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An Introduction to: Legal-Economic
Institutions, Entrepreneurship, and
Management: Perspectives on the
Dynamics of Institutional Change from
Emerging Markets

Nezameddin Faghih and Ali Hussein Samadi

This second king set foot in the evil way

that was originated by the former king.

Whoever establishes an evil tradition,

towards him goes malediction every hour:

The righteous departed and their ways remained,

and from the vile there remained injustice and execrations

Until the Resurrection, the face of every congener of those
wicked men who comes into existence is turned towards that one

Rumi (1207-1273).

Abstract This introduction serves as an overview of the Legal-Economic
Institutions, Entrepreneurship, and Management: Perspectives on the Dynamics of
Institutional Change from Emerging Markets. The emphasis is mainly on legal-
economic institutions and the role of management and entrepreneurship on institu-
tional change in emerging market economies. It describes the contents of the book
and contributed chapters reflecting the research and analysis undertaken by a num-
ber of outstanding researchers, experts, and academics who are educating, conduct-
ing research, and engaged in addressing and discussing the most recent issues in the
interdisciplinary area of institutional change and development. Moreover, the book
can contribute to a better comprehension of the corresponding aspects and evidence
of institutional change and development dynamics and satisfy the scholarly and
intellectual interests.
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The dynamics and quality of institutional change can have significant impacts on
the long-run performance of economies, economic growth, and development of
nations, and play a fundamental role in societies. The study of dynamics of institu-
tional change in emerging market economies is a subject of great interest in contem-
porary political economy. Moreover, in the era of contemporary globalization,
the interplay of institutional quality of neighboring and competing economies, and
institutional spillovers across countries, may occur and lead to mutual impact on
their implemented laws and regulations; e.g., when meeting the expectations of
multinational firms for foreign investment, or the process of international coordina-
tion of standards (such as member states within the Group of Twenty—G20), may
also spur harmonizing institutional quality across member economies, or achieving
general integration in bilateral, regional and global integration. This is especially
the case for the economic groups of major advanced and emerging economies,
which have joined forces to achieve their goals through targeted planning, aligning
their laws, regulations, rules of games, and conducting harmonious dynamics of
institutional change.

“Globalization” can refer to several descriptions and meanings, and a set of inter-
dependent processes and concepts (Inglis 2005; Faghih 2019). In addition, there are
positive and negative impacts of globalization on both developing and developed
countries, in the South and the North, and convoluted loops of feedbacks and inter-
actions between them (Faghih 2004a, b, c). Nonetheless, international trade and
globalization processes can lead to fundamental institutional change and have pro-
found effects on domestic institutions during the transformation to a market-oriented
economy (O’brien and O’Brien Kevin 1990; Puga and Trefler 2014).

Moreover, some empirical results show no causal relationship between legal-
economic institutions and economic globalization in the short run. Nevertheless, in
the long run, there is at least one causal relationship from globalization process to
legal-economic institutions. Additionally, both in the short and in the long run,
social globalization exhibits a unidirectional causal relationship with political and
social institutions, from globalization processes to political and social institutions
(Samadi 2018, 2019a, b).

However, institutional economics has been studying legal-economic processes
since the late nineteenth century. The institutional approach to economics and law
investigates the dynamics, interactions, and interrelationships between economic
performance, and legal reasoning and change, emphasizing the evolutionary nature
of legal and economy, the tension between change and continuity, the issue of order,
the correlative, reciprocal, and convoluted nature of legal-economic issues, and the
dual nature of rights (Medema et al. 1999).
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Nevertheless, the earliest foundations of economics and law partly originate
from the institutionalist tradition of economics but go well beyond it. Early contri-
butions to the legal-economic institutional approach include the work on economics
and Jurisprudence, the relation of the distribution of wealth to property and contract,
and the legal grounds of the economic system (Adams 1897; Veblen 1899, 1904;
Pound 1911a, b, 1912; Ely 1914; Commons 1924, 1925, 1934; Llewellyn 1925;
Frank 1930; Hamilton 1932; Hale 1952; Samuels 1993; Medema et al. 1999).

The objective of this edited volume is to explore dynamics, trends, and implica-
tions of institutional change in emerging economies, focusing on legal-economic
institutions, entrepreneurship, and management. A number of academics, scholars,
and researchers, who are educating and conducting research in the area of institu-
tions and institutional change, address and discuss the most recent issues in this
field. Thus, it is hoped that the book can provide creative discussions, and satisfy the
scholarly and intellectual interests, regarding legal-economic institutions, entrepre-
neurship, and management, in the era of emerging market economies. It is also
hoped that the book is appealing to a wide range of global audience and can also
serve as a useful reference work in education and research. The book consists of
eleven chapters, including this introductory chapter, and is divided into two parts.

Part I contains five chapters focusing on Legal-Economic Institutions. It begins
by considering the institutionalization of an economy integrated by market mecha-
nisms in Central and Eastern Europe, essentially as a process of transferring and
imposing the formal market institutions of capitalism. The newly established insti-
tutions that resulted from imitating foreign models can basically be either isomor-
phic, which was the intended aim, or they can deviate from the models, triggering a
process that increases heterogeneity (Beckert 2010). Nonetheless, institutions have
become more heterogeneous in Central and Eastern Europe, and the paradigm of the
transition to the market economy has been gradually replaced by a multiplicity of
theoretical schemes. Thus, as an interesting study in this regard, the first chapter of
this part examines the specific character of the market order in Bulgaria by employ-
ing theoretical tools related to research on neopatrimonialism. The central assump-
tion is that the neopatrimonial type of political dominance shapes a hybrid social
order in Bulgarian society. It involves informal rules and practices penetrating for-
mal institutions in all areas of public life. A core feature of this hybrid social order
is institutional uncertainty, which results in low levels of institutional trust. It is
claimed that under the conditions of such a neopatrimonial social order, an institu-
tional lock-in effect is taking place which hybridizes market institutions and makes
them dependent on the political regime. The manifestations of market hybridization
are studied through secondary analysis of comparative data related to the ambiguity
of formal market institutions and the dominance of systemic corruption as a key
informal institution.

