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ABSTRACT 

This research attempts to identify and assess the effect of corruption on 

development and economic growth in less developed countries (LDCs). The 

methodological undertaking is twofold. The first is to see whether proxy variables 

could be imputed effectively to measure the concept of corruption. The second is 

to see if there is a significant relationship between the proxy indicators. The 

research identifies rent-seeking and price distortion as important and dynamic 

catalysts that affect economic growth and development. The data used to measure 

price distortion were those available from the World Bank Staff Working Papers, 

1983, authored by Ramgopal Agarwala. In that paper, the author classifies thirty

one nation-states as high or low on a distortion performance scale. These thirty-one 

countries made up the initial data set used in creating the proxy for what is 

considered the major culprit of underdevelopment in LDCs. 

This study creates a linkage in the concepts of rent-seeking and corruption. 

Principally, the study finds no significant differences in the two concepts other than 

their semantic applications. Rent-seeking and corruption both address the issue of 

contrived transfers that distort an economy and, when such transfers become 

rampant, destroy economic performance. Both concepts do interfere with the 

efficient operation of a nation's institutions and public policy. 
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The regression analysis shows that rent-seeking and price distortion explain 

about 59 percent of the variance in the shifts in economic growth in LDCs. Also 

rent-seeking and price distortion is negatively but significantly correlated with 

economic growth. This study indicates, through empirical analysis and impressionistic 

evidence, that to a large extent the lack of economic growth and development in 

LDCs is attributed to an internal dynamic--corruption. The study in its final analysis 

addresses the sub-Saharan region, and concludes that sub-Saharan Mrica has not 

experienced much economic growth and development in the past two decades 

because of the pervasiveness of corruption within these nations. 
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CHAPTER 1 

INTRODUCTION 

This chapter defines the problem and importance of economic development 

in less developed nations. In this context "economic development" will mean 

economic growth or decline in the context of a nation's governmental structure. The 

structure is defined by how the government is guided by and operates within the 

structure of the laws and institutions it oversees to maintain its legitimacy over time.1 

As J.S. Nye contends, such an investigation of economic development will allow the 

observation of development to be seen as a "moving equilibrium and avoid some of 

the limitations of equating development and modernization."2 Development and 

change involve a wide array of unofficial participants that yield differing 

consequences within the political system. 

This chapter describes the research concept and addresses the study's scope 

and delimitations. The core of the research concerns the consequences of corruption 

in less developed countries (LDCs) and its impact on development.3 The "stain" of 

IJoseph S. Nye. "Corruption and Political Development: A Cost Benefit 
Analysis," American Political Science Association 61, (1967). 

2Ibid., p. 419. 

1nroughout this study, the abbreviation "LDCs" for less developed countries is 
used interchangeably with the terms "developing countries," "underdeveloped nations," 
and "Third World." These terms refer to developing countries as identified on the 
internationally recognized list. See Organization for Economic Co-operation and 
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corruption has pervaded many LDCs for more than thirty years, taking many forms 

and permeating most sectors. Rent-seeking and price distortion are representations 

of the complex nature of corruption. Rather than undertaking a qualitative 

exploration of the complexity of corruption at the various levels in societies, this 

study discusses corruption in general by addressing arguments between moralists and 

revisionists and by attempting a different approach to measure and explain 

corruption. 

This research methodological approach invariably fulfills an important element 

essential to the success of this analysis. The methodology is significant to the 

analytical objective of this dissertation in that it demonstrates whether there is a vital 

difference between rent-seeking, price distortion, and corruption, or whether these 

concepts differ only in their application and/or manipulation. For example, 

economists use the terms of rent-seeking and price distortion; scholars in the field 

of political science or sociology use the term of corruption to refer to and describe 

similar behavior. Is rent-seeking when applied by the economist any different from 

that of corruption when applied by the political scientist or sociologist? Corruption 

is a broad concept with different overtones in LDCs and in developed nations. 

For this dissertation, the consequences, or "meaning," of rent-seeking and price 

distortion are considered very important in indicating the level and type of corruption 

Development (OECD) Review (Paris: OECD, 1976), pp. 197-198. The terms 
"countries" and "nations" are also used interchangeably, with both referring to nation
states. 
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within a country. Ultimately, this determination and method provide evidence as to 

why LDCs are not as economically productive or developed as the industrially 

developed nations. The continued decline in the economic well-being of LDCs has 

raised the question: why are they so underdeveloped? Given this question, it 

becomes the central focus of this research in determining the role of several dynamic 

and complex factors within a nation: social public policies toward birth rate and 

population size or lack thereof; economic public policies or the lack of them on 

currency control, domestic and foreign investment, and economic aid; political public 

policies on military manpower and coups. 

The primary goal is to determine empirically whether these social, economic, 

and political public policies have, to a significant degree, influence on a nation's 

economic well-being. These public policies are only a few of the several significant 

factors in determining development in LDCs. A further goal is to ascertain whether 

changes in these public policies could bring about public policy responses that would 

address developmental goals essential in LDCs. 

The remainder of this chapter discusses the components of the approach 

utilized for the evaluation of corruption. Rent-seeking and price distortion are strong 

and relevant proxy variables that closely represent corruption and the effect on the 

productive advancement of LDCs. 
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1.1 Overview 

This study addresses, on a larger scale, the relationships between rent-seeking 

and price distortion practices in LDCs' policies and institutions that lead to 

inefficient bureaucracy, incompetent government officials lacking managerial talent, 

institutional fraud, and goods market controls such as licensing and foreign exchange 

rationing. Further, the study shows how rent-seeking distorts the economy and 

hinders the potential for economic growth. Pervasive rent-seeking, evident in many 

LDCs, scares off investors in some of the most basic industries such as tourism. On 

the other hand, it encourages foreign companies to demand monopoly for their 

businesses which provides them with sheltered markets. This aspect will be detailed 

in chapter 4. 

Life has not been easy for citizens both within and without the governmental 

structures of LDCs. For decades citizens have attempted to cling to economic 

survival the only way they could. They have devised unorthodox, or what may be 

considered questionable, methods to capture the limited economic resources 

available to them. One such method is large-scale institutionalized corruption. 

Corruption is the political and governmental use of public goods to achieve private 

ends. Corruption is the inducement to do wrong by bribery or other improper, 

unethical, or unlawful means. It is also the fraudulent conversion of public funds, 

resources, and property. But corruption has become a highly formalized affair in 

LDCs. 
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This research is not aimed at explaining or justifying the inequity of the world 

economic and political system or camouflaging the exploitation within the system. 

