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Abstract: The course of Western economies modern history (since the sixteenth 
century) appears to have as „target” the rationalization of economic decisions, 
namely the identification of the most effective solutions to minimize transformation 

costs and, in particular, transaction costs, to maximize earnings. 
Throughout each historical period there were civilizations considered superior (core 
economies), as well as forms of organization (cultures) classified as inferior or 
„backward” (called periphery). The first ones irradiated to the latter the already 
implemented and verified modern institutional forms (separation of powers, 
universal direct and secret suffrage, codifying of national legislation according to 
the traditional Romano-Germanic laws, etc.). 
For every area of the globe exposed to modernization pressure, the institutional 

effectiveness was decided by the higher, lower or almost non-existent compatibility 
of the previous “cultural accumulation” with the type of "culture" inherent in the 
new institutional structures. During the periods of institutional transfers, the 
essential cultural features of the countries that have “imported” institutions 
modeled in other cultural environments have probably been disregarded. 
The social, political and economic evolution of Romania during the past five 
centuries has some peculiarities which consecrate Romania as a weakly structured 

society during the modern and contemporary periods. 
The present paper tries to highlight the main features of the Romanian society and 
economy that reveal the mentalities and explain the behaviors configured and 
crystallized through the centuries until today. 
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Introduction  
By „institutionally structured economy” we understand an effective system of rules covering the 
economic activity of a country or region reflected in the achievement of minimal transaction 