By the same token, the role and effects of labor market institutions have been a
controversial and a much-disputed subject within the field of labor market perfor-
mance, for emerging market economies. The next chapter of the book studies the
efficiency and distributional effects of selected labor market institutions in Albania,
a rather under-researched economy. An initial overview of the post-communist
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developments articulates why Albania has the poorest labor market performance
among other South East European economies. Using a set of mixed qualitative and
descriptive quantitative methods, this study attempts to find evidence of inefficient
segmental effects and a predatory structure of labor market institutions which
noticeably diverge from the efficient institutions point of reference. The institu-
tional/welfare regime at the cross-national level points out at a relationship between
the labor market institutional framework and labor market performance, as mea-
sured by unemployment. At the country level, a disproportional relationship between
the “de jure” labor market regulation and unemployment is identified, which is also
moderated by the interaction between labor market and economic institutions.
Overall, this chapter attempts to provide a plausible appraisal of selected labor mar-
ket institutions in the Albanian labor market and sets out to make four contributions
for the case of Albania. Initially, concerning the post-communist labor market, insti-
tutional framework of a relatively underdeveloped economy is considered, which
represents an interesting and striking research context that has been paid far too
little attention in terms of institutional evolution. Second, it elaborates on the hybrid
post-communist welfare regimes in general, and for Albania in particular, by iden-
tifying the institutional regimes clusters. Third, to be able to relate to the efficient
institutions view, an attempt is made to establish whether labor market regulation is
disproportionally related to the unemployment rate, from a cross-national compara-
tive approach. This will help to conclude whether different underlying national
characteristics affect the efficiency of economic institutions. And finally, it deals
with certain aspects of labor market institutions: minimum wage and employment
protection legislation in terms of efficiency and distributional effects.

Additionally, efficient institutions and good governance are essential prerequi-
sites for long-run economic development. Besides, socioeconomic studies focus on
relation among inequality, poverty, and institutional change that affects economic
growth. In fact, high income inequality in societies leads to social conflicts and
violence that can harm economic growth. In this context, efficient institutions and
efficacious institutional change directed to poverty and inequality reduction are
important factors for fostering the appropriate functioning of economies (Acemoglu
et al. 2005; Stiglitz 2013; Pullar et al. 2018; Breunig and Majeed 2019; Chen and
Pan 2019; Coccia 2019; Zou et al. 2019). The third chapter of this part of the book
analyzes how institutional change, measured with a set of governance indicators,
can reduce poverty and inequality in society as essential prerequisites for supporting
sustainable economic growth. The study investigates 191 countries to explain the
relationships between institutional variables and socioeconomic factors of nations
with different levels of development. Central findings suggest that a good gover-
nance of institutions supports a reduction of poverty and income inequality. Results
here show that the critical role of good governance for reducing inequality and
poverty has a higher effect on stable economies than emerging and fragile econo-
mies. Overall, this chapter reveals that economies should focus on institutional
change directed to improve governance effectiveness and rule of law that can reduce
the poverty and inequality, and as a consequence support the long-run socioeco-
nomic development. Further, it explores several key issues, e.g., whether and how a
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good governance of institutions affects poverty alleviation and inequality reduction;
the relationship between governance of institutions, income inequality and poverty
across nations; how governance of institutions affects inequality and poverty reduc-
tion in economies with different levels of development; and, finally, whether this
relation is stronger in emerging or advanced nations.

Nevertheless, in global international organizations that deal with some specific
rules between nations, such as the World Trade Organization (WTO) that deals with
the rules of trade between nations, under multilateral trade rules, obligations come
hand in hand with rights. A nation’s obligations to follow certain rules, e.g., compli-
ance with multilateral safeguard rules, automatically entail that nation’s right to
demand that other member states also comply with such obligations. In this way,
members ensure that their trade institutions (rules of the game) remain at par with
that of their trading partners. Thus, it can be argued that when WTO agreements
provide no rules on certain trade policies, absence of rules in one area cripples the
system and opens the door to policy arbitrariness. Such absence also raises legal
difficulties as occurs, for instance, when importing countries seek to counteract the
negative consequences of policy arbitrariness associated with some unregulated
trade flow. The next chapter argues that the adoption of the WTO rules for adminis-
tering import barriers on contingent protection (mainly antidumping and counter-
vailing measures) entailed a major positive institutional shift away from the high
degree of trade policy arbitrariness that prevailed before. In contrast, strong pres-
sures against liberalization of agricultural trade resulted in failure to establish rules
on primary agricultural export barriers. Included among these are escalated export
taxes that entail input subsidies. This chapter reviews the experience of importing
countries’ contingent protection measures that sought to compensate the input sub-
sidies from escalated export taxes in biodiesel imports from Argentina. The result of
a WTO that is empty of rules on primary agricultural export barriers has been the
implementation of arbitrary policies taken by both the exporting and some import-
ing countries. The chapter concludes that in much the same way that WTO rules on
import barriers reduced the high degree of arbitrariness that used to characterize
developing countries’ import-substitution policies, multilateral rules on agricultural
export barriers would imply a further positive institutional change for the benefit of
both exporting and importing countries.