It is not within the purview of this research to study these factors in detail, but only 

to distinguish them as broad characteristics of development as they come into play 

throughout the analysis. The study demonstrates that the lack of economic growth 

in LDCs is, to a significant extent, internal, because of weak, or the absence of, 

significant national public policies. This conclusion places the study into the 

modernization theory perspective, yet attempts to position itself in a much larger 

context within modernization by employing a comprehensive economic policy 

approach (rent-seeking and price distortion) within the internal structure, establishing 

status within modernization theory. 

It is believed that only LDCs can create conditions for real and lasting growth 

based on their ideals, hopes, and dreams. Despite LDCs' marginal position in the 

world's economic and political system, by vigorously, constructively, and sincerely 

addressing internal public policies, some progress could be achieved toward political 

and economic growth and development. 

1.2 Statement of the Research Problem 

Over the past several decades a significant amount of research on 

development has been devoted to the question of why some nations are poor and 
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underdeveloped while others have experienced astounding economic growth and 

political development, and why many continue to do so. 

Poor nations (LDCs) have not only failed at economic and political growth 

during the 1970s and 1980s, but many are sliding away from any semblance of 

sustained political or economic growth in the 1990s. Of course, the decade of 1990 

is still in its infancy, with many LDCs going through the democratization process. 

Thus, if democracy should emerge, which is strongly tied to development, it would 

be only if LDCs encourage a favorable climate for investments that will generate 

advantages for the general population, leading to domestic competition for growth. 

With democracy in place, less opportunity for rent-seeking and price distortion may 

present itself. 

Leaders and decision-makers of LDCs have harbored a certain resentment 

toward the influence of the industrialized developed nations, especially because of 

the heritage of colonialism. Time magazine reported that Carl Jung (considered the 

second most important psychoanalyst of this century after Sigmund Freud) once 

wrote: 

... "Different people inhabit different centuries." Something in the African 
clock of development got smashed when Europe broke into the continent. 
And when the colonialist pulled out, they left the economic, political and 
cultural infrastructure reconfigured in such a way that the new countries 
served Europe better than they served one another.4 

4For further discussion on the current state of affairs and brief background on 
Africa, see "Africa: The Scramble for Existence," Time, September 7, 1992, p. 43. 
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The dependency/world-system theorists will rightly accept this statement as 

factual. This tenet is usually expressed in the resentment by LDCs as was clearly the 

case in a significant action in 1974 when LDCs demanded long-term changes and 

short-term concessions in the international system for greater articulation in areas of 

their special interest. This demand bore fruit at the United Nations with the creation 

of "A Programme for Establishment of a New International Economic World Order 

(NIEO)." The NIEO served to bring the relations between developed and 

developing nations to the forefront in the 1970s. Beyond this, the NIEO has not 

made much of a difference in the relative economic gap between the industrialized 

and the less industrialized nations. 

For decades the relative gap between the rich and poor countries has 

continued to grow wider; irrespective of which economic indicator is used, this 

disparity has become the trend. A focus on income, one significant indicator of 

growth, shows this gap. The annual per capita income of LDCs was $164 at the 

beginning of the 1950s, compared with $3,841 for industrialized countries. Three 

decades later, at the beginning of the 1980s, the per capita income of the poor 

countries rose only to an average of $245, while. that of the industrialized countries 

grew to $9,648, with an absolute gap at the end of the 1980s of $9,403.5 

5Mitchell A. Seligson, "The Dual Gaps: An Overview of Theory and Research," 
Chap. in The Gap Between Rich and Poor: Contending Perspective on the Political 
Economy of Development (Boulder, Colorado: Westview Press, 1984), p. 3. 
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The per capita gross domestic product (GOP) of LOCs increased a mere $90, 

from $760 in 1980 to $850 in 1990. The GOP of the developed economies soared 

$2,300 during the same period, from $10,200 in 1980 to $12,500 in 1990. The wealth 

ratio between the two groups grew from 13.4 to 1 in 1980 to 14.7 to 1 in 1990.6 

These widening income disparities have posed some moral and political questions for 

the international community. 

Although the international system is changing incrementally with regard to 

private flows and market process, the low-income countries, especially those in 

Africa, are not only barely surviving in the short run but also have a very dismal 

long-term prospect. Nonetheless, others see LOCs, especially sub-Saharan Africa, 

differently, as places with hope. Jimmy Carter, former president of the United 

States, stater:l in Time magazine, 

It is true that much of the suffering is self-inflicted and some African leaders 
have betrayed their own people. It is also true that many of the catastrophic 
conditions have been caused and are being perpetuated by the greed of 
debtors, the inefficiency of international agencies and the priorities of most 
major donors who now concentrate their support on Eastern Europe and the 
fragmented Soviet Union. But the courageous struggles of the African people 
toward peace, democracy and a better life deserve recognition and support.7 

6John T. Rourke, International Politics on the World Stage (Connecticut: The 
University Press, 1991), p. 399. 

7For details on former President Jimmy Carter's discussion on Africa after his 
visit to ten African nations, see his article "There is Hope for Africa," Time October 
5, 1992, p. 13. 
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This quote explains not only some of the causes behind the situation in Africa, 

but also demonstrates the similarity of the problems many LDCs have in dealing with 

the international system. LDCs are in a precarious and dismal position in the 

international system in the 1990s, and without significant changes they will continue 

to be so as we move into the next century. Communism in the former Soviet Union 

has been pronounced dead, thus no longer can leaders of LDCs "straddle" the 

superpowers using ideology to obtain economic assistance. LDCs, especially in sub-

Saharan Africa, have become much more marginalized than usual. 

LDCs have been marginalized in the post-Cold War world order.8 In neither 

of the U.S. presidential candidates' platforms at the 1992 convention, was the 

continent of Africa mentioned with regard to policy. The United States's attention 

is now more focused on what is unfolding in Eastern Europe, especially the former 

Yugoslavia and the Commonwealth of Independent States (former the Soviet Union), 

than what is occurring in those LDCs where developed nations have relatively 

minimal vested interest. 

