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Abstract

Metagovernance has traditionally been evolving as an effective mode of governance in
developed democracies for states or governments to legitimately steer and coordinate
stakeholder governance across jurisdictions. This article extends this work to understand the
application of metagovernance in the context of developing democracies. Using an
institutionalist viewpoint, the article explores the conceptual and empirical bases of
metagovernance, drawing from the political science and political economy literature on
developing economies to explain how political institutions can shape the state capacity to
metagovern socio-economic activities in developing democracies. This article finds that the
state capacity to metagovern can be challenged by weak democratic political practices.

Keywords: metagovernance, political economy, democracies, developing economies,
historical institutionalism.

1. Introduction

Both empirical and conceptual foundations of metagovernance have traditionally been rooted
in developed democracies including the Organization for Economic Cooperation and
Development (OECD) economies. This system of governance has been evolving as an
effective way for the state or government to direct and manage socio-economic activities in
dealing with multiple wicked problems and crises across jurisdictions (Evans, 2007; Larsson,
2017) and apply central steering to achieve public policy objectives (Gjaltema, Biesbroek &
Termeer, 2019; Meuleman, 2019; Torfing & Triantafillou, 2013; Umukoro, 2014; Werlin,
2009). Not just the big bailout of 2008 (see Collins, 2015) but also the way current
governments across the globe have been required to step in to curb both the health and
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socio-economic effects of the recent Covid-19 pandemic indicates the type of central role the
state plays in metagovernance (see Mazzucato, 2020). Metagovernance provides public
policy management tools to address governance failures between the state and non-state
market actors (Gjaltema et al., 2019; Larsson, 2017). It recognizes the state capacity to
centrally steer governance of multiple policy strategies of community stakeholders by
coordinating their governance arrangements particularly without scaring off market
innovators and non-governmental actors across state, regional and local levels (Jossep, 2002;
Kooiman, 2003; Torfing & Triantafillou, 2013). Moreover, experiences from Australia,
Denmark and most European Union (EU) economies demonstrate that state capacity to
metagovern is predominantly shaped by democratic institutionalism — public accountability,
transparency, legitimacy and rule of law (Bell & Hindmoor, 2009; Damgaard & Torfing,
2010). This means that metagovernance entails neo-liberal democratic institutional functions
including central steering of devolved governance, effective policy process, resource
management, democratic best practice, and accountability and legitimacy of political process
(Bailey & Wood, 2017; Bell & Hindmoor, 2009; Considine, 2003; Koch & Buser, 2006;
Jessop, 1997, p. 575; Lance, Georgiadou & Bregt, 2009, p. 252; Meuleman, 2019; Serensen,
2006). These institutional functions enable the state to responsibly and legitimately engage
with and centrally coordinate public policy objectives between policy makers and society by
limiting traditional hierarchical state practices such as command and control politics (Jessop,
2002; Kooiman, 2003; Serensen & Torfing, 2009; Torfing & Triantafillou, 2013). In this way,
metagovernance is portrayed as a state-led institutional process to legitimately govern
societal activity (Bell & Hindmoor, 2009; Jessop, 1997, p. 575; Lance et al., 2009, p. 252;
Sarensen & Torfing, 2009; Serensen, 2006).
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This article seeks to understand the application of metagovernance in the context of
developing democracies. Using an institutionalist viewpoint, it explores conceptual and
empirical bases of metagovernance, and draws on the political science and political economy
literature on developing economies to explain how political institutions can affect the state
capacity to metagovern socio-economic activities in developing countries. This informs how
the type of political institutions in these economies can shape their state or government
practices. This article argues that the state capacity to metagovern in developing democracies
can be lost due to weak democratic practices leading to persistent failure to govern economic
performance responsibly and legitimately.

This article uses a qualitative research method and draws from historical literature on
political economy and development studies to investigate how and why institutional
properties of developing democracies have challenged socio-economic governance.
Developing democracies have weak formal and informal institutions and culturally
transmitted political practices that do not adhere to the rule of law and democratic best
practices (North, 1990, 2005; Pierre & Peters, 2005; Rasheed, 2006, 2013a; Ratnapala, 2003).
Such institutions can encourage private interests of the ruling elite, rent-seeking practices and
cliental relationships in the policy process (The Economist, 2011; Fukuyama, 2012;
Hindmoor, 1999; Laffont & Tirole, 1991; Tullock, Seldon & Brady, 2002). For example,
despite abundant resources and new liberal institutional foundations, developing democracies
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in Ghana, Mexico, Argentina (Auty, 2004a) and the Maldives (Rasheed, 2015) have shown
persistent failures of the state to govern balanced development. East and Southeast Asian
states in the 1990s had adopted predatory rent-seeking, luring the economies into economic
crisis (Azam, Bates & Biais, 2009, p. 4; Onis, 1991). They all indicated a disconnect between
democratic institutionalism and state-led governance. On the other hand, neo-liberal
democratic state practices helped a resource-abundant Malaysian government to also promote
export-oriented manufacturing in the late1960s and avoid a staple trap (Abidin, 2004; Amin,
Yusof & Haneef, 2006; Koen, Asada & Nixon, 2017). These historical experiences further
inform the function of institutions at both formal and informal levels (North, 1990). Short and
long-term development success or failures have been impacted by their capacity to adopt
good governance in the context of democratic best practices. Although metagovernance
literature does not cover developing democracies, this review finds scope to extent
metagovernance studies to understand its application in the latter’s context.