Furthermore, since Vietnam officially became a member of WTO in 2007, it has
been integrating dynamically into the multilateral trading system, which is charac-
terized by the increasing convergence of national institution and international
norms. This trend has been called institutional integration (Willemyns 2016; Tian
and Xia 2017; Campos et al. 2019). In fact, institutional changes are prevailing in
almost every aspects of the member economies, thus comprehensively affecting
their business environment. Consequently, several challenges are being faced by
business environment for reform toward an enabling playing field for all partici-
pants regardless of ownership structure. This is critical to comprehensive economic
integration and innovation-driven development. As a result, non-discrimination, or
competitive neutrality principle (CNP), plays a pivotal role in markets with the par-
ticipation of state-owned enterprises (SOEs) and private enterprises. The
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functioning of CNP has been studied and reported by national authorities and global
institutions. Nevertheless, little has been known for the case of transitional econo-
mies. Thus, the final chapter of this part of the book reviews recent literature on the
CNP and analyzes its impacts on economic institutional changes regarding SOEs in
Vietnam. Furthermore, it contributes a CNP-based dynamic canvas framework
regarding policy establishment and review process, which allows cross-country
analysis of legal environments. Most noticeably, this study reveals that mispercep-
tion of local authorities and business community about the role of SOEs in the
market is the major obstacle to CNP application. This is exacerbated by the incom-
plete awareness of CNP of subnational agencies. In addition, enforcement capacity
positively influences the effectiveness of CNP implementation. Vietnam has just
been at the primary stage of economic transition since 1986; thus CNP application
is nascent and needs to be consolidated. Besides, policy implications are discussed
which aims at smoothing the transition period of Vietnam’s institutional changing
process. Specifically, the precondition of CNP implementation is the commitment
of high-ranking officials and the consistency of execution throughout the steering
hierarchy at subnational levels. In other words, the top-down approach is suitable
for CNP application in an almost centralized mechanism of Vietnam. Furthermore,
CNP application should be the starting point of economic institutional change in
Vietnam. More importantly, SOEs privatization should occur gradually rather than
radically, which means the divestment of state capital in markets of consumer goods
and services should be the choice of governments in the primary stage of transition.
In line with that, a roadmap approach should be applied to SOEs privatization in
Vietnam. In terms of SOEs-related policy areas, corporate governance, performance
benchmarking, transparency and accountability, and public involvement should be
adopted by line ministries and ownership-holding institutions.

Part II consists of five chapters that study the role of management and entrepre-
neurship on institutional change in emerging markets. The correspondence between
entrepreneurship and institutional change is an important issue in the institutions
and entrepreneurship literature. Most studies have focused on how institutions and
institutional frameworks provide a supportive environment for entrepreneurs or
deter entrepreneurial actions in certain circumstances. This is while the literature on
whether and how entrepreneurship affects institutions is lacking and very few stud-
ies have investigated the effect of entrepreneurship on institutions. Thus, the first
chapter of this part offers an extensive overview of how entrepreneurs influence
institutional change in emerging market economies. It refers to documents that
entrepreneurs can affect institutions at local, regional, and national levels. While a
methodical approach is still absent, it has been documented that institutions do
change, and that entrepreneurs, and their exploits and accomplishments, induce a
change in the institutional environment at all levels. This necessitates a step toward
examining a reciprocal relationship between institutions and economic agents.
Another way of explaining how entrepreneurs can impact institutions is known in
the literature as institutional embeddedness. It should be noted that embeddedness
has become a key concept in various fields, from characterizing the role of social
institutions in non-market societies and market economies, to foundations of
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economic sociology, economic geography, business studies, organization theory,
network analysis, and network embeddedness. Moreover, the embeddedness of eco-
nomic actions in networks of interpersonal relations, dyadic relations between
actors (relational), and the network structure of relationships between multiple
actors (structural embeddedness) have been distinguished and emphasized. The
embeddedness of most organizations in a variety of interorganizational networks
has also been argued, and that in forming new alliances, organizational decision-
makers mostly rely on the past partnership networks (Granovetter 1985, 1992;
Gulati and Gargiulo 1999; Polanyi 2001; Lee and Restrepo 2015). Nonetheless,
institutional change caused by entrepreneurs’ actions is often presented through the
lens of institutional entrepreneurship. Entrepreneurs influence institutions through
three main channels: political action, innovation, and direct action. Most of the doc-
umented examples of entrepreneurs’ impact are from post-socialist countries, coun-
tries in transition and emerging market economies. Additionally, institutional
entrepreneurs are economic agents who, acting on their own behalf, summon
resources and lobby support and assistance to bring transformation into the existing
institutional framework that will directly benefit them, and the socioeconomic and
political environment sets the stage that allows entrepreneurs to bring the desired
results. Overall, this chapter provides an account of the interaction between entre-
preneurship and institutions, signifying that a “bidirectional” relationship exists
between the two, and that there are lessons to be learned on how influencing institu-
tions and the institutional environment in emerging economies may stimulate eco-
nomic growth.

The next chapter in this part is an exploratory study that analyzes the influence
of governmental supportive policies on green entrepreneurial activity, using data
analysis and institutional economics as a theoretical framework. It illustrates the
positive influence of governmental supportive policies (i.e., environmental, innova-
tion, and entrepreneurship policies) on green entrepreneurial activity, as a possible
solution to humanitarian, economic, and environmental issues. Institutional eco-
nomics is used to theoretically frame the literature review and analysis. This is com-
plemented with an empirical approach based on balanced panel data. The findings
of this study have several implications for different audiences. Firstly, national, and
local governments are encouraged to adopt influential and suitable policies to
develop entrepreneurial activities that solve environmental problems. Governmental
supportive policies can strongly influence environmental commitment and solving
environmental issues, and such accomplishment may encourage government staff
and managers from private companies to create new policies and strategies that
improve policy instruments and public—private collaborations that attract entrepre-
neurs. Secondly, governments need to help create an environment where entrepre-
neurs engage with environmental commitments. For instance, governments can
increase the emotional engagement of green entrepreneurs by building strong bonds
with managers or colleagues from other companies, as well as with other new ven-
tures. Green entrepreneurship can be cognitively engaged by understanding the
clear mission and purpose of new business and by receiving information and appro-
priate feedback regarding social needs. If green entrepreneurs have strong bonds
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with governments, they feel valued by local and national entities, so their opinions
and actions are highly considered in sustainable developmental processes. This
allows entrepreneurs to internally develop an emotional engagement that aids a new
venture to succeed concerning its goals. Additionally, government support for green
entrepreneurship is beneficial for a more sustainable environment. This may be the
first step toward a more environmentally conscious society and for the conservation
of resources for future generations. The governments can continue to promote such
policies. They may be interested in publicizing the results to increase legitimacy and
support from managers and the entire population. Practitioners in non-governmental
organizations and businesses could claim the need for similar regulations and mea-
sures, including fiscal benefits and founding green actions. This chapter also pro-
vides several contributions to the literature in the field of green entrepreneurship
and government policy, and also show that environmental, innovation, and entrepre-
neurship governmental supportive policies exert a significantly positive influence on
green entrepreneurship. Additionally, future implications for policymaking and
managerial decisions related to targeted awareness raising and environmental care
can be derived from this study.

