of monopolies @tson 1996).

Accordingly, rather than by exclusive reliance dre taccumulation of
resources, less developed countries have the amigrito improve their
economic efficiency and significantly reduce thepgm relation to the
developed world by improving their own institutibnarrangements. Olson
points to important directions for improving thestitutional arrangements that
would ensure the collection of “free bills on thdesvalk”, and the acceleration
of economic growth, regardless of the accumulatibdevelopment resources.
They primarily include the abandonment of those nmsmgs of income
redistribution that reduce incentives for produatim addition, they include the
establishment of missing markets, particularly éhasat base on contracts
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whose implementation is urgently dependent of thexaon of the "third party"
(especially important measure for attracting cdpitéinally, reforms should
lead to eliminating unreasonable policies thatsa@ally inefficient (Olson and
Kahkoéhnen, 1998, p. 10).

Even when it does not ignore the problem of ingtins, the neoclassical
understanding of economic dynamics specifies itairfairly rigorous and
exclusive way. Specifically, the neoclassical moéelves room for only one
institutional pattern that is "neutral" with respgo the economic process,
which creates no friction and does not interferthwilie mechanism of market
equilibration (Dosi, Rovira, 2008, p. 330). The lgeam is that there is no real
economy with such a finely "tuned" institutionatustture. All that is in the
neoclassical model considered as market failure, @mes not fit into its
theoretical framework - innovations, externaliteds. - in the real world is in
fact a generator of economic growth (Dosi, Ro\v2@08, p. 330).

Whatever the definition of social institutions -ethpatterns of thinking,
collective action that control individual behavipuhumanly constructed
constraints that structural social interactions rfiore detail in: Stefanod
2009, p. 16-18) - they inevitably interact withhieology: motivate its adoption
and implementation, affect the rate of absorptiértechnological solutions,
their diffusion etc. Institutions exert multiplefedts in all of the stages of the
implementation of new technological solutions, dre tuse of existing
technologies. The link between technology and ecidnagrowth, therefore,
remains vague, if it ignores the theory of inst@ns, much as this theory itself
heterogeneous and imperfect is. In terms of solihg aforementioned
relations, of some help can be Nelson's (2008)ndtébn between physical and
social technologies. Physical technologies incltite recipe for performing
activities in order to obtain a certain outcomeac8iit involves the participation
of several actors, they need to be coordinatedugtrahe division of labour,
which is a social technology. Social technologies mtertwined with the
structures that create the conditions for theirars® dictate their dynamics - the
laws, standards, governance structures, etc. —ighatith the institutions of
society (Nelson, 2008, p. 3-6).

3. Institutional Dynamics as an Evolutionary Phenomenon

Given the now widely econometrically proven rolaradtitutions in shaping
the trajectory of economic growth, the task of gaatl importance is the
explanation of the nature and mechanisms of theémge (Acemoglu et al.
2001, Acemoglu et al. 2003, Acemoglu, 2006, Rod#aRD4). North (1981,
1990) has relatively long searched for an adedhataretical framework for the
explanation of the institutional dynamics. His fipasition on this issue is the
theory of the evolution of mental models (DenzawoytN, 1994). Individuals
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make their choices in accordance with their mentatlels, and correct them
when the results of the choices are not consisigthit expectations (North,
1995. Change in mental models follows the pathusfcpuated equilibria, which
means that it is a slow, gradual process, whickome points is interrupted by
relatively short periods of more dramatic changesjich involve the
reorganization of concepts and categories withie thental models of
individuals. Following this, disruptive changes, tise continuation of the
normal process of learning which occurs only thiopgrameter changes within
the mental model. Simultaneously with this processception of the world by
leading ideologists also changes, meaning thatladgoalso evolves. When
finally the ideology is changed, it generates a,mgigruptive change of mental
models of individuals (Denzau, North, 1994, p. Zbhus, there is a strong
correlation between the evolution of mental mod#lsndividuals, ideologies
that arise from them, but also exert influence loat, and the evolution of
institutions that structure interpersonal inter@asi. North persistently pointed
out that the dynamics of institutions, particulaiformal ones, is largely a
process characterized by inertia and gradualisnt{iNd994).