The minimal interest of the industrialized nations toward the developing 

nations can be observed with just one simple but significant example. The idea here 

is not to deemphasize the gravity of what is happening in any area of the 

8For details, see Africa Report. "Update," (September-October 1992), pp. 5-6, in 
which Boutros-Ghali, U.N. secretary-general, chides the U.N. Security Council for 
failing to commit to the solution of the Somalia conflict while undue attention is 
focused on Yugoslavia. 
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international system or to argue that anyone aggression is more or less significant 

than another, thus warranting more attention, but it simply to demonstrate the focus 

of interests of the industrialized nations in the international community in the early 

months of 1992. The war in the former Yugoslavia and the issue of Iraq is discussed 

in depth daily in the news by the United States's three major networks (ABC, CBS, 

NBC), while the ongoing ravaging civil war in Liberia that started in 1989 is all but 

ignored in the United States and the other industrialized nations media. The plight 

of Somalians is "at least 10 months old" and was ignored by the international media 

until recently when it suddenly became news.9 Since Somalia is no longer 

strategically significant to either the United States or the former Soviet Union, 

Somalia, like Liberia, rarely commands the media attention it should. 

What these examples clearly state, to a small but fitting measure, is that LDCs 

do not receive the attention they deserve from the industrialized nations. Whatever 

attention these LDCs do get is because of aid agencies' humanitarian efforts. United 

Nations Secretary-General Boutros-Ghali has accused the U.N. Security Council of 

being interested only in "the rich man's war," that is, only promoting the status quo 

of the Western alliance. lO The implication is that "racism" is embodied in the 

Eurocentric nature of the U.N. Security Council. 

9"Poor Man's War Unveiled," West Africa (August 17-23, 1992), p. 1381. 

lOIbid. 
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The Liberian civil war started as an internal strife, then expanded into a 

regional conflict, thus threatening the stability of the entire West African region. 

The war now requires and involves Ecomog, the regional monitoring group of the 

Economic Community of West African States (ECOWAS), to maintain the peace. 

The war now involves the nation of Sierra Leone to such a significant detrimental 

extent that it was the catalyst for the April 29, 1992, successful coup d'etat that 

overthrew Sierra Leone's President Joseph Momoh. Ecomog has not yet achieved 

its mandate in the conflict. Now all eyes are focused on the United Nations and the 

international community for resolution of the conflict, an effort that does not seem 

to be forthcoming. 

Coups d'etat have undermined Africa's prospects for economic development 

over the years. Therefore, the Organization for African Unity (OAU) Secretary

General Salim Ahmed Salim, during the 1992 OAU's 28th summit in Dakar, Senegal, 

made a "proposal for an OAU Mechanism for Conflict Prevention and 

Resolution,."l1 He believed it would help the OAU to "take initiatives to anticipate 

and contain potentially dangerous situations as well as provide political and military 

organs for peace-making.,,12 

llFor details on this proposal, see Africa Report (September-October 1992), p. 
22. 

12Ibid. 
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It should be acutely clear to LDCs by now that their economic development 

and security are not significant issues to most of the industrialized Western nations. 

LDCs have to face the reality of their position in the international system as being 

marginal. If LDCs wish to change this position and alleviate the suffering of their 

peoples, they have to move toward a political and social system that provides for 

both human rights and liberties, and for sustaining growth. They must stop 

attempting to distort the logic of reality by waiting for the industrialized nations as 

"manna from heaven," but instead begin accepting the responsibility of their 

underdevelopment and for their future development, or they only will continue to 

nurture underdevelopment. 

Some efforts are being made by many African leaders to accept this 

responsibility, evident through the surge in economic regionalism. For example, 

ECOWAS, was established to represent West African nations; in Southern Africa, 

the Southern Africa Development Community (SADC) established in 1980 changed 

its acronym in August 1992 to the Southern Africa Development Coordination 

Conference (SADCC); and in Central Africa, the Union Douaniere Economique de 

l' Afrique Centrale (UDEAC) was created. 

Attempts at economic regionalization and integration have not yet been 

noticeable on the balance sheets of the nations involved. Sub-Saharan Africa's gross 

domestic product (GDP) like other less developed regions' GDP, has not risen to a 

significant amount in the past decades. In fact, many countries have experienced 
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major drops. In the GDP data set of the thirty countries in this study, only Chile, 

Senegal, and Ghana experienced growth in their GDP from the period 1965-1980 to 

1980-1989,13 

The poor financial yield of agriculture in LDCs has contributed heavily to the 

poor showing of their economies. Agricultural development is an important means 

to improve the economic welfare of the world's poor. High agricultural production 

should mean more food for the people and an opportunity to acquire cash through 

sale of surplus. The world's poor, most of whom live in rural areas, rely on 

agricultural production as their main sources of sustenance, employment, and income; 

therefore, "agricultural development is a key sector for economic growth in most of 

the world's developing countries."14 

Curiously, LDCs are not worse off in agricultural production. But falling 

commodity prices in the international market has had an impact. In the past decade, 

most LDC economies, especially those in sub-Saharan Africa, have seen no 

improvement in their agricultural economic growth. The 1991 World Development 

Report, published by The World Bank, has not recorded much improvement in the 

LDC agricultural growth rate. 

13See World Development Report, "Growth of Production, GDP," The World 
Bank (1991), pp. 206-207. Also see appendix B. 

14Moeen A. Qureshi, "Lending Strategies for Agricultural Development," Trade. 
Aid and Polic.y Reform. Proceedings of the Eighth Agriculture Sector Symposium, 
ed. Colleen Roberts (Washington, DC: The World Bank, 1988), p. 51. 
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Not only are LDCs experiencing economic difficulties, but there are dreadful 

human costs such as malnutrition, disease, starvation, and widespread unemployment, 

which have been responsible for the mass exodus from the rural areas to the cities, 

creating additional problems. The World Bank's 1982 policy statement on poverty 

indicated that there was not a failure of food production, but that to provide all 

people with the opportunity to secure enough food is "very hard to do in low-income 

countries~"15 This state of affairs has not improved thus far in the 1990s. 

Added to the urban overcrowding is the alarming "brain drain" these nations 

are experiencing. The political and economic uncertainties within these nations have 

compelled a majority of their highly trained, talented, educated, and skilled citizens 

to leave for better economic opportunities and safer havens elsewhere--mostly in the 

industrialized West. 