The third chapter in this part focuses on global trends of modern technologies
(blockchain, mechatronics, artificial intelligence, and augmented or virtual reality,
etc.) that affect entrepreneurial activities in the short and long run. Research on
technology’s effects on business development is gaining momentum. The purpose
of the research is to examine the role of modern technologies on entrepreneurship
dynamics in high-income countries (in the efficiency- and innovation-driven cate-
gories). The research question is how to leverage the economic and social value-
added of entrepreneurship activities via modern technologies, create synergy among
stakeholders, and reach business sustainability. The research methodology com-
bines primary and secondary data analysis: the literature review and secondary
Global Entrepreneurship Monitor (GEM) 2018/2019 data were supported by pri-
mary, qualitative, semi-structured interview results with technology-driven entre-
preneurship experts from four high-income countries (Lithuania, Malta, Canada,
and South Korea), which backed the conceptual model created after the scientific
literature review and GEM 2018/ 2019 data analysis. Besides, this chapter argues
that modern technologies penetrate other industries at a volatile and rapid pace: the
function of human resources will shift to an intermediary role between customers
and next-generation technology solutions. Digital platforms should enable entrepre-
neurs, managers, investors, employees, and customers through a reshaped percep-
tion, attitude, and high ethical and moral standards. Such technological
transformation is impossible without lifelong learning. Thus, the change should
start from the level of management and creative leadership. The decision-making
process should come from a bottom-up and/or horizontal management approach,
where society, community, customers, clients, and employees can contribute to
effective strategy formation and execution where technology, production, and value
creation are part of synergetic collaboration and knowledge and resources sharing.
Moreover, to leverage the potential of modern technologies in entrepreneurial proj-
ects, it is critical to know and speak investors’ language, which helps to raise funds,
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commercialize innovations, and create a stronger corporate image, while modern
technologies improve returns on investment in marketing, sales, research and devel-
opment, and human resources. Moreover, business intelligence techniques play an
important role in business sustainability. The countries that lag behind in terms of
educational impacts on entrepreneurship success should consider the creation of
entrepreneurship-related study programs or the introduction of technological
aspects in existing education programs (big-data management, artificial intelli-
gence, mechatronics, etc.). Countries that, based on global indicators, are higher
ranked in terms of the role of education on entrepreneurship should focus on cre-
ativity and innovation enhancement systems, and knowledge transfer from educa-
tional organizations to business. An innovation system with significantly diverse
entrepreneurship centers, knowledge and technology transfer organizations, busi-
ness accelerators, and many other research and development transfer entities can
boost entrepreneurial intentions, help identify good opportunities in the market,
encourage innovation commercialization processes, facilitate business growth, con-
tribute to sustainability, strengthen brand and reputation, and engage consumers and
employees via digital networks.

Further, in the global trends of modern technologies, growth of the internet has
amplified online shopping activities around the globe and is expected to have more
significant impact on grocery retailers (Hill and Beatty 2011). Besides, the retail
industry is characterized as being dynamic and especially recently the “rules of the
game” for retailers seem to have changed. These changes in retailing as well as
changes in its environment have developed research interest in this area. Retail insti-
tutions may modify their strategy, format, and retail activities to remain competitive
and be able to serve and satisfy the customers. Worldwide, the technology, more
precisely internet, is growing rapidly. All stakeholders of the society have some-
where used these developments to their advantage. For businesses, they are using
these opportunities to build their strengths by innovating and creating an edge over
competition. In the grocery retail sector around the globe many major players have
used technology and internet to develop a new sales pitch. In fact, apart from their
in-store activities they started to sell grocery on web portals to increase their reve-
nue and face competition. In many countries this new business model has been suc-
cessful as several advantages like time saving, convenience, and better information
have been welcomed by customers. Nonetheless, online grocery shopping has been
launched recently in some countries and till now it seems that this concept is very
unpopular, and many people are unaware of it. There are several factors (like trust,
risks, shoppers’ behavior, etc.) that contribute either to online grocery shopping suc-
cess or failure. Consequently, it is of upmost importance to explore these factors at
least in the context of a case study to know about the adoption dimensions. The
fourth chapter of this part undertakes the task to shed light on the adoption dimen-
sions of online grocery, and investigation of customer’s view and opinion about the
different factors mentioned earlier. The final recommendation is directed toward
online grocery shopping providers so that they get a better insight about the actual
situation.
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Finally, the last chapter studies the case of institutional change of disaster risk
reduction management offices in selected areas of post-Haiyan Philippines. The
effects of Typhoon Haiyan caused an institutional change in the disaster risk reduc-
tion (DRR) response of the urban and rural Disaster Risk Reduction Management
(DRRM) offices. The change resulted in the clearer implementation of the Philippine
DRRM Act of 2010 (DRRM ACT). The implementation of the Act expanded the
scope of services from mere national disaster relief response to DRR management.
This chapter presents an examination of the DRRM plans and interviews with
DRRM officers of the two most heavily affected areas of the typhoon. A major-
ity of enterprises in these localities were (and still are) micro, small and medium
enterprises (MSME:s), with both locations classified as Tourism Development Areas
by the National Economic and Development Authority (NEDA) of the Philippines.
The chapter uses qualitative content analysis of documents and thematic analysis of
interview transcripts. Findings show that there were different institutional changes
implemented by both urban and rural DRRM offices before and after Haiyan. Most
of the changes revolved around the focus and structure of DRRM institutions.
DRRM offices were tied to post-disaster relief only, and their organization was
limited in scope before Haiyan. After the typhoon, these offices had their scopes
increased to provide proactive measures and more inclusive DRRM. However,
there were limited disaster resilience interventions specific to post-disaster tour-
ism MSME:s. Thus, this chapter analyzes the institutional changes through the lens
of the four dimensions of resilience, namely, social, environmental, governance
and economic. Consequently, the chapter recommends an outline of a Resilience
Program and a Framework for Post Disaster Tourism MSMEs. The contents of this
chapter could provide insights for policies that are specific to post-disaster tourism
MSMEs. However, post-disaster areas with tourism potentials could also benefit
from future studies on disaster resilience that are peculiar to other tourism sectors
such as the accommodation, food and beverage, travel and tours, and transportation.
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Abstract This chapter examines the specific character of the market order in
Bulgaria by employing theoretical tools related to research on neopatrimonialism.
The central assumption is that the neopatrimonial type of political dominance
shapes a hybrid social order in Bulgarian society. It involves informal rules and
practices penetrating into formal institutions in all areas of public life. A core fea-
ture of this hybrid social order is institutional uncertainty, which results in low lev-
els of institutional trust. It is claimed that under the conditions of such a
neopatrimonial social order, an institutional lock-in effect is taking place which
hybridises market institutions and makes them dependent on the political regime.
The manifestations of market hybridisation are studied through secondary analysis
of comparative data related to the ambiguity of formal market institutions and the
dominance of systemic corruption as a key informal institution.