Conceptually rich theory of institutional change psovided by the
theoretical stream of institutional economics inspi by the Veblenian
understanding of the evolution of "habits of thatlghveblenian economics
considered institutions as the conservative faotosocioeconomic dynamics,
which evolves in accordance with the principlestitd Darwinian theory of
evolution in biology (Stefanogj Mitrovi¢, 2006).

Recent contributions to the theory of institutiomafolution in Veblenian
tradition generally share the view that the ecomomdynamics can be
understood as an evolutionary process driven byvDén principles. In this
sense, the economic evolution is viewed as a psoited takes place over the
population "units" that are exposed to the prirespbf variation (diversity of
units) , heredity (the possibility of intergeneoatal transmission of certain
characteristics of units) and selection (differBetjuencies of transmission of
certain traits within a population over time) (Hsdg, 1994). Given that it
takes place in historical time, and is shaped &y ldtal context, economic
evolution is naturally "sensitive" to cultural, tiscal and socio-psychological
circumstances (Dosi, 1991, p. 6).

More generally, evolutionary thinking is a peculi@pistemological
orientation. Its features are organicistic conaaiof reality, giving priority to
population thinking over typological thinking inisnce and rejecting any kind
of determinism in terms of predicting the outcomeolationary process
(Hodgson, 1994, p. 113-117, Hodgson, 1995, p. 482).

Darwinism in economics is transferred from biolodpyt over time it is
extended to include a broader meaning. In thisrtegtnere are efforts to
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generalize Darwinian approach to the level of epigtlogical framework that is
suitable for the study of systems that have certhiracteristics - biological,
social and others. Accordingly, so-called "UnivérsBarwinism" or
“Generalized Darwinism” should describe phenomdra have properties of
the "complex population systems" (Hodgson, 2007,2@5-266). Complex
population systems should have the following chargtics: they represent the
population of mutually different units, faced witiimited resources and local
problems of survival; an adaptive solution genatatethe struggle for survival
can be maintained over time and transferred torathigs through the broadly
defined mechanisms that ensure the operation optimeiple of inheritance
(Hodgson, 2007).

Articulation of Generalized Darwinism as a genergistemological
framework in various complex population systemsvtoch it can refer, must
respect their peculiarities. In this sense, thebaation of Generalized
Darwinism in economic theory has the task of figdgpecific mechanisms, in
accordance with universal Darwinist principles,ttblaape the evolution of the
economy. Accordingly, answers should be lookedtdothe questions relating
to mechanism of generating variation, natural gelec mechanisms and
criteria, the mechanism of inheritance etc. (Aldriet al 2008, p. 584-585).
Fundamentally important task is to determine thétyerthat “carries” the
economic evolution, whose viability is tested bg #election pressure, in the
long-run. This entity would need to have the apilibr intergenerational
transfer of its properties, similar to the genedimlogical evolution. It is the
genotype that is the principal "target" of evolatiovhile its immediate objects
are specific units that carry the gene, in biolgggsented by phenotype. In
more modern evolutionary terms, these two entitigs conceptualized as a
replicator and interactor (Aldrich et al. 2008). pgReation is a causal
relationship between entities where there is atantial similarity between the
original and replicated units and where the transfe information about
solutions related to survival also takes placett@nother hand, the interactor is
an entity that directly, as a cohesive unit, entent® reaction with the
environment, in such a way that the interactiorobses a differential (Aldrich,
et al. 2008, p. 586).