The continued lack of economic progress and the political instability within 

LDCs has significant negative consequences on a world that daily is growing smaller 

and more interconnected. As LDCs attempt to achieve sheer survival, little attention 

is paid to the preservation of the ecosystem. It is contended that in the next century 

the state of the environment will be determined largely by the size of the human 

population. LDCs contain nearly half of the world's population and are responsible 

15For a detailed review of the Bank's rural development project on agriculture 
and expenditures in low-income countries, see "The Bank's Poverty Focus: Waxing, 
Waning or Wavering?" in A World Bank Operations Evaluation Study: Rural 
Development World Bank Experience. 1965-1986. (Washington, DC.: The World 
Bank, 1988), p. 15. 



26 

for its rapid growth. This situation makes it much more critical and urgent for the 

issues of LDCs' underdevelopment to be addressed with haste. If the world 

population doubles to nearly 11 billion by the year 2050, as suggested by Time 

magazine, the sheer burden of humanity may complete the world's devastation. 

Logically, an unabated expansion of the human species will use up the ''world's 

capital and prevent the poorer nations from making the necessary investment in 

technological develol?ment that might deter continued population growth.,,16 

In the past two decades, the Pacific Rim countries (Hong Kong, Malaysia, 

Singapore, South Korea, Taiwan, Thailand) that formerly were in the periphery of 

the international economic system have developed to a significant degree 

economically and are experiencing real economic gains and modernization. 

Singapore topped the newly industrialized economies in the annual world 

competitiveness report.17 

Other nations on the periphery seem unable to achieve similar status, 

especially those in Asia, Latin America, and sub-Saharan Africa. Most of the sub-

Saharan African nations have had vulnerable economies since gaining independence 

circa 1960. The citizens of these nations had hoped independence would bring 

16For an interesting analysis of beyond the year 2000, see Time Special Issue, Fall 
1992. Also see in the same issue "The Century Ahead: Too Many People," pp. 64-65. 

17For more details about how Singapore won a near perfect score in 7 out of 8 
factors in world competitiveness score sheet, see "Singapore Pulls Ahead," The Straits 
Times Weekly, June 27, 1992, p. 20. 
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econolnic opportunity and prosperity. This has not been the case, resulting in 

disappointment and contributing to political instability, the cost of which has been 

high in terms of human suffering. 

A number of factors have contributed and continue to contribute to this lack 

of economic growth and development in developing nations. Some theoretical 

arguments and data proposed as evidence for LDCs' lack of development and 

modernization18 have focused on political immaturity, cultural traits, dependence 

or peripheral status in the capitalist world-system structure after World War II, and 

low levels of economic growth of nations. Each of these arguments has presented 

convincing paradigms as evidence that seem to have condemned and destined LDCs 

to distorted economies. 

Nonetheless, in the 1960s, it was an accepted norm in Western nations and 

various international aid agencies that aid to lesser developed agrarian societies 

would enable them to purchase agricultural technology, thus contributing to increased 

agricultural growth, nutritional well-being, and, in turn, economic growth and political 

stability. This was especially true of U.S. foreign policy, based as it was on the idea 

developed by the modernization theorists in the 1950s. After the failure of LDCs 

18Modernization is defined as "changes in the general outlook and orientation of 
societies which are at the heart of the development process and encompass social, 
intellectual, scientific, technological, organisational and political as well as economic 
changes." Economists have tended to equate 'development' with the sum and growth 
of measurable productive capacities, but social and political trends, although less 
measurable play at least as important, if not a greater role in 'modernization.'" 
DECD (1976), p. 11. 
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to develop economically in the 1970s, and the resultant disgust of the donors' with 

mismanagement, most aid given since the 1980s has been conditional. Usually, this 

conditionality is based on the assumption that there is a correlation between honesty 

of governments, democracy, and their per capital receipt of aid. 

During the late 1980s and early 1990s, aid agencies, donor nations, and well 

wishers have begun to insist that LDCs, in order to receive aid, must move toward 

"structural adjustment" programs--democratization--to experience economic growth 

and development. This shift was acknowledged by both LDC leaders and citizens, 

as they too believed that only through economic aid from the developed nations 

could they struggle out of their economic morass. 

The suggestions of democratization in LDCs, to a large extent, seem to be 

simplistic facades to obscure the underlying causes of the gross economic 

underdevelopment these nations are experiencing. Some LDCs seem to agree to the 

democratization process. This takes the form of adopting a multiparty system linked 

to Western capitalist economic policies. These actions by LDCs appear to be taken 

merely to appease the international community, rather than to actually establish a 

system of competent economic management or out of goodwill with regard for 

human and civil rights. 

Furthermore, LDCs have seen a shift from straight foreign economic aid to 

aid granted with what they deem unrealistic conditions and to assistance in the form 

of loans. Aid in the form of grants is different from loans (grants are not paid back 
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but loans are paid back with interest), but they are similar in the way they are 

provided. The most substantial "aid" to LDCs is in the form of loans, which 

ultimately become debt, even though the funds are defined as aid. This debt 

negatively influences growth. 

A few LDCs have embarked on selected fundamental restructuring of their 

economies based on the guidelines of various international aid agencies, especially 

American agencies. This fact of adhering to the restructuring guidelines is evident 

since those LDCs that once considered themselves Marxist or nonaligned have 

changed their stance, moving more since the 1980s and 1990s to a capitalist 

democratic posture. 

There also is the general assumption by Western donors that respect for 

human rights is linked to the adoption of free market economic policies. When a 

nation moves toward pluralism, public accountability, and basically Western capitalist 

economic policies, the World Bank approves its structural adjustment programs 

(SAP). This Western belief system was evident in a speech by British Foreign 

Secretary Douglas Hurd in June 1991, in which he contends: 

Countries tending towards pluralism, public accountability, respect for the rule 
of law, human rights, and market principles should be encouraged. 
Governments who persist with repressive policies, with corrupt management, 
or with wasteful and discredited economic systems should not expect us to 
support their folly with scarce aid resources.19 

19For further details see Africa Report (July-August 1991), pp. 57-59. 
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However, the applications of many of these structural adjustment programs 

have severe consequences. First, these nations are too corrupt to initiate such 

programs. Second, many of these nations have never developed politically or 

economically. Attempting to restructure what is not developed in a climate of 

corruption results in the desire for political freedom becoming intimately connected 

with opposition to economic SAPs. 

There are some examples of how these SAPs that are supposed to assist LDCs 

with economic growth become the catalyst for unrest. In Uganda, the adjustment 

program of the World Bank resulted in cuts in university financing. This in tum led 

to a series of strikes by the students and faculty at Makere University in Kampala. 