The article proceeds by providing an evaluation of available metagovernance literature to
explain how democratic institutionalism supports state capacity to metagovern. This
evaluation is followed by a review of political science and political economy literature to
understand how political institutions in developing democracies affect their capacity to
govern development. This review further develops a conceptual building block to further
understand the political practices of the state in developing democracies that affect state
capacity to metagovern. In conclusion, this article finds an inevitable relationship between
state capacity to metagovern and the political system, and this relationship can explain the
politico-institutional challenges in the implementation of metagovernance.

2. Metagovernance and State Capacity to Metagovern

There have been significant changes to the modes of governance in contemporary societies
(Bell & Hindmoor, 2009; Serensen, 2006, p. 99). Multiple forms of collaborative and
network governance have evolved in a time where the sovereign role of the state to
micromanage societal activity has diminished (Jessop, 1997, p. 573; Quvist, 2017; Serensen,
2006). The traditional central role of the state has been hollowing out (Damgaard & Torfing,
2010, p. 258). Self-regulated policy networks are the new governance and managers of
societies. The art of self-regulation and self-governance are a commonplace practice both in
public-private investments and business management. The horizontal distribution of
governance arrangements is spreading across different sectors. This merging of public and
private spheres has been leading to blurring of the boundaries between state and society (Bell
& Hindmoor, 2009, p. 3-4). These society-centred and network-based policies and market
systems have been gaining considerable attention in both scholarly debate and policy
discourses up to date (Bell & Hindmoor, 2009).

Scholarly debate and policy discourse have not completely abandoned state-centric policy
engagements. Policy leadership and key accountability of the state in public policy
management are essentially required more often than expected. This central function of the
state became attractive when governments had to step in to bail out big businesses in the
aftermath of the 2008 global financial crisis (Bell & Hindmoor, 2015). The US government
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was blamed for not taking the necessary measures to “stop the housing bubble in the early
2000s” (Kotz, 2009, p. 313) and prevent a global economic recession in the late 2000s
(Makin, 2009). The magnitude of the current Covid-19 crisis has required governments
across the globe to step in. State-led governance and market stimulation have been effective
in balancing social and economic policy outcomes in order to address a very complex market
economy situation (Mazzucato, 2020). Such events have demanded a greater role from the
state in directing and managing socio-economic activities at global, regional and local levels.
In times of crises, governments have been held responsible for market and socio-economic
systems failures.

European developed economies like Denmark and Sweden have shown practices of good
governance which put the state at the forefront of governance structures — not as a
pre-historic monolithic type governance, but as a governance based on plurality and
complexity (Larsson, 2017; Serensen, 2006, p. 100). Modern governance literature identifies
this mode of state-led governance as metagovernance. This idea has furthermore invited
discussions about the state capacity to centrally coordinate collaboration between multiple
societal issue-based activities to support balanced development® (Bell & Hindmoor, 2009, p.
55-58; Meuleman, 2019; Sarensen, 2006, p. 103). It bridges constitutional requirements of
the states and public-private interests (Bell and Hindmoor, 2009, p. 63; Jessop, 1997, p. 575;
Lance et al., 2009, p. 252; Pierre & Peters, 2000, p. 1; Serensen, 2006, p. 102).

Metagovernance informs a political process where the state becomes a democratic and
resourceful actor in governing society. State-led metagovernance ensures central steering that
does not jeopardize the integrity of self-regulated markets. Damgaard and Torfing (2010)
demonstrate that the government of Denmark successfully used the Local Employment
Councils (LECs) as an instrument of metagovernance to centrally manage and monitor the
“performance of local job centres” through “multi-level” governance arrangements without
undermining the original objectives of self-regulated local networks by creating “regulated
self-regulations” (pp. 249-251). Bell and Hindmoor (2009, p. 47) explain that Australia’s Job
Network provided a means for the government to centrally steer and horizontally manage the
programs of non-state actors. This type of hands-off and hands-on action enables devolved
central steering through delegating resources and authority to local public authorities to
legitimately coordinate and manage policy implementation across state and local stakeholders
(Bailey & Wood, 2017; Considine, 2003). LECs in Demark have demonstrated the effect of
this bounded autonomy on other governance arrangements. LECs function under legislation
but have the freedom to “define their own rules of the game, set their own agenda, make their
own political priorities, draw up their own plan for using their centrally allocated funds, and
use the LECs as a platform for developing new ideas and initiatives” (Damgaard & Torfing,
2010, p. 253). LECs attained the capacity to steer, as they operated under the national policy
framework. This effect of bounded autonomy allowed the state to meet its policy objectives
while also enabling LECs to perform according to their local policy platforms. This type of
devolved steering enables the state to implement its public policy across local sectors.