Keywords Market - Hybrid social order - Institutional uncertainty -
Neopatrimonialism - Formal and informal institutions - Institutional ambiguity -
Corruption - Cronyism - Institutional trust - Bulgaria

1 Introduction

The institutionalisation of an economy integrated by market mechanisms in Central
and Eastern Europe after 1989 was essentially a process of transferring and impos-
ing the formal market institutions of capitalism. Imitating the well-established order
of advanced capitalist economies saved learning costs and compensated for the
impossibility of an ex ante rational assessment of the institutional effects. The newly
established institutions that resulted from imitating foreign models can basically be
either isomorphic, which was the intended aim, or they can deviate from the models,
triggering a process that increases heterogeneity (Beckert 2010).

T. Chavdarova (P<)
Department of Sociology, Sofia University St. Kliment Ohridski, Sofia, Bulgaria
e-mail: tchavdarova@phls.uni-sofia.bg

© The Author(s), under exclusive license to Springer Nature Switzerland AG 2021 15
N. Faghih, A. H. Samadi (eds.), Legal-Economic Institutions, Entrepreneurship,

and Management, Contributions to Management Science,
https://doi.org/10.1007/978-3-030-60978-8_2


http://crossmark.crossref.org/dialog/?doi=10.1007/978-3-030-60978-8_2&domain=pdf
https://doi.org/10.1007/978-3-030-60978-8_2#DOI
mailto:tchavdarova@phls.uni-sofia.bg

16 T. Chavdarova

Institutions have become more heterogeneous in Central and Eastern Europe,
and this process has been intensively researched over the last three decades. The
paradigm of the transition to the market economy has been gradually replaced by a
multiplicity of theoretical schemes which underline the hybrid nature of post-com-
munist capitalism (for an overview see Rapacki 2019; Szelényi and Mihdlyi 2020).
Among these, the “varieties of capitalism” approach has received particular atten-
tion. In this framework, a “dependent market economies” model was proposed to be
applied to Central and Eastern Europe (N6lke and Vliegenthart 2009). This model
is characterised by an alternative type of insertion into the global economy, related
to international value chains controlled by Western multinational companies. The
“diversity of capitalism” approach has produced alternative ideas. In this type of
reasoning, Bohle and Greskovits (2012) identified three types of post-socialist mod-
els (neoliberal, embedded neoliberal and neo-corporatist). This set of works ques-
tions the role of state mediation to counterbalance market-led dependencies.

Following the abrupt opening of post-socialist economies to the global market,
both approaches have been used extensively to study the role of exogenous factors
shaping the institutional landscape of capitalism in Central and Eastern Europe. In
contrast, the role of endogenous factors has not been studied in such a systemic
manner. This chapter focuses on endogenous factors by examining the impact of the
political order on the market order. Focusing on the example of Bulgaria, it aims to
examine the consequences of the functioning of the political regime on formal and
informal market institutions.

The analysis applies theoretical tools related to research on neopatrimonialism,
originating in association with the academic work of G. Roth (1968).
Neopatrimonialism is a commonly used concept in political science that indicates a
hybrid mode of political order (Erdmann and Engel 2007: 95). It is characterised by
a mixture of modern and patrimonial systems: modern order presupposes a legal-
institutional framework on which citizens can rely, while under patrimonialism,
rules are applied informally and with partiality. Under neopatrimonialism, patrimo-
nial logic is incorporated into bureaucratic institutions (Bratton and van de Walle
1997: 62).

Neopatrimonialism is the prevalent form of political dominance in the non-
OECD world and the examples of Africa and Latin America have been widely stud-
ied (von Soest 2010: 2). Countries described as neopatrimonial usually have
common characteristics, such as colonial legacies, a weak state and unfair elections
or no elections at all (Erdmann and Engel 2007: 114). A growing body of literature
on neopatrimonialism in some contemporary societies in the European periphery
has appeared in the last decade. This may be surprising as they have no colonial
legacy, their bureaucratic institutions are capable of operating elections, or they are
categorised as strong states. More recently the term gained popularity as a tool to
understand contemporary Russia and the post-Soviet region (e.g. Robinson 2013;
Gel’man 2016; Skigin 2017). It has also been applied in studies on Romania (e.g.
Stanciugelu and Niculescu 2012), Turkey (e.g. Ugur-Cinar 2017) and Bosna-
Herzegovina (e.g. Puljek-Shank 2017) for various research purposes.
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The applicability of the theoretical perspective of neopatrimonialism to Bulgaria
has never been examined in a dedicated work. In research on institutions in many
ex-socialist countries, reference is commonly made to patronage and clientelism to
explain the abuse of public resources and the failure to achieve the intended out-
comes of intervention. This is also relevant for Bulgaria, where most of the research
in the area is devoted to relations between oligarchic groups and political parties
(Petkov 2019), party patronage (Spirova 2012), lobbying (Hristova-Valcheva and
Toneva-Metodieva 2014), state capture (Barnes 2007) and political risks to interna-
tional business (Stoychev 2017). This type of research tends to focus on Western-
type political and institutional set-ups. Neopatrimonialism, in contrast, is more
normatively neutral in the way it describes patterns of interaction (Puljek-Shank
2017: 672). By adopting the concept, this chapter contributes to understanding the
structural possibilities and limitations on the agency of economic actors in the state
and society.