In December 1990, police were deployed on the campus, killing two striking students. 

In May 1989, there were demonstrations in a number of Nigerian cities against the 

government's SAP. In Zambia, the International Monetary Fund (IMF) and World 

Bank economic recovery program provoked hostility that was met by equally severe 

repression by the government. In June 1990, the Zambian government removed all 

subsidies on maize-meal, the staple food, and prices doubled. Finally, in February 

1990, riots erupted in Cote d'Ivoire as a substantial income tax increase was imposed 

to foster the success of the medium-term economic recovery program worked out 

with the IMF and World Bank. It is not so much that the people reject assistance 

in development, but that structural adjustment, in a climate of distrust because of 
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rampant corruption, seems to be another ploy by a government to make some people 

pay the price of development while others benefit. 

Countries with poor human rights records, such as Malawi and Kenya, 

continued to receive British aid in the 1980s simply because their economic policies 

met with Western approval. Britain generally provides development aid to those 

nations with World Bank approved structural programs. This is an indication that 

LDCs now are in a perilous position because the principal Western donor nations are 

working in close collaboration with aid agencies, such as the World Bank and IMP, 

to ensure the adoption of liberal economic policies, paying scant attention to human 

and civil rights. 

As LDCs struggled in the past toward economic growth by attempting to 

provide the basic necessities of life, little or no attention seems to have been paid by 

their leaders to the importance of a strong governmental institutional structure and 

of serious political ideologies such as democracy, socialism, and communism. Rather, 

political ideologies seem to have been embraced only to the extent that they enriched 

the coffers of the leaders. The world has changed, and so must these leaders. 

In countries with high levels of illiteracy, it is easy for shrewd and corrupt 

leaders to subvert the intended political system; therefore, the desired democracy 

presented in the "veil" of a structural adjustment program cannot be imported 

overnight. A social system, be it democracy or otherwise, must be cultivated and 

must evolve from the appropriate ingredients and conditions so that citizens can 
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become aware of how a competent institutional structure and system are supposed 

to operate. Without having these basic ingredients and conditions in place, a rapid 

transformation of a society with an infusion of new technology and ideas may be 

harmful and destructive. 

Foreign economic aid cannot help an unstable nation that is corrupt and lacks 

institutional structure. Sub-Saharan Africa, the most depressed region of Africa, has 

been receiving foreign economic aid for the past twenty years, yet it is particularly 

and especially destitute. What happened to the aid? 

Foreign aid is the major external source of capital for LDCs, amounting to 

approximately one-half trillion dollars since World War II. Between 1980 and 1988, 

as Rourke points out, bilateral aid to developing countries amounted to more than 

$400 billion.2° But receiving aid is not enough, and the amount may be misleading 

because of the extent of poverty in LDCs and the depth of corruption. The total 

economic aid from 1970 to 1980 received by the nations covered in this research is 

not significant enough to be the major capital for development21 especially since 

most of this aid is not used for its intended purpose. 

Nonetheless, considering the amount of aid disbursed over the past two 

decades to LDCs, one can only conclude that the lack of significant achievements in 

any identifiable sector in most LDCs is simply because of incompetent economic 

2oJohn T. Rourke, International Politics, pp. 416-417. 

21See DECD. Review (1979-1981). 
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management practices. With an effective institutional structure in place, it is likely 

this waste could be lessened to a significant degree. 

The aid to Europe after World War II could be accounted for, to a large 

extent, because it worked in the rebuilding of institutional infrastructures that had 

been in place prior to the war.22 LDCs tend to lack a strong foundation and/or 

history of effectively utilizing contemporary institutions.23 Without appropriate 

institutions, or the ability to sustain those in existence, how can the development 

assistance LDCs received in the past two decades be accounted for? The lack of 

effective political institutions, policies, and structures has been identified as a major 

contributing cause of economic difficulties and underdevelopment in these nations.24 

But OAU's Secretary General Salim Ahmed Salim has faulted the 

"nondemocratic" international economic system for hindering Africa's development. 

He contends that the democracy proposed by industrialized nations cannot succeed 

in the climate of economic stagnation that existed in LDCs, and that the 

nondemocratic exclusionary action of the international system is responsible for 

22See Robert A. Packenham, Liberal America and the Third World: Political 
Development Ideas in Foreign Aid and Social Science, (Princeton, New Jersey: 
Princeton University Press, 1973), pp. 25-58. 

23Samuel P. Huntington, Political Order in Changing Societies (New Haven, 
Connecticut: Yale University Press, 1968). 

24Ibid. 
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LDCs' lack of growt.h.2S The major complaints of LDCs are directed to the 

industrialized nations' protectionist and entrenched barriers to LDCs' agricultural, 

textile, and clothing exports. These practices deter LDCs that attempt for the first 

time to promote their exports. 

The inability of LDCs to export their goods at competitive market prices to 

the developed nations market is one contributing factor to their underdevelopment, 

but their corrupt practices result in a severe deterioration of the standard of living 

for LDC citizens, so much so that the average citizen is denied a reasonable quality 

of life and certain civil liberties, such as education, medical attention, and safety. 

These corrupt practices result from governmental policies that create advantages for 

public officials and political allies who administratively generate rents, which then are 

consumed by the elite or distributed to the politically faithfu1.26 

Over the years, these corrupt methods of operation have become an 

institutionalized way of life in LDCs. To a large extent, corruption became a 

political system operating in a hidden arena. Corruption has created havoc in LDCs' 

economies because it has weakened the institutions and bureaucracy. Furthermore, 

2SGreat Decisions. Salim Ahmed Salim, OAU secretary-general, "Africa South of 
the Sahara: Fresh Winds of Democracy," in Great Decisions (Hanover, New 
Hampshire: Dartmouth Printing Company, 1991), p. 66. 

26For a discussion on how protected markets created by government allocated 
monopoly confer benefits to political allies, see Robert H. Bates, Markets and States 
in Tropical Africa: The Political Basis of Agricultural Policies (Berkeley: University 
of California Press, 1981), p. 103. 
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this way of life in LDCs has some effect on the industrialized donor nations because 

they use their resources to provide assistance to the poor and weak living in LDCs. 