! Balanced development adheres to the idea that “development can only be achieved if growth is accompanied by an
improvement in the quality of life, which includes a reduction in social problems” (Amin et al., 2006, p. 151).

94 http://jpag.macrothink.org



ISSN 2161-7104

\ MacrOthi“k Journal of Public Administration and Governance
A Institute ™ 2020, Vol. 10, No. 3

Metagovernance also provides the state with the administrative and financial resources
required to adopt and implement policy. Bell and Hindmoor (2009, p. 49) explain that a large
administration and bureaucracy, a reliable fiscal resource base, regulatory bodies and
legislative laws can provide the state with a large resource base to direct and manage other
governance arrangements such as LECs in governing local job centres. The state can delegate
a finance or economics ministry that has the capacity to distribute resources and monitor
monetary policy, and the authority to distribute resources to coordinate policy between public
service authorities and society. Lance et al. (2009) demonstrate that the central budgetary
agencies (CBASs) in the United States (US) and Canada assume the function of controlling
resources for their governments. By assuming this responsibility, CBAs can drive the
functions and activities of policy authorities in achieving their sectoral policies in alignment
with the political and policy objectives of the state. This function puts CBAs “in a unique and
pivotal position to assume the role of metagovernor and facilitator of joined up policy
making” (Lance et al., 2009, p. 254). In the case of the US and Canada, CBAs have assumed
a legitimate authority through the democratic process that their state and society follow. This
makes CBA oversight a legitimate, centralized function of the state that can provide resources
for metagovernance (Bell & Hindmoor, 2009, p. 49).

CBAs furthermore make the point that metagovernance is efficient in modern liberal
democracies (Damgaard & Torfing, 2010, p. 258; Koch & Buser, 2006; Kooiman & Jentoft,
2009; Lance et al., 2009, p. 249; Seensen, 2006). In studying the practices of
metagovernance, Sarensen (2006) explains that “metagovernance produces a different form
of governance than in the case with sovereign forms of rule, and that metagovernance is in
many cases the only applicable form of governance in modern Western democracies” (p. 102).
Democratic institutional characteristics bring legitimacy to the central role of government
especially when steering market forces and non-government actors. Coordinating
collaboration between policy authorities and stakeholders can create room for the state to
interfere with the natural process of decision making by involving private political interests
and cliental behavior (Gjaltema et al., 2019). However, the democratic legislative process can
further check and balance policy making procedures as well as the political bias of the state
(Bell & Hindmoor, 2009). The legislative checks and balances can simultaneously provide
incentives for and apply constitutional constraints on predatory activities of the state (Fischer,
2006; Bellamy & Castiglione, 1997, p. 609). Therefore, by adopting a democratic process,
metagovernance ensures the democratic participation of stakeholders in a devolved state-led
decision-making process.

The democratic process also ensures accountability from the political authority and for policy
inputs and outputs (Mulgan, 2006, p. 49). This ensures that other stakeholders in the
governance arrangements are also held accountable by the state. Bell and Hindmoor (2009)
demonstrate that, in 2001, the Australasian Correctional Management (ACM) was criticized
and held responsible by both the opposition parties and media for the poor conditions it had
put in place for prisoners, which eventually led to a number of unpopular events including a
series of riots and breakouts within the facility (Bell & Hindmoor, 2009, p. 53). In this type of
scenario, the state is held responsible for failing to monitor misconduct in the public
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administration system. In the same case, the Department of Immigration and Multicultural
Affairs (DIMA) was also warned by the Australian National Audit Office for not having put
in place adequate monitoring mechanisms (Bell & Hindmoor, 2009, p. 53). The state
accountability system enabled respective government authorities to hold responsible public
service authorities accountable for misconduct and make changes. The provision of
accountability in the democratic process furthermore ensured legitimacy of the state in its
conduct of public services through the metagovernance arrangement.

Bell and Hindmoor (2009), consistent with Fritz Scharpf (1997, 1999), characterize this
democratic provision of accountability and criterion of fairness in public service delivery as
the input-oriented legitimacy. The democratic process enables publicly elected policy makers
to make a legitimate policy input in coordinating collaboration between policy authorities and
stakeholders. This input also accompanies a democratic process involving checks and
balances on the state to maintain legitimacy in decision-making processes. In the ACM and
DIMA case, the state came under pressure from the public where the democratic process
furthermore required the relevant policy authorities to review and regulate the existing prison
policies and system. As Bell and Hindmoor (2009, p. 54) argue, “if governments effectively
steer governance arrangements, ensure effectiveness, and provide necessary resources, the
legitimacy of the output is [also] enhanced”. When legitimacy depends on the nature of
policy output, the state is required to make the necessary changes to policy output to achieve
outcomes collectively desired by the state and society. This state capacity to steer, provide
resources and function within the democracy process determines the use and implementation
of metagovernance.