costs. Generally speaking, „effective traditions of hard work, honesty, and integrity simply lower 
the cost of transacting and make possible complex, productive exchange.” [North, 1990, p. 138].  
The course of Western economies modern history (since the sixteenth century) appears to have as 
„target” the rationalization of economic decisions, namely the identification of the most effective 
solutions to minimize transformation costs and, in particular, transaction costs, to maximize 
earnings.  
Change is inherent in life of human communities on Earth. The wide diversity of institutional 
changes throughout history, moreover than the natural and human resources endowment, 
resulted in smaller or larger economic gaps between states and regions. The emergence and 
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widening gaps between the levels of economic and social development of the current political 
entities is one of the main issues that still dominate the minds of scientists. 
The historical analysis highlights enough paradoxes of the evolution from simple (“primitive”) 
social organization to the complex organization of the contemporary developed countries. From 
the primary forms of social organization to the most complex, rules established within various 
human communities have not resolved [all] matters, but tended to simplify them, succeeding only 
to some extent. Simplification of social life by changing the rules was not peculiar to all 
communities. For many of those communities institutional changes meant, on the contrary, 
complication and higher costs.  
Throughout each historical period there were civilizations considered superior (core economies), as 
well as forms of organization (cultures) classified as inferior or „backward” (called periphery). The 
first ones irradiated to the latter the already implemented and verified modern institutional forms 
(separation of powers, universal direct and secret suffrage, codifying of national legislation 
according to the traditional Romano-Germanic laws, etc.). 
The way and the speed at which certain structures or institutional models irradiated from core to 
perifphery areas are hihly significant for the historical analysis. Until the nineteenth century 
changing of institutional structures was determined by the following factors and conditions: 
1. As social division of labor and specialization became deeper, there were to be solved different 
issues on cooperation between people in order to reduce transaction costs under increasingly 
harsh competition (achieved in the core areas through the expansion of Merchant Law and 
bourgeoisie power during the thirtheenth and seventeenth centuries). 
2. The population in the periphery areas adopted the institutions imposed by conquerors, 
abandoning in different measure their previous local rules, regulations, customs (applied, for 
example, in the colonies, XV-XIX centuries); 
3. The new “national” states were attracted into the sphere of economic interests of developed 
countries, importing (imitating) the political and economic structures already configured and 
validated along centuries in core areas (this is the kind of neo-colonial adaptation specific also for 
Romania after 1859). 
Among the three situations listed above there are differences in the way and the pace of achieving 
institutional transformations. 
In the core areas (UK, Netherlands, France, Belgium, Germany, the Nordic countries, etc.) until the 
eighteenth century institutional changes have been incremental, gradual. The pace of change was 
slow, dependent on the extent to which the new rules were assimilated into the interested social 
categories. The political revolutions (1571 in the Netherlands, 1642-1660 and 1688 in England and 
1789 in France) have served to accelerate the generalization of the matter of facts that had 
already gained ground in the mentality of enough large parts of the population. 
The slow process of accumulation and gradual change of the institutional structures was also 
conditioned by the changing of mentalities and behavior of economic and politic agents. It 
culminated in the French Revolution of 1789, the most violent "solution" to accelerate the 
enforcement of new rules. In Germany and the Nordic countries "the revolution from above" has 
enabled institutional peaceful transformations in a longer period of time (1807-1890). 
As for the occupied countries (some of them integrated to the occupant’s territory, others 
becoming colonies) the "infusion" of civilization has been done differently from case to case, over 
two or three centuries. 
Significantly, long-term effectiveness of the new institutions did not depend decisively on the 
degree of enforcement of the occupation regime. Many former colonies remained characterized 
by a low standard of living after acquiring sovereignty, missing the chance of an effective education 
during the colonial period. After 1945 most colonies-countries became independent states. 
Unfortunately, their living standards did not record any notable growth. 
For the so-called "neo-colonies" created in the second half of the nineteenth century (such as 
those in Southeast Europe, Romania, Bulgaria, Serbia etc.) institutional adaptation was initiated by 
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rather formal than actual revolutions. The carriers of new ideas were especially the intellectuals 
and not the specific social historical categories: merchants, bankers, industrialists etc. 
Adapting to the new institutional framework had less chance of being effective in countries where 
formal constraints were lax: the adjustment of the rules was the application of some theoretical 
principles rather than the enforcement of any actual interest of the economic agents. 
The institutional framework thus created - after Western models - offered fewer opportunities to 
the backwards countries “market economies” to become functional even in the medium or long 
run, i.e. between 1859-1940 in Romania. 
Why did the new institutions not operate with the same efficiency in all cases that have applied 
the same institutional "recipe"? Why did the periphery countries, attracted by the core economies, 
not evolve with sufficiently high rhythms? Why did the application of the same solutions (same 
technologies and institutions) not engender rules, norms, effective and efficient laws in all cases, 
or, at least for most of them? 
Numerous works of institutionalists and many other scholars emphasized during the last half 
century the importance of the incompatibility between a community's cultural pattern 
(background) and the adopted solutions (forms). [Kindleberger, 1965; North, 1990] 
For every area of the globe exposed to modernization pressure, the institutional effectiveness was 
decided by the higher, lower or almost non-existent compatibility of the previous “cultural 
accumulation” with the type of "culture" inherent in the new institutional structures. During the 
periods of institutional transfers, the essential cultural features of the countries that have 
“imported” institutions modelled in other cultural environments have probably been disregarded. 
The social, political and economic evolution of the Romanian Countries during the past five 
centuries has some peculiarities which consecrate Romania as a weakly structured society during 
the modern and contemporary periods.  
Identifying the features of the weak institutional structure of the Romanian economy in the 
modern period may be ordered chronologically into three sub-periods: 
- Institutionalization of the market economy: 1859-1940; 
- Institutionalization of socialism: 1944-1989; 
- Return to market economy; 1990-present. 
For the entire period from mid-nineteenth century to the early twentieth century it is necessary to 
distinguish  between the “promoters” of the two categories of institutions: on the one hand the 
political elite, responsible for the enforcement of formal institutions, and on the other hand the 
majority of the population preserving informal institutions (customs and habits).  
Corresponding social segregation, coexisted in parallel two institutional systems: for the greatest 
part of the population prevailed the customary law called custom of the land, while the political 
elite was under the influence of legal and administrative rules (Hungarian, Polish, Byzantine, 
Ottoman, Russian, Austrian, Roman-Germanic) prevailing in those periods. 
The features of the Romanian society and economy listed below reveal the mentalities and explain 
the behaviors configured and crystallized through the centuries until today. 