Further, repressive regimes have grown out of these corrupt situations. In the 1990s, 

these regimes are facing massive demonstrations for a new order and change.27 

Obviously, corruption is not a creation of LDCs, nor is it a modern-day 

invention, nor is it always damaging, as the revisionists discussed in chapter 2 would 

have us believe. However, it is the extent to which corruption is deleterious to a 

society that is the concern. Some form of corruption does occur in all nations, 

especially industrialized developed nations. Familiar examples include Boss Tweed 

in New York of the 1890s, the Tammany Hall era, Chang Kai-shek's Kuomintang 

Party, Duvalier in Haiti, and Italy in 1992.28 The strong institutions in developed 

nations seem to absorb many of corruption's negative impact preventing the acts 

from being very destructive and pervasive in the society as a whole. 

27The evolutionary process for democratic change is in its infancy in sub-Saharan 
Africa, which contains the most depressed LDCs. It is beyond the scope of this 
research to address in detail all of these continuing changes, especially the attempts 
of the old regimes to retain power against the tide of democratization movements. 
See West Africa, "Bamako and Freetown" June 12-21, 1991, p. 101. For a survey of 
the state of democracy in sub-Saharan Africa, also see West Africa, "Moves toward 
Democracy Political Pluralism and Democracy: Experiments" May 25-31, 1992, p. 
870; "Th ere Is Hope for Africa" Time, October 5, 1992, p. 13. 

2BJbese examples are discussed in Joseph Nye, Corruption; Alexander Stille, 
"Badfellas: Italy's Bribery Scandal," in The New Republic; James Scott, Comparative 
Corruption; and Syed Alatas, Corruption: Its Nature Causes and Functions. 
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Behavior considered cormpt is more likely to be more conspicuous in less 

developed countries because of the varied conditions involved in their 

underdevelopment. These conditions include great inequality in distribution of 

wealth, the view of political office as the basic avenue to gain access to wealth, the 

ineffectiveness of social and governmental enforcement mechanisms; and the absence 

of a strong sense of national community,29 

In many less developed countries, corruption seems to have become the modus 

vivendi, raising a secondary question: Why does this insidious way of life continue to 

be perpetuated in LDCs despite its obvious fatal consequences? In spite of the dire 

consequences of, corruption--economic vulnerability and poor physical quality of 

life30--LDCs have preferred to attribute their dilemma to other factors. However, 

according to this research, corruption is the force stymieing development in a number 

of LDCs. 

LDCs do not seem to spend adequate time on instructional efforts for 

development and on consistent economic structural adjustments and reform programs 

that will foster self-reliance to promote development. For day-to-day survival, many 

developing nations, have become dependent on aid from the developed nations, 

29Joseph Nye, Corruption, p. 418. 

»rhe Physical Quality of Life Index (PQLI) [see David M. Morris, Measuring the 
Conditions of the World's Poor: The Physical Quality of Life Index, (New York: 
Pergamon Press, 1979)] is a more accurate measure of social well-being in most 
instances than the gross national product. It is a composite measure that 
incorporates indicators of infant mortality, life expectancy and literacy. 
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forgetting that the responsibility for development lies with themselves. The 

dependence on aid has negative cultural, political, and economic impacts, especially 

in agriculture, the dominant sector and main income provider. The free-market 

policies insisted on by aid agencies in their adjustment programs for LDCs entail cuts 

in the government's spending in public sectors such as education, health, wages, and 

food subsidies. Furthermore, as discussed earlier, the consequences of financial 

institutions such as IMF and International Bank for Reconstruction and Development 

(IBRD) structural adjustment programs have been violence and destabilization, at 

least in the short term, in those nations where attempts have been made to put them 

in place. 

1.3 Purpose and Objective of the Study 

The purpose and objective of this research is to propose an alternative 

methodology and balanced explanation of corruption to that of the development 

theorists by employing proxy concepts. Since it is not possible to use a direct 

empirical test of corruption, the concepts of rent-seeking and price distortion are 

used as proxies. Rent-seeking and price distortion are then analyzed and explained 

as insidious, artificial, and pervasive activities whose nature is the greatest cause of 

economic stagnation in LDCs. Further, the roles of social, economic, and political 

public policies are addressed. The attempt here is not to give the impression that 

corruption or its proxy variables are the only factors responsible for thwarting growth. 



38 

As explained earlier, there have been many sociological, political, and economic 

factors identified as culprits. 

This study differs from previous undertakings because of its attempt to test 

corruption quantitatively and empirically using proxy concepts. Corruption cannot 

be measured directly because data on corruption do not exist, making collation and 

empirical analysis difficult. The author has chosen to use the proxy concep~s rent-

seeking and price distortion because their definitional features are similar to those 

of corruption. These proxies provide testable alternatives to examining the social 

implications of corrupt practices. The definition of rent-seeking and price distortion 

encompasses corruption. The research employs rent-seeking and price distortion as 

proxy concepts to analyze and explain the pervasiveness of corruption as a factor in 

the persistent underdevelopment of LDCs. The dominant focus is on rent-seeking 

and price distortion since they assist in empirically testing the hypothesis of 

corruption.31 

31For an in-depth discussion and analysis, the reader may consult Gordon Tullock, 
"The Welfare Costs of Tariffs, Monopolies, and Theft," Western Economic Journal 
5, (June 1967), pp. 224-232; Ramgopal Agarwala, "Price Distortions and Growth in 
Developing Countries," World Bank Staff Working Papers. No. 575. Management 
and Development Series Number 2. (Washington, D.C.: The World Bank, (1983); 
James M. Buchanan, Robert D. Tollison, and Gordon Tullock, Toward a TheoI)' of 
the Rent-Seeking Society College Station, Texas: Texas A & M University Press, 
1980, pp. 3-15; Anne O. Krueger, "The Political Economy of the Rent-Seeking 
Society," The American Economic Review 64, (June 1974), pp. 291-303; Robert D. 
Tollison, "Rent Seeking: A Survey," KYKLOS 35, Fasc. 4 (1982): pp. 575-604; Jagdish 
N. Bhagwati and T. N. Srinivasan. "The Welfare Consequences of Directly
Unproductive Profit-Seeking (DUP) Lobbying Activities: Price Versus Quantity 
Distortions." Journal oflnternational Economics 13 (1982): pp. 33-44; and references 
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1.4 Importance of the Study 

This study is important in that it demonstrates the waste of resources by 

corrupt practices and the impact on a nation of those practices. When corruption is 

a factor in a nation, an environment is created that is conducive to practices that 

deviate from the formal responsive and responsible duties of public officials and 

tolerates unscrupulous activities within a government. The government and the 

society eventually suffer because they are deprived of one form of revenue or another 

by those who indulge in corrupt practices. For example, rent-seeking and price 

distortion may lead to the rampant use of black markets that lead to the creation of 

parallel markets and monopolies, which in turn interfere with the appropriate 

governmental control of goods and services. Eventually, the government loses a 

significant amount of control over the economy due to lack of financial resources and 

weakened institutions. While monopoly may generate rents that benefit government 

officials and the politically faithful, it inflates profits for the firms while bankrupting. 

an economy.J2 

Pervasive rent-seeking and price distortion can be considered realistic 

indications that a society, and its governmental structure, has lost, to a large degree, 

certain important values such as honesty, integrity, and public service from guiding 

cited for an in-depth analysis and review of these concepts and theories. 

