
Introduction to the Political Economy of Development

(A concise, structured guide for students and practitioners)

1. Core Concepts

Concept Definition Why It Matters for Development

Political

Economy

The study of how political forces (institutions,

power relations, interests) interact with

economic processes (production, distribution,

consumption).

Determines which policies are

adopted, who benefits, and how

resources are allocated.

Development

Sustained improvement in human well?being,

measured by income, health, education,

empowerment, and environmental

sustainability.

Provides the ultimate goal that

political?economic analysis seeks

to explain and achieve.

Institution

Formal (constitutions, laws, agencies) or

informal (norms, networks) rules that shape

incentives and behavior.

Strong, inclusive institutions lower

transaction costs, protect property

rights, and foster investment.

Governance

The quality of decision?making,

implementation, and accountability in the

public sector.

Good governance reduces

corruption, improves service

delivery, and builds trust.

Power &

Interests

The ability of groups (elites, firms, civil

society) to influence policy outcomes.

Determines whose preferences

dominate the development

agenda.

2. Analytical Frameworks

2.1. The “Institutions?Growth” Model (North, Acemoglu & Robinson)

1. Property Rights & Contract Enforcement ? Incentivize investment.

2. Political Constraints (e.g., checks and balances) ? Limit rent?seeking by elites.

3. Outcome: Countries with inclusive institutions experience higher, sustained growth.
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2.2. The “State?Capacity” Approach

Administrative Capacity: Ability to collect taxes, deliver services, and enforce regulations.

Fiscal Space: Revenue generation without excessive debt.

Policy Credibility: Consistency and predictability of macro?economic policies.

2.3. The “Political Settlements” Perspective (Khan, Bates)

Definition: The balance of power among coalitions that determines the “rules of the game.”

Key Insight: Development policies are viable only when they fit within the prevailing

settlement.

2.4. The “Varieties of Capitalism” Lens

Liberal Market Economies (LMEs): Flexible labor markets, reliance on market

mechanisms.

Coordinated Market Economies (CMEs): Stronger labor protections, strategic industrial

policy.

Implication: Different institutional configurations lead to distinct development pathways.

3. Main Themes in the Political Economy of Development

3.1. State?Led Development vs. Market?Led Development

Dimension State?Led (e.g., East Asia) Market?Led (e.g., Anglo?Saxon)

Role of

Government

Direct investment, industrial policy,

export promotion

Minimal intervention, focus on

deregulation

Typical

Outcomes

Rapid structural transformation, high

export growth

High service sector growth, flexible

labor markets

Risks
Cronyism, misallocation if institutions

weak

Vulnerability to external shocks,

inequality

3.2. Rent?Seeking and Elite Capture
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Rent?Seeking: Activities aimed at extracting wealth without creating new value (e.g.,

monopolies, subsidies).

Consequences: Distorts resource allocation, hampers growth, fuels corruption.

Policy Countermeasures: Transparent procurement, competitive bidding, independent

regulatory bodies.

3.3. Resource Curse & Institutional Quality

Phenomenon: Resource?rich countries often experience slower growth
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