 

1. The Assumed Institutional Incompetence  
The institutional incompetence assumed by an apparent obedience or false obedience expressed in 
duplicitous, opportunistic attitudes would be the first feature of the political elite. 
The Romanian was often characterized as a gentle, patient, merciful, generous and hospitable 
man, in short, a good man (rom. bonom < fr. bonhomme).  
It seems, at a first view, that the state of obedience was the consequence of the vassal foreign 
relations of the Romanian Countries. The main cause of the opportunistic attitude can be identified 
in state over determination prolonged over four centuries through the status of vassal countries. 
The political and economic history of the Romanian Countries places them on the periphery of 
Europe, outside the main commercial and capital flows of the great powers. 
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Being along their history under the suzerainty and direct or indirect influence of neighboring 
empires, the political elites of the principalities sought, not infrequently, diplomatic and military 
alliances which should have conferred the Romanian Countries the quality of sovereign states. 
The acceptance of or submission to one or other of the great powers was often accompanied by 
attempts to get out of the sphere of influence of that power. The episodes of independence 
struggles of the Romanians justify the qualification of the submission to the dominant powers as 
apparent. 
Despite the much-discussed autonomy conferred by the Ottoman “capitulations“, domestic 
political decisions depended to an increasing extent on the will of the suzerain power, or later 
(after 1856) on that of the tutelary Great Powers, respectively of the metropolis. 
In this way, over the centuries, the institutional competence of internal policy makers eroded, so 
that both rulers and other representatives of power have become increasingly aware of the 
decisions, recommendations, and “guidance” from outside the country. In parallel, developed 
(with the inherent exceptions) an increasingly conspicuous indifference to the domestic realities or 
otherwise, to the needs of the country. 
The status of Romanian Principalities as vassal countries mainly to Ottoman Empire, sometimes to 
Poland or Hungary (status interrupted by relatively short periods of opposition and resistance), 
was transformed during the modern era, even after the independence and sovereignty of Romania 
were recognized (1880), into “relationships” of economic and political interference of the 
European and extra-European powers. 

From bondage to neo-colony 

After 27 years (1829-1856) when Ottoman suzerainty was supplemented by the "protectorate" of Russia, 
the Romanian Principalities were granted the “guarantee” (tutelage) of The Seven Great Powers. 
Despite bringing a foreign prince on the country’s throne (Carol I of Hohenzollern-Sigmaringen) and the 
promulgation of the Constitution (1866), Romania formally remained under Ottoman suzerainty, being, 
however, under the guarantee of the seven major powers until the recognition of independence (1880). 
During the struggle for the unification of the two Principalities (1850-1859) and in the first decade after the 
unification (1860-1870), the Romanian Countries have enjoyed the benevolence of the French Second 
Empire, namely the protection of Emperor Napoleon III himself. Since 1871, Romania was under the 
influence of Austro-Hungarian Empire with whom it entered into a commercial agreement based on free 
trade (1875 to 1885), despite their status of Ottoman vassal. After the cancellation of the agreement with 
Austria-Hungary (1885), Berlin would become the metropolis of Romania, a somewhat natural situation, 
however, since on the Romanian throne was the representative of one of the most powerful German royal 
houses of Europe. 
After 1918 until the outbreak of World War II, Greater Romania in full process of unification and further 
modernization of institutions depended economically on capital investment of the international trusts, 
particularly in the oil industry. 
Then, for 45 years (1944-1989), Romania was “thrown”, along with other countries from the Eastern half of 
Europe, into Moscow's orbit. With great caution, for two decades (1968-1989), one could perceive the 
exercise of a “more authentic” sovereignty regarding Romania's international political and economic 
relations, despite the country status of CMEA and the Warsaw Treaty member. 
After 1990, Romania re-entered the sphere of influence of Western Europe and, to some extent, of the 
United States in order to achieve the two central objectives of its foreign policy: "NATO membership" and 
"joining the European Union". Since 2007, as a member country of the European Union, Romania has made 
compliance with the commitments set out in the Accession Treaty, accepting the fundamental principle of 
the supremacy of Community law over domestic law.  
Taking foreign institutions tale quale consecrated the Romanians’ institutional incompetence, abandoning 
the search for their own vocation. The Western civilizing “framework” or “context” was rather a cause than 
a condition of a new inconsistency of the Romanian institutional path during the last 150 years. 