From the literature reviewed it can be concluded that the democratic process is an essential
function of metagovernance (Gjaltema et al., 2019). In this respect, metagovernance literature
also discusses potential challenges to the implementation of democratic governance when fair
participation of stakeholders is not included in state-led governance (Bristow, Entwistle &
Martin, 2008; Evans, 2007; Gjaltema et al., 2019; Qvist, 2017; Serensen, 2006). This,
however, does not reject the central role the state has in metagoverning society. Such
observations recognize the importance of democratic institutionalism in ensuring the
effectiveness of metagovernance. This observation can help drive scholarly and policy debate
to extend its application and implementation to developing democracies in order to explore
the implications of lack of democratic institutionalism. Although broader metagovernance
literature does not discuss the context of developing democracies, the political science
literature largely covers studies on state-led governance and development in developing
economies. The following section discusses how state capacity to govern economic
performance is affected by weak democratic processes and practices in such economies.

3. Political Economy and Governance in Developing Democracies

Lack of democracy is constitutive of lack of legitimacy. It can allow political leaders to
manipulate policy apparatuses for political and private advantages and rent-seeking activities
(Auty, 1993; Fischer, 2006). This does not suggest that developed countries have failproof
political-economic institutions to combat misgovernance. This claim follows the premise that
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legitimate political institutions and practices in developed democracies have been a
pre-condition for metagovernance success stories. Similarly, the application of
metagovernance in developing democracies is explained in the context of their state capacity
to govern socio-economic activities.

Most developing democracies in Africa, Latin America, and Asia acquire institutional
properties that can enable authoritarian policy makers to manipulate policies and legislation
for their own advantage (Auty, 1993; Bell & Hindmoor, 2009; Fischer, 2006; Skach, 2005, p.
355). ldeas and processes of Westernization, liberal democracy and free market systems have
made an unavoidable impact on non-Western developing economies (Bell & Hindmoor, 2009,
p. 65; Wade, 1990; Wang, 2008). Such economies have abandoned many of their traditional
command and control governance practices (Bell & Hindmoor, 2009, p. 75). Absolute
authority is not the only form of governance adopted in these societies (Bell & Hindmoor,
2009, p. 63; Gill, 2003; Mann, 1988; Considine, 2003). However, this does not mean that
they can adopt metagovernance functions. One must understand the nature of their political
economy to ascertain whether they are capable to do so. Political economy literature explains
that limited democratic institutionalism can enable the state to abuse hierarchical authority.
State-society interactions are also likely to be lured into regulatory capture® (Laffont &
Tirole, 1991, Stigler, 1971) as in Ghana during the 1960s and 1970s (see Osei, 2004, p. 165).
The state can govern the economy, but not necessarily coordinate collaborative decision
making across stakeholders. Rather, cliental relations with the privileged can produce
unbalanced socio-economic outcomes.

The literature on abundant resources and resource curse theory inform an explanatory
framework about such economies. They explain how resource-rich developing democracies
have produced slow growth and persistent inequality due to poor planning caused by policy
misconduct (Auty, 1993). Resource-abundant developing economies in Africa, Latin America,
and Asia have shown slower growth trajectories than economies of East Asia with low or
non-existent resources (Auty, 1993; Karl, 1997; Murshed, 2004, p. 113). Over the past few
decades, political scientists and economists including Alan Gelb (Center for Global
Development, 2012) and Auty (1993), have studied such economies using time-series
empirical data to understand the correlation between development, abundant resources and
political economy. Developing democracies with abundant resources have tended to grow
two or three times slower than economies without. Auty (2004b) shows that “per capita
incomes of the resource-poor countries grew at rates two and three times faster than those of
the resource-abundant countries” (pp. 3-4). Similar studies have revealed that there is a curse
of underdevelopment behind rich resource endowments (Auty, 1993, pp. 249-252; Bulte,
Damania & Deacon, 2005, p. 1030; Ross, 1999). According to Murshed (2004), “resource
booms retard the growth of the economy via the crowding out of production in the traded
sectors” (p. 115). When this happens, the human capital and productivity improvement in
traded sectors (manufacturing or agriculture) is reduced (Sachs & Warner, 2001), as widely
explained using the concept of Dutch disease (Auty, 1993; Auty, 2004b; Sachs & Warner,

2 Regulatory capture involves government making policies or legislation favorable to special interest private groups to
establish or maintain their market monopolies (Dal BG 2006).
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2001, p. 835). In the long run, underdevelopment is caused by the diminishing productive
capacity of the workforce in the tradable sector as human capital development in this sector
becomes less relevant. According to Auty (2001), this effect of abundant resources slows
industrialization, which in turn impedes urbanization “so that the favourable phase of the
dependency/worker cycle is delayed, and the accumulation of produced and human capital is
slower” (p. 844). This process also postpones the “labour market turning point” causing
“surplus rural labour to raise both income inequality and social tension” (p. 844).

A\\ MacrOthlnk Journal of Public Administration and Governance

What happens is that a high concentration of resources in a single industry attracts
government interest to that industry (IDS, 2007). A resource-abundant industry can generate a
large amount of revenue for the government. This will draw government’s attention away
from other areas of the economy including accountability to its constituencies. Selective
relationships with the resource-abundant industry further weakens its legitimacy. The reliance
on the huge revenue base reduces the incentives for government to invest in and develop
other economic sectors. This was seen in the post-independent states of Africa, Latin America,
and Asia.