Originating in political science, the cited literature delivers insights mostly into
neopatrimonialism as a political regime. Due to poor interdisciplinary communica-
tion between political science and business studies, the economic aspects and con-
sequences of neopatrimonialism have been studied to a considerably lesser degree
(Laruelle 2012: 305; Robinson 2013: 137). Notable exceptions include studies on
entrepreneurial adjustments to institutions of the neo-patrimonial order (e.g. Leitner
and Meissner 2017; Meissner 2018; Wegner 2019); on interpretations of neopatri-
monialism through economics and its relevance for economic development
(Sindzingre 2011; Kelsall 2011; Mkandawire 2015); and on the impact of a neopat-
rimonial regime on tax administration (von Soest et al. 2011). This chapter aims to
contribute to interdisciplinary dialogue by studying the economic aspects of neopat-
rimonialism from a sociological viewpoint. Studying a hybrid market order can
provide insights into its origins and dependence on the political order. The central
assumption is that a neopatrimonial type of political dominance shapes the hybrid
social order in Bulgarian society. It is characterised by penetration of informal rules
and practices into formal institutions in all areas of public life. A core feature of this
hybrid social order is institutional uncertainty, which results in low levels of institu-
tional trust. It is claimed that, under the conditions of a neopatrimonial social order,
the market order can only have a hybrid nature.

As the hybridisation of patrimonial and modern orders is always unique, neopat-
rimonialism as a concept does not allow societies to be measured quantitatively as
less or more patrimonial (Meissner 2018). However, a comparative perspective is
possible by operationalising and studying the key variables that make up the neopat-
rimonial order. This chapter seeks to enrich comparative theory on hybrid social
orders by exploring the hybrid state of market institutions in Bulgaria. The method-
ology involves secondary data analysis and empirical results are used from various
comparative datasets.

In the first part of this chapter, the neopatrimonial market order is examined from
a theoretical point of view. Formal market institutions are associated with the public
market order, whereas informal ones are seen as conventions of private market
ordering. Following Erdmann and Engel (2007), the analysis assumes that a neopat-
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rimonial social order can be considered as institutionalised when institutional
uncertainty becomes the main feature of a social order. Furthermore, the institu-
tional uncertainty of the market order is operationalised through two core variables:
institutional ambiguity and systemic corruption. The second section briefly outlines
the economic development and the quality of governance in Bulgaria over the last
few decades. The third section focuses on institutional uncertainty in Bulgaria and
its manifestations through the institutional ambiguity of formal market institutions
and systemic corruption, both in its monetary and its non-monetary forms. The last
section is devoted to studying the level of public trust in institutions as a conse-
quence of institutional uncertainty.

2 Theoretical Background

Institutions are rules that structure everyday life, thus reducing uncertainty (North
1990: 13). There are formal as well as informal institutions, which are intercon-
nected. Formal institutions are defined as written rules and procedures for fulfilling
social roles, determining the structure of the social order and introduced, main-
tained and enforced through official channels. In modern capitalist societies, the
main formal market institutions involve legal regulations concerning property
rights, exchange, competition and security of contracts. They stem from and are
based on public authorities (basically the government), thus creating the public mar-
ket order.

Formal institutions are characterised by their incompleteness, meaning that they
cannot cover all contingencies. Consequently, the actors involved develop informal
institutions: “socially shared rules, usually unwritten, that are created, communi-
cated and enforced outside of officially sanctioned channels” (Helmke and Levitsky
2004: 727). Informal institutions expedite actors’ work or address problems not
anticipated by formal rules (ibid. 730). Accordingly, these players themselves create
a private market ordering through voluntarily introduced and voluntarily observed
rules. Whereas public order refers to the rules of the game imposed by public policy,
private ordering refers to the playing of the game between “bilateral traders as they
attempt to perfect their trading relations in a self-help way” (Williamson 2002:
438). Private market ordering institutions therefore have an informal character.

In this perspective, market institutions should be studied as an interplay between
the rules of the game and actually playing the economic game. However, the eco-
nomic sphere only has relative autonomy, as the rules of the game are the point of
intersection between the economy and the state, between the economic and the
political regime. It is logical to assume that contemporary market economies need
modern systems of political dominance. Under a modern political order, relations
between officials (ruling elites/bureaucracy) and private actors are formal and
impersonal. In contemporary research on non-OECD countries, however, there is a
substantial body of empirical evidence for a hybrid mode of social organisation in
which “the public and the private, the political and the economic, the individual and
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the collective, the ‘old’ and the ‘new’, all overlap” (von Soest 2010: 2). This special
type of social order involving “conflicting modes of organisation and their legitimi-
sation” is often described as “neopatrimonialism’ (Robinson 2013: 137).