 
State overdetermination has not prevented, but, on the contrary, perhaps even spurred the 
political elite to act duplicitous: 
a. on the one hand, the elite had to deal with the levy and payment of the obligations inherent in 
the status of bondage; on the other hand, it managed to follow its “self-interest”, the permanent 
increase in wealth. In other words, the elite “knew” how to re-distribute the surplus product both 
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in favor of foreign powers and in its own favor. Moreover, this mode of distribution of the surplus 
product was specific to Western feudal hierarchy of the Middle Ages. What is largely specific for 
the redistribution in the particular case of the Romanian Countries is the perpetuated state of 
poverty for the people’s majority, making impossible the shaping of the “middle-class”. 
b. in the Romanian Countries specific geopolitical context, the elite tried to take every opportunity, 
seeking new alliances, in fact, other suzerainty or “another master”. Duplicity was accompanied by 
opportunism, one of the practices commonly applied to resolve conflicts between the great noble 
families being “to tell on the sultan” (or “to tell on the suzerain, metropolis etc.") 

 

2. The Institutional Confusion. Temporal Inconsistency of Formal 

Institutions  
Temporal inconsistency of formal institutions is reflected by the emphasized imbalance between 
institutional continuity and discontinuity. 
In every area of the world there have been relatively short periods of discontinuity -  overthrows 
(of regimes, systems), riots, insurrections, revolutions - alternating with longer periods of 
“settlement” of the rules and activities of the members of those communities, be it under the 
hegemony of empires, kingdoms, duchies, republics, “federations” or as sovereign political 
entities. The periods of stability and institutional discontinuity alternated, creating, in some cases, 
evolutionary processes with higher rhythms; in most areas, the slow pace of change was rated as 
stagnation or decline (demographic, economic, cultural). 
Since the formation of Romanian medieval states, respectively since the XIV century until the mid 
nineteenth century, the external and internal conditions have not facilitated the Romanian 
Principalities “preparation” for receiving efficient Western institutional models. In other words, 
after 1859 Romania (as indeed most areas of the world) was not “fit” for the transition to 
capitalism, or to “market economy”. 
The period of political stability that followed the Union of Wallachia and Moldavia, 1859-1914, i.e. 
after the proclamation of the Kingdom, 1881-1914, was very short, being interrupted by the World 
War I. The process of modernization has resumed in the territory of Greater Romania, with all the 
seizures inherent in the administration of a surface and a population twice as large as The Old 
Kingdom. 
Although one can speak of a certain temporal consistency, i.e. a period of continuity for the 
establishment of a new type of "economic culture" over three generations (80 years, 1859-1939), 
the results were superficial, mostly formal, and not substantial (organic). 
Speeding, forcing economic development in the socialist economy since 1945 over nearly two 
generations (45 years), followed by a return to a market economy emphasized the extreme 
confusion of the population from the mental, behavioral, organizational, legal, administrative 
points of view. 
In short, over 150 years (from 1859 to 2009, about six generations), institutional mimicry 
accompanied by the radicalism of institutional changes begot chaotic mutations, not only 
temporally inconsistent due to the discontinuity of systems. During the periods of institutional 
continuity, the lack of consistency was engendered by the superficial assimilation of the norms, 
rules and mechanisms, which would have resulted in stability and institutional effectiveness. 
 