Thus, the main actor in the economic evolution &hde the entity that is
sufficiently durable, has the capability of reptioa and carries some solutions
in the fight for survival. The popular version ofotutionary economics holds
that the role of replicators is played by habitd aoutines, and that the major
"candidate" for interactors are firms and similaigamizations (Hodgson,
Knudsen, 2004). Habits are the disposition of detiges of behaviour, which
are generated by repetition of thoughts or behasjonhich are stored in the
human nervous system. These dispositions are deavey behaviour only in
certain circumstances. Habits are as dispositiofficiently durable to be the
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subject of evolution, and also have the capabibfy replication through

imitation (Hodgson, Knudsen, 2004, p. 286-289). dngnt determinants of the
transformation of habits into behaviour are ingtios. Social institutions

stabilize and channel both habits and behavioud@don, Knudsen, 2004, p.
289). The routines are organizational disposititdmst can stimulate certain
patterns of behaviour of individuals within the gpo in form of sequential
respond to cues. In organizations some sort of ngixif the habits of their
members takes place, in the sense that the habita member is the

environment of another, so that such an environmantstimulate some new
behaviours that can lead to changes or replicaifgparts of the environment
(Hodgson, Knudsen, 2004). Routines can be consldmesets of habits which,
when triggered by circumstances, lead to a sequebé&haviour within the

group. Let it again be noted that the habits andtimes are subject to
evolutionary principles of variation, heredity aslection.

Pelikan (2003) seeks to bridge the differences éetwthe influential
definitions of institutions - the North’s (1990) foétion (institutions as
constraints) and Nelson 's (2002) (institutions sacial technologies),
introducing a distinction between rules-constraemsl rules routines (Pelikan,
2003). The first type of rules is institutions dee tconstraints that structure
human interaction. The second type of rules applieoncept of routines that
link individual behavior towards the achievement specific choices.
Institutions limit the set of possible choices, awdtines define the way in
which within a limited set of possible choices widual performs a specific
choice. (Pelikan, 2003). Institutions assist in tiwice of individuals in a
number of ways: by making predictable choice ofeotlindividuals, by
introducing individual to methods of individual dbe with which he was not
familiar, by easing his choice when choosing betwaléernatives etc. (Pelikan,
2003, p. 4). Institutions are divided into formaldanformal, with the informal
institutions change more slowly. On the other haaodtines define the ways in
which individuals, within the limits defined by thestitutions, make choices in
different areas of their work. Routines are hienarally organized, similar to
"programs". Collections of the routines are tecbgws that can be divided into
physical and social (Pelikan, 2003). Essentialty institutions are related to
collective entities (society, economy), while roes "belong" exclusively to
individuals (Pelikan, 2003, p. 7). Every economyaigpeculiar combination of
legally established and culturally conditioned itogional arrangements, that
evolve, but still are stable enough to enable tlssification of a single
economy in the appropriate model of capitalism.@kdag to the Pelican, there
are two types of economic policy, institutional amnelsource-allocational.
Institutional policies aimed at changing institué arrangements define the
possible choices. Resource allocation policies yappl specific areas of the
economy. Institutional policies have cardinal intpace, since they define
potential resources that governments can use ioures-allocation policy.
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Present institutional arrangements determine whiditb@ the mix of fiscal,
monetary, industrial and social policy (Pelikan,020p . 14) . Between
institutions and technology, there is a mutual depacy. Institutions that
allow freedom of experimentation and innovationgl gmotect property rights
provide incentives for the development of new tetbgies. The capacity of
institutional structures to generate innovation banlabelled as potential for
innovation. New technological solutions, in turnayrbe too advanced for the
current institutional structure; they may go beyadheir absorptive capacity. It
generates pressure to change existing institutistractures. From the time
when new technology is introduced, its evolutiogibs, which is simultaneous
with the evolution of institutional arrangementgl{lan, 2003, p. 22). However,
there is some tension between the natural tendehdaystitutions to stability,
which is indeed necessary to maintain minimum $aciardination, and the need
for permanent expansion of their absorptive capathe modern economies are
open and exist in an environment with pronouncadtdtion of resources and
fierce competition. Thus, to be able to keep ufwiternational rivals, national
economies must maintain a high rate of technolbgpmragress, which is
inconsistent with the requirement for the stabififythe institutional structure. In
order to reconcile these two conflicting requiretaethe national economy must
respond to the delicate task of shaping the instita through which they will
simultaneously achieve high innovation potentiahd athe corresponding
absorption capacity to deal with new technologiedikan, 2004, p. 24).