In contemporary political science literature, neopatrimonialism refers to the
simultaneous operation of two ideal-typical Weberian forms of domination: a tradi-
tional sub-type, patrimonial domination,' and modern, legal-rational bureaucratic
domination (see Bratton and van de Walle 1997; Erdmann and Engel 2007: 104; von
Soest et al. 2011: 1309). Hence, neopatrimonialism is conceived as a hybrid order.
Erdmann and Engel define it as a system in which two forms of logic and institu-
tional patterns exist side by side: the patrimonial system of personal rule and the
legal-rational system of modern statehood:

The patrimonial penetrates the legal-rational system and twists its logic, functions, and
output but does not take exclusive control over the legal rational logic. That is, informal
politics invades formal institutions. Formality and informality are intimately linked to each
other in various ways and by varying degrees; and this mix becomes institutionalised.
(Erdmann and Engel 2007: 105)

Since formal rules are dependent on and shaped by informal politics, the core
characteristics of the neopatrimonial political order is “insecurity about the behav-
iour and role of state institutions (and agents)” (ibid.). The lack of calculable institu-
tions makes actors insecure about the proper (formal or informal) means they should
apply in any particular situation. The two types of logic are mutually reinforcing,
which means that insecurity is reproduced in a systemic way (ibid.). This is in fact
a situation where the institutional uncertainty created by public institutions is con-
stantly reproduced (ibid. 108). Stemming from the political realm, institutional
uncertainty diffuses itself among all areas of public life. It thus becomes the main
feature of neopatrimonialism as a social order.

Institutional uncertainty, for its part, has some core manifestations in neopatri-
monial hybrid systems. In various studies, depending on the aims, they are related
to different variables. The focus, however, has been mostly on patron—client bonds
or systemic clientelism/patronage/favouritism, capture, predation, cronyism, sys-
temic corruption, rent extraction, conditional property and institutional ambiguity
(see Laruelle 2012; Skigin 2017; Meissner 2018). The analysis here elaborates on
two interrelated attributes: institutional ambiguity and systemic corruption. These
are considered as central to studying institutional uncertainty, as to a large degree
they contain and/or presuppose all of the other variables.

Institutional ambiguity means that the legitimate rules of the game are unclear.
Ambiguity can appear both between formal and informal institutions and among
formal institutions (Meissner 2018). Concerning the first case, Robinson (2013:
138) points out that under neopatrimonialism, formal and informal rules are not
mutually supportive but rather work against one another. Concerning the second

! According to Weber, “Patrimonialism (...) tend[s] to arise whenever traditional domination devel-
ops an administration and a military force which are purely personal instruments of the master”
(Weber 1978: 231).
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case, ambiguity among formal institutions means that procedures, regulations and
laws are unclear or even contradictory, since the ruling elites tailor them to fit their
particular interests. Laws are underdetermined (unclear or contradictory) so that the
rulers can interpret them according to their needs. In the economic sphere, this form
of arbitrariness applies to all areas of trade, competition and tax law, as well as to
administrative regulations. Property and contract rights are best secured through
personal connections.

The second attribute, corruption, is most widely defined as “misuse of public
office for private gain” (Rose-Ackerman 1978). Corruption goes hand in hand with
the (informal) concentration of power (von Soest et al. 2011: 7). Systemic corrup-
tion constitutes a key part of the neopatrimonial order in its two forms: monetary
(bribery) and non-monetary (systemic favouritism). In its monetary form, corrup-
tion involves using one’s authority to sustain status and wealth by extracting bribes.
Bribery means a direct and often one-off payment for specific services. Bribery,
although not absent on high political levels, is particularly used as a term to charac-
terise relationships between the lower strata of society or smaller firms and mem-
bers of administrative authorities (Aligica and Tarko 2014: 159). Monetary
corruption is always associated with a significant degree of arbitrariness and a lack
of predictability, although certain “going rates” may apply.

In its non-monetary form, corruption involves different forms of favouritism. In
the discourse of political sciences, systemic clientelism is considered as an integral
part of neopatrimonialism (Bratton and van de Walle 1997: 62, Erdmann and Engel
2007: 106, von Soest et al. 2011: 4). Clientelism involves awarding personal favours
in order to secure political support and obedience. Such favours include public sec-
tor jobs or distribution of public resources through licenses, contracts and projects
(Bratton and van de Walle 1997: 65). Actors turn to clientelism in order to reduce
the insecurity produced by institutional ambiguity. In this way, however, insecurity
spreads, provoking further investment in clientelism. This is how clientelism con-
tributes to the reproduction of institutional uncertainty (ibid. 108).

Whereas clientelism implies a dyadic and asymmetric relationship between
patron and client (Erdmann and Engel 2007: 107), “cronyism” indicates the overlap
between the political elite and business groups, mainly large businesses (Aligica
and Tarko 2014). It means that firms which are politically connected to the govern-
ment enjoy “benefits that unconnected firms do not” (Sindzingre 2011: 98). Unlike
bribery, cronyism is based on reciprocity and exists over a long period of time. The
academic discourse strongly associates cronyism with rent-seeking (e.g. Haber
2002; Aligica and Tarko 2014; Szelényi and Mihdlyi 2020). Cronyism is driven by
the incentive of rent-seeking (Aligica and Tarko 2014: 158). “Rent” is defined here
as “that part of the payment to an owner of resources over and above that which
those resources could command in any alternative use” (Buchanan 1980: 3). Rent is
typically created when government limits competition to the privileged group by
using “licenses, quotas, permits, authorisations, approvals, franchise assignments -
each of these closely related terms implies arbitrary and/or artificial scarcity created
by the government” (ibid. 9).
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When cronyism becomes a norm in relationships among economic and political
elites, then rent-seeking behaviour becomes a structural and systemic feature of the
market order. In such an order, politics and economics are syncretically linked and
sustain each other. The functioning of economic institutions can be understood only
in the light of their connection to political institutions. The essence of this connec-
tion is the penetration of informality into formal market institutions through their
control or even capture by a small number of people and their networks.