3. The Absence of Local Conditions Inherent in the Development of the 

“Business Environment” 
The emergence of the business environment depended on the emergence and development of 
entrepreneurship. Entrepreneurship, in turn, has gradually expanded in Western Europe due to 
the relative generalization of ideas about the organization and administration of economic 
activities (trade, production, credit, distribution, etc.) according to the “principle of gain” 
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(Erwerbsprinzip), and not only according to the “principle of needs’ covering” 
(Bedarfsdeckungsprinzip) [Sombart, 1928]. 
The frail, insignificant presence of business initiatives in the Romanian economy until the second 
half of the nineteenth century was determined by a number of previous decisive developments 
that had marked the business propensity of the Romanian people: 
a. The minor role of market relations. For a long time (almost five centuries) up through 1940, the 
market remained a peripheral reality for the majority of the Romanian population (i.e. the 
peasantry). The foreign trade of the Principalities had hardly spillover effects, involving only a small 
number of households with a limited assortment (live animals, honey, wax, salt and with a low 
share until 1830, grain) [Murgescu, 1912]. 
b. The prevailing self-consumption explains the reduced dependence on market relations. As long 
as the peasant’s household depended for the bulk of goods on its own production (up to 80% of 
consumption) contacts with market (regular or occasional fairs) were stray and marginal.  
c. Restricted area of monetary relations. In an economy based overwhelmingly on self-
consumption, the exchange took place “in kind” in the form of barter (barter); money remained 
rare or little used by farmers until the twentieth century. 
d. Aggressiveness of taxation has been invoked by all the researchers of medieval and modern 
history of the Romanian Countries as a serious brake on the economic growth and development. 
The eventual surplus homestead achieved had no way to reach the market in the producers’ 
interest, but only to the landlords’ or masters’ benefits. While the increasing payment capacity of 
the obligations to the suzerain (The High Porte) reflected increased production (primarily the 
agricultural one), the leading social class producing, i.e. the peasantry, did not come to enjoy in the 
long or medium term either of increased consumption, or accumulation as savings. 
e. The low level of occupational diversification was also determined by the narrowness of the 
market relations. The number and small size of the fairs (the so-called “towns”) reflect a specific 
rural division of labor, where trade and monetary market relations were extremely restricted. 

 

4. Laxity of Formal Constraints. Poor Authority in Imposing Law and 

Consistent Application of Legal Principles 
The central objective of the activity of the rulers and political elite was to levy the duties. 
Exercising the taxation prerogatives was perhaps the only effective institutional constraint. 
Otherwise, the discontinuity of ruling, the frequent change of leadership (from medieval rulers to 
modern governments), in short, the institutional instability have engendered the laxity of 
constraints, i.e. the chronic crisis of central authority.  
One of the general consequences of exercising “authority” centered on theft, and not on effective 
institutional organization, was the uncertainty of the life of local communities. 
On the one hand, local communities (overwhelmingly rural) were “allowed” to follow traditions 
and customs, being less affected by formal constraints (excluding taxation, of course). Under a 
regime of relative isolation, in the rural communities continuity prevailed over the discontinuity of 
the informal constraints. The crystallization of the very cultural identity of the Romanian people 
was possible as a consequence, among other things, of the weak influence of the norms dictated 
by the central “authority”. Allowed to evolve “by themselves”, rural communities seem to have 
enjoyed a quasi-liberal regime, except but the daunting effects of the fiscal regime. 
On the other hand, the authority’s lack of interest to streamline local production and trade in 
conjunction with sustained aggressiveness of taxation led either to stagnation of economic life or, 
in periods of relative economic growth, to slow positive rhythms alternated with negative ones.  
The relative isolation of rural communities from formal constraints of central and local authority 
was interrupted to some extent by the legislation introduced and applied under Alexandru Ioan 
Cuza (1859-1866) and Charles I (1866-1914). 

Here is a good example of institutional effectiveness failure: 
Despite the good intentions declared, the consequences of Rural Law 1864, together with the Law for 
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farming arrangements (Lege pentru tocmelile agricole) (1866) proved to be disastrous for peasants. 
Instead of thriving farms, an increasingly number of small households appeared, which gradually 
became “dwarf” during the process of permanent fragmentation by inheritance (succession) of the 
properties. The consequence was an extremely weak integration into the monetary economy. The 
decisive result of unprecedented deterioration of the living standards of the rural population was the 
uprising of 1907.  
The land reform of 1921 was a new attempt in shaping the “capitalist spirit” through peasants’ 
allotment. The application of the 1921 laws had, though predictable, adverse effects: the process of 
fragmentation of the peasants’ properties carried on unhindered. After twenty years, in 1940, on the 
eve of Romania's participation in World War II, the peasantry was mainly indebted to banks and 
pawnbrokers, with almost the same minor insertion into the monetary economy as until 1914. 