The protagonists of evolutionary macroeconomicssiat economy a
dissipative structure, which transforms the enéngwyt into output. The system
is characterized by permanent imbalances, butkalsbomeostasis and, there
are continuous efforts to attract more energy tantaan the dynamics of the
system (Foster, 2011). The disintegration of thstesy is prevented by the
meso-rules, which provide short-term stable maaoemic trends. These rules
are hierarchically structured and can be recogniizeéte institutions of society
(Foster, 2011). These rules are divided into playsighich provide knowledge
about the transformation of the energy inputs auib that dictate relations to
other agents. Economic growth is only possible ubho the expansion of
investments aimed at innovation, and this is pdéssimly by changing the
meso-rules. (Foster, 2011). In other words, theluthem of meso-rules and
institutions is closely associated with the patreodnomic growth of different
societies.

4. Messages for Economic Reforms - Locally Adapted Versus
Universal Solutions

As it can be concluded from previous findings, ¢hisra strong relationship
between institutional structures and economic agreent. The dynamics of
institutions affect economic growth by shaping thetivation of the actors, the
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system of property rights, the absorption of newhi®logy solutions etc.
However, institutional change is extraordinarilymq@ex phenomenon, which,
according to the majority position within relevaetonomic theory, has
evolutionary character. Regardless of whether itnisaccordance with the
principles of Darwinian evolution, or in complianagéth any other mechanism,
the institutional evolution is the long-term, prbbstic process, with

multicausal dynamics. Every economy is a culturaliypd historically

conditioned conglomerate of various institutionataagements, differently
responsive to changing circumstances. Thereforstesyc interventions in

institutional structures, present within economi&forms, must demonstrate
sufficient sensitivity to local circumstances, intees and power relations. The
particularly delicate segment are informal instdn$ that are strongly rooted in
and have significant impact on the economic actdh& informal institutions

can rightly be considered as a kind of "quasi-gehestructures of the

economies. In the literature on post-socialigigitgon, informal institutions are
occasionally denoted as "Social genotype" - théesyf rules of functioning

of large-scale communities, capable of intergerarat transfer, difficult to

change, and particularly noticeable in the greatatdransformations, such as
the transition process itself (Sekulév2004).

A valid orchestration of institutional change, ierrhs of harmonization
between the transformation of formal and informales, must be a central
concern of any serious reform of the attempt. Imir institutions, as an
invisible, but firmly rooted component of the iitgtional structure, in this
regard, given their unpredictable currents andcedfein an extraordinarily
complex way influence institutional policy. Inforinastitutions, as MadZzar
(2008) points out, are not easy to detect becdugseange of situations in which
they are authoritative and binding is not alwayfigently known. On the
other hand, although they are difficult to detemimformal institutions are
still widely dispersed, nuanced and very powerfthdzar, 2008, p. 20).

Flows and the effects of institutional reforms esisdly are determined by
the reaction of informal rules to newly introductdmal standards. In this
sense, perhaps mimicking North’s (1990) understapydCoyne and Boettke
(Coyne, Boetke, 2006) point out that we shouldimtigtish between foreign and
domestic institutions. The latter group of insiibus indicates the Greek word
méetis, which means the practice verified as a setoois that people within a
community accept in the communication between tieéras and with the
physical world, in order to achieve mutually beoigli goals in a coordinated
manner (Coyne, Boetke, 2006, p. 55). Regardlegbeoffact that institutions
that characterize a successful capitalist econamykaown, establishing them
in every economy that has not yet been enteredtimotrajectory of stable
economic growth, is not guaranteed. The applicatibthese institutions face
with the aforementioned group of domestic instin$, embodied in social
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conventions and practices, by which they have toldmtimized. To be
effective, institutional changes must either bgraid with national institutions,
or encourage their adaptation (Coyne, Boetke, 20085).