32Robert H. Bates, Markets and States in Tropical Africa: The Political Basis of 
Agricultural Policies (Berkeley: University of California Press, 1981), p. 104. 



40 

the society. This research will show that the responsibility for dealing with rent-

seeking and price distortion lies only with LDCs. Only LDCs can create conditions 

for a real and lasting growth. 

1.5 Scope and Delimitations of Study 

It is not within the purview of this research to study all the aspects of 

development in detail, but only to the extent necessary to distinguish broad 

characteristics of development. This study presents estimates of the extent and 

causes of underdevelopment in thirty LDCs. The original data set used by the World 

Bank to identify price distortion that this study replicates, to a large extent, had 

thirty-one countries. Jamaica, one of the nations in the original study, was dropped, 

because of missing data on many of the new variables added to the dataset. 

This research endeavors to quantify the method that can be applied to these 

thirty LDCs and presents the effect of the method used for allocation of resources 

and the impact on economic growth. These thirty nation-states were selected 

because this research further to some extent replicates the research of Erich Weede 

and Ramgopal Agarwala.33 

33Erich Weede, "Rent Seeking, Military Participation and Economic Performance 
in LDCs," Journal of Conflict Resolution 30, no. 2 (June 1986), pp. 291-314; 
Ramgopal Agarwala, "Price Distortions and Growth in Developing Countries." 
World Bank Staff Working Papers 575, (Washington, D.C.: The World Bank, 1983). 



41 

1.6 Outline of this Research 

In chapter 2, the literature on how corruption relates to and affects 

development is discussed in general. Second, the development literature, specifically 

theories of dependency and modernization/world-system, is surveyed. 

Chapter 3 analyzes rent-seeking and price distortion perspectives, addressing 

their saliency to the study and their position in the modernization perspective on 

economic growth, and concluding with the importance of rent-seeking in addressing 

economic growth in LDCs. 

Chapter 4 presents the research analytical approach, method, design, and 

hypotheses along with the results of tests of a multivariate model of economic growth 

rate. Also offered are equations and measurements to test the hypotheses. 

Chapter 5 discusses the conclusions and summary of the research findings and 

results, its significance to other studies and its implications for Africa, especially with 

regard to sub-Saharan Africa. It concludes with recommendations on how LDCs' 

leadership could better administer their countries for sustained growth and 

development. 
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CHAPTER 2 

REVIEW AND DISCUSSION OF THE ECONOMIC DEVELOPMENT 
LITERATURE 

2.1 Purpose of the Review 

The purpose of this critical review of relevant literature is to set out the basic 

concepts and theoretical framework to which this research conforms and develops. 

The review identifies political and socioeconomic factors pertinent to the study of 

economic growth or the lack of it in LDCs. 

Although relevant to corruption and development, the political science 

approach is not entirely sufficient for this analysis. Because the standard comparative 

politics approach in political science to development, when applying the standard 

modernization perspective, attributes occurrence of economic growth to the adoption 

of certain cultural values and beliefs typically found in industrialized developed 

nations. On the other hand, the dependency perspective assumes growth through 

changes of the international system by removing entrenched barriers and making the 

system's markets more open and competitive to LDCs exports and services, thus 

providing LDCs with an opportunity to experience growth. Therefore, these political 

science views do not provide all the necessary tools for analyzing the quandary of 

LDCs today. 
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Additionally, the economist's concern with profit-maximizing behavior is of 

obvious relevance to the study of corruption and development. Susan Rose-

Ackerman, however, indicates that it is equally plain that the standard techniques 

used to analyze private markets are not adequate in analyzing corruption as a 

problem. She states that the "decision by a politician to trade votes for bribes, nor 

the corrupt bureaucrat's dealing with politicians and interest groups can be treated 

as simple extensions of profit-maximizing calculus of the private entrepreneur.,,34 

Rose-Ackerman believes that only by drawing from both disciplines, political science 

and economics, can one develop a framework adequate for explaining corruption. 

Both political science and economics are applied to shed light on this research 

because there are no grand theories that can explore in a substantive manner the 

dominant issue of economic growth in LDCs. By integrating these two fields, a 

rigorous explanatory power is created and employed. Therefore, the overall analysis 

of this research will be from a "public choice" perspective, i.e applying the fields of 

economics and political science. 

The second section of this chapter reviews the two major contending 

development theories: modernization and dependency/world-system. Modernization 

and dependency theories provide the most dynamic explanations of and arguments 

34See Susan Rose-Ackerman, Corruption: A Study in Political Economy (New 
York: Academic Press, 1978), p. 2, for the combination of analytic techniques that 
address the economist's concern with that of the political scientist. 
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about development and economic growth, or lack thereof, especially of the gap 

between the rich and poor nations. 

The section further provides a general discussion, defines and explains 

political corruption, and attempts to answer a question of Robert Klitgaard: ''which 

kinds of corruption under what circumstances are harmful in what ways and to 

whom?,,35 By confronting this question, the central concern of this research is 

addressed: What is the political and economic significance of corrupt practices within 

LDCs? 

The answer to the above question will elucidate some pertinent aspects of 

corruption and should create sufficient awareness of the magnitude and extent of the 

problem. Corruption in this research is not directly measured. The analysis of 

corruption here is not focused on the traditional moral school of thought. The 

moralist school approach to corruption is to consider it as a moral failing on the part 

of individuals of weak (evil and dishonest) character who are poorly trained and who 

gain positions of power. The moralist solution is to "get the rascals out." By utilizing 

the moralist stance, the research would be limited in focus to individualized 

corruption, thus the focus would lack discussions of the complexity and dynamism of 

this phenomena. 