After 80 years (1859-1939) of authority’s benevolent intervention to apply land reforms, the 
institutional laxity manifested for centuries was brutally replaced after 1945 by the extreme 
interventionism of socialism. 
The forced collectivization, as well as the planned distribution of the surplus product to the state 
centralized fund replaced the previous lax constraints, carrying on the old aggressive taxation. The 
socialist oppressive interventionism maintained a low income level of the rural dwellers. 
The forced, accelerated economic development under socialism was stopped after 1990 by 
returning to a regime of lax constraints, manifested by an apparent and chaotic “withdrawing” of 
the state from the economy, frailly disguised through the processes of "privatization" and 
"liberalization". 
During the return to "capitalism" the institutional incoherence and confusion dominated the 
evolution of the tax system itself, although taxation has remained one of the main concerns of the 
“authority”. 

 

5. Reduced Availability of Domestic Capital of Investment. Slow 

Accumulation of Domestic Capital 
As already mentioned, the prevailing permanent form of authority’s presence in the economic and 
social life of Romanians was taxation. The political, economic and cultural achievements of the 
elite and rulers were sporadic and disparate, despite the few longer or shorter periods of 
“enlightened despotism”. 
“... another cause of the delayed development of the Romanian Countries in cadence with the 
West was the permanence of a political feudal type regime excessively agrarian, based on villages, 
not on cities or crafts, guilds, trade, manufacturing, which were the motor of Western medieval 
progress; a political regime subservient also at times to foreign domination pervaded by 
corruption and parasitism (Phanariotes), unproductive, interested primarily in inhabitants’ taxation 
and only marginally in supporting production and trade” [Axenciuc, 1997, p. 32] 
The aggressiveness of taxation was not accompanied by the “primitive accumulation” of capital for 
investment. In the Romanian Principalities, the quality of vassal states perpetuated for four 
centuries meant not merely to deliver significant values of the surplus product but also a 
permanent state of uncertainty, insecurity and doubts about the possibility of accumulation: 
“A general state of underdevelopment of the producers, except for privileged categories, could not 
engender significant accumulations; for centuries the social surplus product - taxes, tithes and 
other obligations - were levied by the boyars, or by the officers and sent, without compensation, 
to Constantinople and elsewhere, and also unproductively spent by landowners and 
administration; hundreds of years nothing was invested in agriculture, which was the almost 
unique source of income.” [Axenciuc, 1997, p. 33-34] 
The distrust in accumulation possibilities was for one thing specific to the oppressed categories of 
the population. As regards the political and economic elite, any accumulation of financial resources 
was mainly intended for personal consumption of their own families, for preserving the privileges 
or possibly for their extension. Except the lengthy reigns, the Romanian Principalities were the site 
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of rapid enrichment of some adventurers, most of them foreigners, totally uninterested in the fate 
of the countries they ruled for one, two or three years, often even just for a few months. 
The skepticism about the accumulation intended for investment begot the propensity for rapid 
consumption of the earnings from domestic activities: even in the second half of the nineteenth 
century, after the outbreak of the modernization process, financial capitals resulted from 
agriculture were largely spent for private consumption and luxury in the country and especially 
abroad, instead of being invested in the national economy. 
The same trend has characterized the political class and the “businessmen” after 1990. This time 
most of the windfalls made by politicians and “businessmen” resulted from the enrichment 
“overnight” on the account of the state or population. 

 

Conclusions 
Today we might say that „les jeux sont faits, rien ne va plus!” Romania preserves much of the 
historical features revealed above. Nevertheless, Europe seems to face the same issue as eighty 
years ago: the low purchasing power of such citizens as the Romanians and Bulgarians. After 25 
years of returning to market economy, GDP/capita is less than half of that of Portugal or Greece, ¼ 
of France and 1/5 of the Netherlands’. This is why the words of Mihail Manoilescu, uttered in 1935 
during a conference in Kiel, are still actual: 
“Eastern Europe today is a poor client for Western Europe. But couldn’t Eastern Europe of 
tomorrow become a rich client? This is the main problem in Europe. If customers are poor, he who 
sells must first take care to make them rich!” [Manoilescu, 1935, p. 167] 
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