Resource curse literature finds that rent-seeking is a manifestation of government failure® in
resource-abundant countries (Auty, 1993, p. 115; Murshed, 2004). In studying the
development trajectory and political economy of resource-abundant countries, Osei (2004)
demonstrates that the sub-Saharan African state, Ghana, a small country with cocoa as a key
abundant resource, fell into a “staple trap” or experienced an economic collapse due to the
“weak’ economic policies adopted by its post-independent authoritarian government from the
1960s to the 1980s. Ghana achieved independence in 1957, inheriting (quasi-)democratic
institutions from its pre-independence British system. A democratically appointed prime
minister headed the post-independent state. The “absence of balance of payment constraints,
a sound budgetary situation and a well-functioning public administration” provided Ghana
with substantially better economic conditions to start with compared to other countries of the
region (Osei, 2004, p. 165). However, the economic policies of Prime Minister Nkrumabh,
which his successors continued, failed to address developmental problems effectively due to
their temptations towards rent-seeking activities, engendered by the immense windfall of
abundant resources.

Nkrumah based his economic policies of the 1960s on “pan-African” ideologies, which
promoted “bid push” policies to accelerate industrialization at the expense of other producing
industries (Osei, 2004). This approach created a less open economy by imposing foreign
exchange restrictions and attempted an import substitution strategy by imposing import
quotas and specific import restriction licenses. Overall, Nkrumah took control of the cocoa
industry and its revenue as he saw fit, using resource rents to pay for political commitments.
His Seven-Year Development Plan (1962-1970) further expanded the government and its
administrative functions. The plan was financed from domestic resources, including the
revenue base acquired from “implicit taxation of cocoa exports” (Osei, 2004, p. 167).

% The same literature suggests that this government failure lies within the government’s incapacity to manage national
resources to achieve broader development of the economy, due to weak political systems built on a political-institutional
framework undermining effective governance mechanisms.
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Basically, he created a “vampire state” that generated rent-like resources and adopted policies
that were unproductive and less growth friendly, which subsequently led to a growth collapse
towards the 1980s. The fixed rent enabled the state to generate a huge revenue base from a
single industry and gave little policy attention to other areas of the economy, causing a
subsequent growth failure.

Mexico and Argentina also experienced similar development failures around the same period.
They are resource-abundant economies, among other Latin American economies, which
collapsed due to the “weak” policies of their governments (Auty, 2004a). Like the “vampire
state” in Ghana, the governments of these countries were both led by self-interested leaders
who were prone to rent-seeking and corruption (Auty, 2004b). They acquired large
economies with characteristics of self-sufficiency and higher intensity for economic
diversification. Like Ghana, they also experienced relatively good economic conditions in the
initial phase of the post-independence governance process. However, both Mexico and
Argentina accommodated a factional predatory political state that sought huge rents from the
resource industries, and where economic policies redistributed national resources and revenue
towards favorable members of an oligarchy (Auty, 2004a, p. 212). The state seldom paid
attention to economic policies that could have promoted sustainability of the broader
economy. In Mexico, the state failed to manage its revenue from oil to strengthen the
domestic economy and support local industrialization. The revenue was used to meet political
costs and budget deficits (Auty, 2004a). Auty (2004b) concluded that “in predatory and
factional states [such as Ghana, Mexico and Argentina], the natural resource rents are
captured and redistributed by non-transparent means to favoured constituencies within
protected industry, the public sector, the military or regional or ethnic groups” (p. 318). When
this happens, the state subsequently falls into a form of willing capture,” involved in political
rent-seeking from the rich industry (Auty, 1993, p. 32; Murshed, 2004, p. 115; Hindmoor,
1999, p. 435; Meier & Rauch, 2005). Rent-seeking activities diminish the responsibility of
and need for the state to achieve national and local objectives (Auty, 1993; Mehlum, Moene
& Torvik, 2006, p. 3; Ngo, 2008).

Sachs and Warner (2001) argue that resource abundance can lead to “poorer governments”
and hence “lower growth” (p. 835). However, this is not an automatic process. Rather, it is an
outcome of state capacity to manipulate economic governance for private benefits. A
rent-seeking relationship has the tendency to make government invest resources in an effort
to achieve monopolistic rents under favorable legislative conditions for private gains, but at
the expense of the overall welfare of society (Hindmoor, 1999, p. 435; Hindmoor, 2006a, p.
80; Tullock, 1988; Tullock et al., 2002, pp. 43-51). Good governance literature explains that
the economic outcomes of rent-seeking can cause more harm to the wider society than if they
had taken place in a different institutional context that does not allow abusive government
activity (Fischer, 2006; Hindmoor, 1999). From a public choice and rational choice
standpoint, governments promote rent-seeking because it is a source of political power and

4 A few big businesses influence the government policy agenda. Such businesses have a higher tendency to influence
government regulatory frameworks when they know their per-capita stake is high. They would want to manipulate
economic regulations to maximize private benefits.

