
T GOES without saying that prosperity and pov-
erty differ greatly around the world. Sometimes you 
don’t have to go far to see the disparity. The city of 
Nogales is cut in half by a fence. The northern bit 

lies in Arizona, while the southern bit is in Sonora, Mex-
ico. The Arizonian part has much higher income and life 
expectancy. There are better roads and crime is low. The 
average income in the Sonoran part is about one third of 
its northern counterpart. There is high infant mortality 
and many teenagers are not in school. Roads are bad and 
crime and corruption are rife.
         Disparities are even more marked on a global scale. 
The poorest countries in the world have average per capita 
incomes of less than $2000 annually, whereas the richest 
have an average of $20,000 or more. Most of the former 
are in Africa and parts of southeast Asia, while the latter  
comprise largely North America, western 
Europe, Australasia and Japan. This might 
suggest that geographical factors explain the 
inequality. Most poor countries lie between 
the tropics of Cancer and Capricorn. Rich 
nations, in contrast, tend to be in temperate 
latitudes. Montesquieu, in the 18th century, 
proposed the explanation that people in 
tropical climates tend to be lazy and lack in-
quisitiveness. So they didn’t work hard and 
were not innovative, hence their poverty. In the 
modern era, some writers like Jared Diamond 
and Jeffrey Sachs have refined this theory by 
adding two additional arguments: first, that 
tropical diseases, particularly malaria, have 
very adverse consequences for health and 
therefore labour productivity; and second, that tropical 
soils do not allow for productive agriculture.
        In their new book Why Nations Fail, Daron Acemo-
glu and James Robinson reject the geographical hypothe-
sis. Just think of Nogales. What separates the two parts is 
not climate, geography or diseased environment, but the 
US-Mexico border. The geography hypothesis cannot ex-
plain differences the north and south of Nogales, or 
North and South Korea, or East and West Germany before 
the fall of the Berlin Wall. Nor can it explain why many 
nations such as Japan or China stagnate for long periods 
and then start a rapid growth process.
        Another widely accepted theory is the culture hy-
pothesis. It goes back at least to the German sociologist 
Max Weber, who argued that the Protestant Reformation 
and the ‘Protestant ethic’ it spurred played a key role in 
facilitating the rise of modern industrial society in West-
ern Europe. But, although predominantly Protestant coun-
tries such as the Netherlands and Britain were the first 
economic successes of the modern era, France, a predomi-
nantly Catholic country, quickly mimicked their economic 
performance in the 19th century and Italy is as prosperous 
as any of these nations today. Looking farther east, you’ll 
see that none of the economic successes of East Asia has 
anything to do with any form of the Christian religion, let 
the ‘Protestant ethic’.

        Even if we suppose that the cultural factors are not 
tied to religion, the argument doesn’t stand up. For exam-
ple, it is sometimes argued that European culture is supe-
rior to others because of the work ethic, outlook on life, 
Judeo-Christian values or Roman heritage. But this hardly 
accounts for the rise of Japan, Singapore or China.
      Having dismissed other suggestions such as the igno-
rance hypothesis (basically that poor countries have a lot 
of market failures and policy-makers don’t know how to 
get rid of them), Acemoglu and Robinson state their own 
theory that countries differ in their economic success be-
cause of their different institutions. By this, they do not  
mean just economic institutions. In fact, political institu-
tions are even more crucial. It’s the politics, stupid.
     They divide institutions into two types: inclusive and 
extractive. Inclusive societies are where the political and 

economic institutions allow the broad mass 
of citizens to participate and benefit, whereas 
extractive societies are those where the ruling 
elites extract the benefits for themselves. As 
they put it in the preface, “Egypt is poor pre-
cisely because it has been ruled by a narrow 
elite that have organized society for their own 
benefit at the expense of the vast mass of 
people” (p3). On this basis, the authors be-
lieve that China’s growth is not sustainable 
unless there is political change.
      What, then, are these inclusive institu-
tions? They are the usual suspects of democ-
racy, the rule of law, pluralism, freedom of 
movement and free speech, but also crucially 
political centralisation to ensure law and or-

der, provide public services and regulate economic activity. 
Add to these, inclusive economic institutions such as  se-
cure private property, a market economy and free trade, 
and you have the recipe for success.
     While it is refreshing to read a book reasserting the 
primacy of politics, it is surely too simplistic to dismiss 
other factors in success or failure completely. For example,  
to say that England after the 1688 Glorious Revolution 
was inclusive is to ignore the fact that less than 10% of the 
population had the vote, and while the UK and USA may 
have developed democratic institutions within their own 
societies, they plundered, enslaved, massacred and colo-
nised large swathes of humanity for profit – hardly models 
of inclusivity towards other peoples – the native American 
genocide and the Irish Famine being paradigm cases.  The 
authors discuss this exploitation but gloss over the possi-
bility that it has been a major factor in global inequality.
      Curiously, too, while it talks much about global dis-
parities, the book downplays inequality inside countries. 
In fact, both the UK and the USA have become more une-
qual societies in recent years and therefore in that sense 
more extractive. As the free market ideology has tightened 
its grip, so too has inequality and poverty and a slowdown 
of national economic growth. In other words, the authors 
have not thought through their argument to its logical and 
inescapable conclusion: inclusivity implies equality.                       
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