3 Economic Development and Quality of Governance
in Bulgaria

Hybrid systems owe their existence to a large extent to material exchange built up
between the ruler and the ruled. However, as Ugur-Cinar (2017: 327) points out,
material exchange is necessary but insufficient for the system to reproduce. It is
sustained by discursive mechanisms which explain how a regime is legitimised in
the eyes of the citizens. This legitimisation is closely related to informal rules inher-
ited from the past. In the Bulgarian case, the neopatrimonial hybrid order is a his-
torical legacy. During the first capitalist period following the national Liberation of
Bulgaria from the Ottoman Empire (1878-1944) and thereafter during the socialist
period (1944-1989), the state occupied strategic redistributive positions in econom-
ics. After the Liberation, given the scarcity of private capital in the context of eco-
nomic backwardness and poverty, private capital was formed from that of the state;
its holders expected the state to determine its goals, which it duly did. Even in the
best periods for private capital, the state maintained its extraordinary role in the
economy, especially with regard to its institutional structure (Avramov 2007).
Thereafter, socialism provided fertile ground for further strengthening the role of
the state in the economy. This is why the economic ethics of prosperity in the coun-
try’s modern history allowed, tolerated and even required informal connections with
political figures. Informal rules of the market game such as vruzki (personal connec-
tions), corruption and clientelism in particular became institutionalised (Chavdarova
2000, 2013).

After 1989, the Bulgarian economy was abruptly opened to the global markets
and consequently the role of exogenous market development factors substantially
increased. Conditions were thus created for breaking with the legacy of the past and
for emancipation of the market from politics. The Bulgarian economy has devel-
oped significantly in the last 30 years, undergoing four stages in its development.
The first stage (1989-1997) involved a huge degree of uncertainty (even chaos)
leading to substantial year-to-year variations in all socio-economic indicators. The
pace of privatisation was slow and accompanied by contradictory government tax
and investment policies and bureaucratic red tape which kept foreign direct invest-
ment (FDI) at a level among the lowest in the region. Then 1996 and 1997 were
crucial years, both economically (with the bankruptcy of 16 banks, hyperinflation
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and the introduction of a currency board) and politically (with the onset of intensive
public protests which brought down the government).

The second period (1998-2008) was more settled in terms of conditions for
doing business. After 1997, Bulgaria speeded up privatisation and began to attract
substantial FDI, showing stable growth in GDP per capita after 2000 (see Fig. 1). In
2005, with the end of the privatisation of the major state-owned companies, a slow-
down in FDI was observed. After the start of negotiations in 1999 on the accession
of Bulgaria to the European Union (EU), an extensive process began of harmonising
Bulgarian legislation with European legislation. In the course of this process, the
European Commission (EC) became and still is the key conditionality actor for
Bulgarian institutional reforms, along with the International Monetary Fund (IMF)
and the World Bank. After joining the EU in 2007, Bulgaria registered a peak in FDI
of about 6 billion euros, although low productivity and competitiveness remained a
significant obstacle to economic development.

The third stage (2009-2011) began with the unfolding of the global economic
crisis. It seriously affected the backbone of the Bulgarian economy, the small busi-
nesses sector,” putting strong pressure on small firms to improve productivity and
diversify their markets. Bulgaria saw its economy decline by 5.5% in 2009, but
quickly restored positive growth levels to 0.2% in 2010.

2Micro-firms (less than 10 employees) account for 92.6% of the total number of non-financial
enterprises in Bulgaria; large enterprises account for 0.2% (NSI 2019). From 2008 to 2013, the
value added by SMEs declined by 4%, whereas for large companies it increased by about 8% (EC
2014).
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The fourth stage, marked by stable GDP per capita growth, began with the first
signs of economic recovery after 2011. Yet Bulgaria’s income per capita is still the
lowest in the EU. Higher growth in productivity is therefore critical to accelerating
convergence. Productivity will need to grow by at least 4% per year over the next
25 years if Bulgaria is to catch up with average EU income levels (World Bank
2019). This is a challenging task, as the country is currently facing highly unfavour-
able demographic developments (an aging and declining population), huge labour
emigration and relatively low private investment.

Both theoretical and empirical research has reaffirmed the critical importance of
institutions in explaining variations in economic development (Rodrik et al. 2004).
In these circumstances, given the unfavourable conditions described above, eco-
nomic development in Bulgaria is crucially dependent on institutional performance.
The IMF estimates that improvements in the quality of Bulgaria’s institutions, espe-
cially through promoting the independence of the judicial system and the impartial-
ity of courts and through protecting property rights, could bring about efficiency
gains of almost 20% (IMF 2016: 2).

Institutional performance is typically related to good governance, or to the capac-
ity of institutions to effectively formulate and implement public policies and to keep
the trust of citizens. Quality of governance is widely studied using the World Bank’s
Worldwide Governance Indicators (WGI) that summarise the views of enterprises,
citizens and experts responding to surveys (World Bank 2020). Six aggregate gov-
ernance indicators have been reported for over 200 countries since 1996. Four of
them are directly related to market developments and will be considered here®:
Government effectiveness (perceptions of the quality of public services and the
degree of its independence from political pressure, the quality of policy formulation
and implementation and the credibility of the government’s commitment to such
policies); Regulatory quality (perceptions of the ability of the government to formu-
late and implement sound policies and regulations that permit and promote private
sector development); Rule of law (perceptions of the extent to which agents have
confidence in and abide by the rules of society and in particular the quality of con-
tract enforcement, property rights, the police and the courts, as well as the likeli-
hood of crime and violence); Control of corruption (perceptions of the extent to
which public power is exercised for private gain, including both petty and large-
scale forms of corruption, as well as the capture of the state by elites and private
interests) (ibid.).

For Bulgaria, none of the four indicators shows any drastic fluctuations in the
19962014 period after their initial increase between 1996 and 2002 (see Fig. 2).
Regulatory quality is comparatively the best over the whole period in question. The
government’s ability to effectively implement the regulatory framework is weaker.
The weakest link is in the closely related Rule of law and Control of corruption
indicators, which have not undergone any significant change since Bulgaria’s acces-
sion to the EU in 2007.

3The other two indicators are Voice and accountability and Political stability and absence of vio-
lence/terrorism (World Bank 2020).
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