Similar to the above-mentioned understanding PejoW2001) links the
transformation to a market economy to the changthénsystem of property
rights. Ownership regime is gradually transformédoagh voluntary and
repeated interactions between individuals, andtiimately built into the system
of formal and informal rules of society. The podgip that the ruling elite
impose a new system of property rights is allowedxogenously
institutionalized property rights aims to imposevrelles on actors performing
transactions. The outcome of exogenous changepeny rights depends on
the prevailing profile of informal norms, so-call&sthos”. If the reaction of the
ethos to a new proprietary system is conciliattimgn the costs of monitoring
and implementation of the new property rights iasee which ultimately may
be prohibitive for further changes. In other worsgording to Pejovich (2001),
changes in property rights which are of an orgaaitire and originate from the
inside, through voluntary and repeated interactibesveen actors are more
likely to survive than those that are exogenouslydsed by state authorities.

A significant amount of caution is, therefore, riggd when institutional
arrangements, originated in very different histlriand cultural circumstances,
or even in abstract theoretical systems, are teamsf to less developed
economies. However, such an approach dominatepdiitecs of the relevant
international organizations towards the less degeslovorld. In fact, the model
of economic reform imposed to these economiefi@sihiversal recipe, firmly
based on the neo-liberal economic paradigm, whachely ignores domestic
institutional circumstances.

A broad set of simultaneous institutional chandesukl, in the opinion of
the protagonists of this approach, eliminate thenrpeoblem of less developed
economies - inhibition of the market mechanism. rigjes in institutions
conjoined with the standardized reform recipe edgization, stabilization and
privatization — are aimed to reshape developingiectes in accordance with
the economic model that consists of pre-known, sapeand universally
applicable institutional arrangements (Rodrik, 2008 100). This model is
strongly opposed by the experiences of the fastigigp economies of East
Asia, which have in recent years achieved impresgpisodes of economic
growth, while systematically bypassing neoliberalvarsal recommendations
and taking into account the local institutionatamstances (Rodrik, 2002).

Equally useful can also be the insight into theegignces of developed
economies in the process of institutional transtdirom catalysed by the need to
adapt to the trends of globalization. The focusha&f required changes is to
release the coordination potential of the globatkeiby removing barriers to
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the free movement of factors of production and dxyséning social control of
the market mechanism.

The leitmotif of launched changes, that do not kgpany important
segment of the institutional organization of theoremmy, is liberalization.
However, the expansion of market coordination mgshgenerally do not cause
dramatic developments in the institutional spacedefeloped economies.
Intensity, depth and dramedy of changes in releveegments of the
institutional structure are not equal, and arengjiyp dependent on the induced
evolution of existing local institutions. ThelleB009, p. 192) estimates that the
current institutional reforms in developed courgrdn not represent a frontal
attack on the existing structure, but more subtiange, which may involve
their unfolding which does not put formal institutal stability into question.
The evolution of institutional arrangements in deped economies caused by
liberalization is a conglomerate of changes diffierm scope, intensity and
depth, which can have as their ultimate outcomadaal reconfiguration of the
coordinating profile of the system.

Refurbishment of socio-economic organization of cessful market
economies takes place through a combination ofdlfmving types of changes:
displacement of institutions (the gradual growthnstitutions of lower rank or
imported practices in relation to the dominant,dateed institution); layering
(gradual institutionalization of the new arrangetsehy adding “layers” to
outdated, but firmly established practices); defterosion or atrophy of
institutions (intentionally defecting institutionadrrangements); conversion
(redirecting existing institute to other goals arekds) and exhaustion (gradual
extinction of outdated institute) (Streeck, Thel2d06, p. 31).