99 http://jpag.macrothink.org



ISSN 2161-7104

\ MacrOthi“k Journal of Public Administration and Governance
A Institute ™ 2020, Vol. 10, No. 3

capital (Hindmoor, 2006a, 2006b). Rent-seeking can be caused by a mere intervention of the
government in economic activity in the absence of democratic rules to guarantee
socio-economic rights of people (Fischer, 2006; Tullock et al., 2002). In the absence of
democratic rules self-interested politicians are more likely to develop policies for their own
advantage (Fischer, 2006; Hindmoor, 2006b, p. 180). Such constitutional rules can come in
the form of legislative checks and balances to prevent bad government (North, 1990, pp.
59-60). During the oil boom (1980-1993), Indonesia, Malaysia (Abidin, 2004), and Norway
(in theory a developed democracy), used “the gains from the oil booms to constitute
industrial base by investing in the industrial sector instead of increasing public and private
consumption” (Baland & Francois, 2000, p. 539). What enabled such policies would be their
democratic constitutional rules (Hindmoor, 2006b, pp. 174-178; North, 1990, pp. 33-35),
which protected and preserved property rights of their societies. Countries such as Trinidad
and Nigeria that lacked rules to protect property rights adopted predatory policies to use their
oil gains to finance increased consumption (Baland & Francois, 2000, p. 539; Fischer, 2006).
In these latter circumstances, the state failed to effectively govern all levels of the economy.
Weak institutional conditions have been the leading cause of slow growth, economic
downturn and political instability in such economies of developing or quasi-democratic
countries (Auty, 1993; Hopkin, 2006; Ross, 1999, p. 297; Sachs & Warner, 2001).

In retrospect, the presence of abundant resources does not always lead to governance failure
or bad government. Political regimes have played significant roles in determining positive
developmental outcomes. Malaysia, for example, is classified as a resource-abundant
developing democracy (among others such as Botswana, Chile, and Thailand) that has
escaped the resource curse by systematically diversifying its economy from “slow-growth
commaodities to high-growth commodities and then into competitive manufacturing” (Abidin,
2004, p. 147). The democratic constitutional rules inherited from its pre-independence British
system set the guiding principles for an efficient market system. The post-independence
constitution created a federal system that became the cornerstone of democratic governance
in Malaysia. Unlike Ghana or Mexico, the state adopted policies that promoted economic
liberalism and balanced development. Abidin (2004) explains:

Malaysia did not dissipate the rents generated by the dynamic resource sector in expanding a
slow-maturing manufacturing sector at the expense of incentives in the primary sector. Instead,
the rents were channelled into strengthening output in the primary sector and into the
accumulation of produced and human capital. Therefore, the decision to promote
export-oriented manufacturing from the late-1960s helped Malaysia to avoid the staple trap and
achieve competitive industrialization. (p. 158)

Its economic success story resonates in present studies including OCED papers (Koen, et al.,
2017). But what if there were no abundant resources? Does this mean that institutions are not
necessary?

Some resource-poor countries have performed remarkably well. East and Southeast Asian
economies of the 1990s are some examples of such economies. During their economic booms,
these governments played a leading role in managing national resources and economic
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activities to achieve productive outcomes. This explains that natural wealth does not
automatically create predatory political systems. Onis (1991, pp. 117-118) demonstrates that
Korea and Taiwan’s development trajectories were shaped by political institutions and
extensive industrial and infrastructural foundations that were historically bestowed on them
by the Japanese. Initially, these countries did not experience political predation as in Ghana,
Mexico, and Argentina. These East and Southeast Asian economies also experienced a
growth collapse following their growth boom (Acemoglu, 2005, p. 1201). However, such
states, in the long run, have failed to effectively manage their booming economies because
their financial systems were too vulnerable to address changing market conditions (Wade,
1998, p. 1538). Their state institutions eventually failed to support metagovernance, shape
legitimate state-society interactions and prevent predatory state behavior (Wade, 1990; Wang,
2008). Onis (1991, p. 123) explains that “the state elite [can] extensively regulate economic
and political activity but at the same time [can also] take decisions without routine,
institutionalized negotiations with groups in civil society”. In this context, there is also a risk
for Malaysia of being captured by a resources trap unless it continues to realize the role
institutions play in guiding democratic governance. The following section draws on
institutionalist literature to explain how formal and informal institutions can determine the
lack of state capacity to metagovern due to persistent failure of the state to adopt democratic
practices.