The political economy of comparative capitalismedurces a rich record of
the institutional trends in successful capitalisbreomies generated by the
liberalization process. Empirical flows regularliustrate properly orchestrated
and with the principle of social profitability castent changes in successful
capitalist economies. Changes are taking plackdrbtoad institutional space of
the economy: corporate organization, industriatiehs, the financial system, the
welfare state, the orientation of economic polity. élowever, judging by past
experience, the patterns of their implementatienvaried and well aligned with
local conditions, resources and needs (StreecK|eRh2005, Stubbs, Underhill,
2006). The transformation of the economy is indeagpening, but it is in fact
partly built on the existing coordination structsreand conducted sequentially,
without disturbing the coherence of the institusiborder.

5. Conclusion

Comparative historical records, as well as relevacdnometric studies
reaffirm impact of institutions, visible and inv¢ rules of the game, on the
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most significant manifestation of macroeconomicaiyits, economic growth.
The quality of these rules, affects the qualitycegpaand sustainability of
economic growth. There is agreement that the charfigiese rules, which
essentially determines the dynamics of economieviirohas the character of
the evolutionary process. Some of the interpratatiview their change as
occasionally dramatic evolution of mental modelghaf actors. Another group
of authors understands the evolution of institigioms a process that is
completely determined by Darwinian evolutionary npiples of variation,
heredity and selection. Regardless of differenaesumderstanding of its
mechanisms, there is a consensus that institutiemalution is a slow and
probabilistic process. Institutional structures addnd of quasi-genetic basis of
the economy, which significantly influence its akmion performance.
Therefore, for any reform process, aimed to impréve long-term macro-
economic efficiency, the question of institutiossof primary importance. Each
economy represents distinctive and delicate iriiital setting, shaped by the
long-term historical practice. The behaviour oftitasional setting, given the
multiple effects on motivation and coordinationtiog actors, must be seriously
taken into consideration. Reform policy that igrsotbe possible effects of
institutional infrastructure in the process ofiitgplementation, is in serious risk
of making allocative capacity of the economy evemsg. Economic orthodoxy
for a quite long time persists in the neo-liberaid®l of economic reform in
less developed countries, designed in accordandbd thie neoclassical
theoretical framework, where institutional diveysdf different economies is
generally put aside. The recent frustration with #pplication of this model
may have so far given enough reasons to move tenardew approach of
stimulating economic growth in the developing ecuores, which will make
more use of knowledge about the effects and theardics of institutional
structures.
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EVOLUCIJA ,PRAVILA IGRE“, MAKROEKONOMSKA
DINAMIKA I REFORMSKA POLITIKA

Apstrakt: Uticaj institucionalnih aranzmana, ,pravila igre“ u Nortovom
smislu, na makroekonomsku dinamiku uveliko je detektovan u privredno-
istorijskoj evidenciji. Medutim, razjasnjenje prirode institucionalnih tokova i
njihove veze sa putanjama privrednog rasta predstavlja izazov za savremenu
ekonomsku teoriju. U radu ¢e biti ucinjen osvrt na konceptualizaciju
institucionalnih promena, kao procesa koji oponasa evolucione sisteme, uz
oslonac na relevantna teorijska shvatanja 1 selektivnu empirijsku gradu koja je
u njima sadrzana. U tom smislu, rad prezentuje vaznije doprinose
promisljanju odnosa izmedu institucija 1 privrednog rasta, evolucionu teoriju
drustveno-ekonomskih promena 1 njithove moguce implikacije na aktuelne
reformske procese. Ukupna u radu ponudena argumentacija ukazuje na
stabilnost i1 inertnost institucionalnih struktura, ¢ija je dinamika trajektorijski
zavisna. Pozivanje na univerzalna reformska resenja, neutralna u odnosu na
domacde okolnosti, u procesu stimulisanja privrednog rasta, pokazuje se kao
nedelotvorno.

Kljuéne reci: institucije, privredni rast, evolucija, liberalizacija, ekonomske
reforme.