4. Loss of State Capacity to Metagovern

Loss of state capacity to metagovern has also been an area of concern for developing
democracies. It has been argued that developing democracies lack the capacity to metagovern
due to lack of democratic practices in political and policy processes (Rasheed, 2013b; 2015).
Institutionalists explain this in terms of how institutions and constitutional rules affect
developmental patterns (Hall & Taylor, 1996; Rasheed, 2006; Ratnapala, 2003; Streeck &
Thelen, 2005). North (1990, p. 4) explains that institutions “are the frameworks within which
human interaction takes place”. Institutions are a key determinant of politics, policy making
and governance both in developed and developing economies (Bell, 2011; North, 1990, 2005;
Streeck & Thelen, 2005). Democratic rules and practices play a key role in determining the
legitimacy of policy processes in democratic political systems and can explain the persistent
failure to metagovern in developing democracies. Neither the weak nor strong states are
themselves drivers of policy processes, but the surrounding institutions are. Acemoglu (2005,
p. 1203) promotes a “consensually strong-state” equilibrium (p. 1203). Using North’s (1981,
p. 1223) institutional theory, Acemoglu (2005, p. 1223) explains that “the delivery of public
goods comes with significant rents for the ruler; the incentive compatibility constraint
necessitates that, despite its political weakness, the ruler receives sufficient rents so that
he[/she] is not tempted to use tax revenue for his[/her] own benefit”. Furthermore, an
“equilibrium can emerge when citizens accept high taxes ... [if] there is a credible promise
that a sufficient fraction of these will be invested in public goods” (Acemoglu, 2005, p.
1224).

This behavior of the state, with respect to non-state actors in producing efficient
developmental outcomes, is demonstrated by OECD countries. OECD states with fairly weak
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political governments® constrained by constitutionally imposed checks and balances portray
highly successful developmental projections (Acemoglu, 2005, p. 25). The main implication
of this argument is that these “consensually strong states” have democratic constitutional
rules that ensure the effectiveness of the policy process. This is done through continuous
negotiation and collaboration between policy authorities and non-state actors to reach a
“pareto optimality” — all actors involved benefit (at least to some extent) from policy
outcomes. This consensually strong state is an outcome of democratic constitutional rules.
Lack of democratic rules and subsequent failure to sustain developmental progress in
developing democracies is an indication of lack of metagovernance. Rasheed (2015, 2013a,
2013b) explains how historical institutions enabled authoritarian political practices and
rent-seeking policies in tourism development in the Maldives during the 1970s and 2000s.
The state failed to metagovern tourism to achieve balanced socio-economic development
despite the large revenue generated for the state. The lack of democratic process created a
disconnection between the state and broader societal activities. What diminished the state
capacity to metagovern was the type of political institutions inherited from past authoritarian
practices.

In studying the economic histories of Western societies and their relations with non-Western
societies, such as Latin American states, North (1990, pp. 101-103) found that strong liberal
institutions can reduce the costs of transactions in socio-economic activities and create
incentives for progressive state-society performance. To understand why a political economy
accommodates weak or strong institutions, we need to investigate its origins. North (1990)
found that the success of US revolutions that led to “the Revolutionary War, the Declaration
of Independence, the Articles of Confederation, the Northwest Ordinance, and the
Constitution” was affected by its historical institutional legacies transferred from the British
liberal institutionalism (North, 1990, p.102). He also found that the institutional legacies of
the Spanish Indies, which promoted centralized bureaucratic controls inherited by the Latin
American economies, did not support the US-inspired “federal schemes and efforts of
decentralization” in those economies (North, 1990, p. 103). The underlying argument is that
pre-existing constitutional rules influence the success and failures of present and future
governance arrangements.

In Asia, Africa, or Latin America, governance of socio-economic activity is guided by weak
or developing democratic institutions. However, their capacity to metagovern will depend on
their ability to adopt and continue democratic practices. In the Maldives, the
post-independence political system inherited many historical monarchical political practices
that adhered to authoritarian ruling. Despite the resource-rich tourism generated since the
1970s, the state has failed to metagovern the industry to achieve balanced development
(Rasheed, 2015, 2013b). In comparison to the governance modes of the United Kingdom
(UK), the Netherlands, Germany and the European Commission, Meuleman (2010) argues
that the governance modes of one nation cannot be simply transferred as best practice to
another without adaptation. This capacity to adapt depends on both formal and informal

® Here, “weak” government is referred to as a government under certain check and balance mechanisms constraining the
exercise of unlimited or undue authority over the economy.
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political institutions in place. Governments can renegotiate their social contracts with
non-state actors and implement new democratic practices. In order to implement new policies,
governments must adopt new laws and regulations to guide that implementation process.
These changes to legislation or formal rules will in turn change the nature of relations
between the government and non-state actors (North, 1990). However, these changes may not
necessarily change the traditional practices and ideologies of those occupying actors unless
the new formal rules can modify the original desire-structure of those actors through better
incentivized structures (Bell & Hindmoor, 2009; North, 1990; Streeck & Thelen, 2005;
Thelen, 1999; van der Heijden, 2010).

A\ MacrOthlnk Journal of Public Administration and Governance

North (1990, p. 6) explains that “institutions typically change incrementally rather than in
discontinuous fashion” because the informal rules embedded in the political-economic system
are hard to change, as they are accustomed elements of society. Historical institutionalists
discuss a “sticky” effect of institutions on surrounding environments by setting a distinct path
for any interplay between occupying agencies. They advocate that institutions tend to create
“Interpretive” actors with “bounded discretion” who can make strategic choices in order to
adapt to changing socio-economic conditions, like varying market prices and competition
(Bell, 2011, pp. 10,19). This institution-induced “adaptive efficiency” of the state will
determine the nature of changes and the effectiveness of their outcome (North, 1990, pp.
80-81; 2005). According to North (1990), adaptive efficiency can be explained in terms of a
society’s willingness to make changes to its social, economic and political structures. This
willingness depends on the type of institutions governing that political society. If such
institutions create adequate incentives and constraints for society to develop, then that society
is considered adaptively efficient. If that outcome does not meet the desired end of the
occupiers, it implies a weakness of the original institutions in setting effective apparatuses to
govern their interplay and reaching long-term socio-economic solutions. Institutions may
change, but they do not necessarily change efficiently. The weakness of the original path
reduces the adaptive efficiency of society to make institutional change (North, 1990;
Ratnapala, 2003).

Bell (2011), in line with other social science and political science theories (Archer, 1995; Bell
& Hindmoor, 2009; North, 1990), created a methodological framework to explain this
institutional effect of path dependency in the context of historical institutionalism. Bell (2011,
p. 2) suggests that both the government and industry, within an institutional structure, have
“bounded discretion” and independent “interpretive” capacities to adapt to new
socio-economic conditions by formulating better governance strategies. Bounded discretion
allows actors to make informed decisions on their surrounding environments. It enables
actors to adapt and make political and economic changes, but only within the boundaries of
existing institutional frameworks. This asserts that actors can make their own changes; but
their actions are still essentially influenced by the pre-existing institutions. These institutional
paths influence governance arrangements and their developmental outcomes. Peters (1999),
consistently with Bell (2011) and North (1990), defines path dependency as “the policy
choices made when an institution is being formed, or when a policy is initiated, [that] will
have a continuing and largely determinant influence over the policy far into the future” (p.
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63). Thelen (1999) confirms that “even when policy makers set out to redesign institutions,
they are constrained in what they can conceive of by these embedded, cultural constraints” (p.
386).

In analysing the independence of the Reserve Bank of Australia (RBA) in the early 1990s, for
Bell (2004, 2011) it was clear that the government could not effectively metagovern the
monetary system by failing to strategically steer the RBA’s activity with respect to the
national economic system. This led to a policy-induced economic recession in the 1990s. This
failure was a result of structural problems caused by weak pre-existing legislation. The RBA
was unable to pursue its policy independence because government leaders had strong political
control over its functions. The recession changed the initial situation, made it costlier for
politicians to pursue their RBA functions and provoked a policy shift under existing
legislation. Their job was made easier because “the legislation [that] already existed made it
possible for the authorities to implement institutional change on an informal basis and tacitly
give the RBA its head during this period” (Bell, 2011, p. 19).

In this state-institution interplay, one can observe a persistent failure of state capacity to
metagovern in developing democracies. For example, Ghana failed to establish an efficient
economic policy because its constitutional rules were too undemocratic. Instead, it
experienced political revolutions and military coups between the 1960s and 1980s (Osei,
2004, pp. 167-169). The same can be applied to Latin American or Asian economies
including the case of the Maldives with developing democratic systems. The continuity of
authoritarian political practices can reduce state capacity to metagovern in these systems.
Malaysia can be a test case to explain the continuity of state capacity to centrally coordinate
good economic performance and assess if metagovernance is the cause of its success story.
Studies have indicated the role the institutional foundations have played to curb corruption
and misgovernance in Malaysia’s development planning (Bakar, Barizah, Saleh & Mohamad,
2011; Koen et al., 2017, p. 36). Likewise, the Maldives has undergone modern democratic
reforms and thus is a good case to assess metagovernance challenges caused by historical
institutions. Moreover in Malaysia, as in the Maldives, institutional paths with authoritarian
practices from pre-independence political traditions can still drive predatory politics, and
hence the ability to metagovern socio-economic activities can be affected by the state
capacity to adhere to democratic practices. It is the state capacity to coordinate market force
collaboration and societal activities within democratic boundaries that can determine
metagovernance in these developing economies.

5. Conclusion

This article is based on the institutionalist perspective of conceptual and empirical
foundations of metagovernance and on an approach that frames metagovernance in the
context of developing democracies. The crucial point is whether or not the state has the
capacity to direct, manage and coordinate collaboration between policy authorities and
societal stakeholders. In the context of metagovernance functions, this article has explained
that, historically, developing democracies have not attained sufficient democratic practices to
support central steering of their economy. State-led governance has not worked when the
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political system in place has not provided checks and balances to prevent private political
interests and relationships characterized by clientelism between the state and society. Rather,
states often fall into a form of willing capture.

The research culminating from this article, however, highlights that Malaysia’s
post-independent democratic practices once enabled liberal market practices that supported
economic progress. The state coordinated the industrialization process in a sustainable way.
This highlights the benefits of an institutionalist approach to understand the application of
metagovernance in developing democracies. Metagovernance has not been studied in the
context of developing democracies except for the case of Maldives where it was observed
that post-independence political institutional practices have challenged the state capacity to
metagovern tourism development. Southeast Asian states in the1990s showed the economic
potential for development. However, the impact of weak rules led to the failure of the
political system to metagovern economic performance. In Malaysia, however, despite the
quasi-democratic institutions, good governance practices of the government have shown the
potential for metagovernance, and possible growth of future studies focusing on developing
democracies.
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