35Robert Klitgaard, Controlling Corruption (Berkeley: University of California 
Press, 1988), p. 190. 
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The revisionist approach is selected and addressed because the revisionist 

definition of bureaucratic corruption argues that by rendering government 

administration ineffective (which would act against private investment), corruption 

impels better choices, improves public services, and increases responsiveness of the 

otherwise impersonal bureaucracy. Additionally, the revisionists believe corruption 

functions as a source of capital formation, cutting red tape, offering private incentives 

to entrepreneurs, and minimizing waste of resources. Corruption promotes political 

development in strengthening political parties, enhancing national integration, 

offering an acceptable alternative to violence, and increasing public participation in 

public affairs. As can be seen, the revisionist approach presents an interesting 

definition and framework for the analysis of corruption, that is the relationship 

between corruption and development, which is a basic concern of this research.36 

The third section of this chapter provides an historical overview of corruption, 

reviewing the historical duration of corruption. 

The fourth section reviews the existing relevant literature on corruption as a 

crucial factor hindering growth in LDCs. It also provides evidence that supports the 

revisionist perspective on the beneficial role of corruption within a society. Finally, 

it concludes by challenging the arguments of the revisionist position. 

36For an interesting clarification on the differences between the moralist and 
revisionist approaches to corruption see David J. Gould, Bureaucratic Corruption and 
Under-Development in the Third World: The Case of Zaire (New York: Pergamon 
Press, 1980), pp. 2-4. 
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2.2 Development Perspective: Modernization and Dependency 

Several tendencies, each persuasive yet not all-encompassing, characterize 

these development theories. Scholarship in modernization theory is classical in the 

sense that they exemplifies development research. Comparative politics in political 

science has its long pedigree from the classical modernization scholars who initiated 

empirical investigation. Scholars such as Seymour Lipset were concerned with 

examining how political democracy is related to economic development. Lipset 

found that, irrespective of what index is used for economic development, economic 

development is higher for democratic countries than dictatorships.37 Robert 

Bellah's research on entrepreneurial achievements in his study of Tokugawa religion 

found religion contributed to Japan's rapid economic growth because it directly 

affects economic ethics.38 This influence is mediated through political institutions 

and family institutions that contributed to Japan's rapid economic growth. David 

McClelland's work on achievement motivation as it relates to national economic 

development suggests that entrepreneurs possess a strong desire not so much for 

profits, although profit is an important aspect, but to do a good job and to achieve 

37Seymour Martin Lipset, Political Man: The Social Bases of Politics (Baltimore, 
Maryland: Johns Hopkins University Press, 1981). 

38Robert B. Bellah, "Tokugawa Religion," in Alvin Y. So, Social Change and 
Development: Modernization. Dependen<;y. and World-System Theories (Newbury 
Park, California: Sage Library of Social Research, 1990). 
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objectives.39 While Alex Inkeless focused40 on the impact of modernization on an 

individual's attitudes and values, that is the criteria used to define modern man, in 

one society could be used in another because there are shared traits. Inkeless found 

education was the most important factor of modern values. These scholars have 

become exemplars of the modernization theory research.41 They provided the 

prevailing conventional wisdom in social science during the first twenty-five years 

after World War II. However, this conventional wisdom was challenged during the 

wave of authoritarian regimes that came to power in LDCs in the 1960s and mid-

1970s (showing perhaps that the consequences of capitalism lead to dictatorship). 

The modernization orthodoxy was criticized for ignoring foreign domination of LDCs 

while focusing on internal traits such as values and lack of productive investments. 

These critics were mostly dependency theory scholars of Latin America, who view 

development from a LDC perspective and in reaction to modernization theory's 

failure to address issues relevant to LDCs. They attribute the breakdown of 

39David C. McClelland, "The Achievement Motive in Economic Growth," in 
Mitchell Seligson, ed., The Gap Between Rich and Poor: Contending Perspectives 
on the Political Economy of Development (Boulder, Colorado: Westview Press, 
1984), pp. 53-69. 

40 Alex Inkeless, "Making Men Modern: On Causes and Consequences of 
Individual Change in Six Developing Countries," 1964 in Alvin So, Social Change, p. 
41. 

41For details see Alvin Y. So, Social Change, (Newbury Park, California: Sage 
Library and Social Research, 1990). 
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democratic regimes to the influence of the structure of the global capitalist economic 

competition. 

Scholars such as Andre Gunder Frank blamed the failure of the 

modernization school for offering an internal explanation for LDCs 

underdevelopment.42 These scholars suggested that Third World nations could not 

follow the path of the developed nations because LDCs have experienced 

colonialism, which Western nations have not; therefore, the logical path to 

explanations is to address an external explanation for lack of Third World 

development. 

Theotonio Dos Santos research contribution focuses on the structure of 

dependence. He argues that when one country, the dominant one, can expand and 

be self-starting while the dependent ones can do so only as a reflection of the 

dominant country, then the relationship is unequal because development takes place 

at the expense of the dependent countries.43 

Fernando Cardoso and Enzo Faletto address associated-dependent 

development, arguing that dependent development is crippled because it lacks an 

42 Andre Gunder Frank, Capitalism and Underdevelopment in Latin America, 
(New York: Monthly Review Press, 1967), and Latin American: Underdevelopment 
or Revolution, 1969. 

4~eotonio Dos Santos, "The Structure of Dependence,." The American 
Economic Review 60 (May 1970): p. 231. 
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"autonomous technology," since LDCs are compelled to use imported technology.44 

Therefore, the accumulation, expansion, and self-realization of the local capital 

require and depend on a dynamic complement outside the dependent country. 

Generally, the dependency theorists criticize the modernization theory for neglecting 

foreign domination in shaping Third World economic growth. They argue that LDCs 

are still politically, economically, and culturally dominated by Western nations. As 

a consequence they lack economic growth. 

The research presented here makes no claim of addressing all of the economic 

and political problems of underdevelopment in LDCs. The attempt is to identify the 

fundamental reason for the continued lack of growth in LDCs. Therefore, there is 

less emphasis on what LDCs have achieved or the wrongs perpetuated by the 

external dynamics, and more on why LDCs, have not taken advantage of their 

potential capabilities to move closer to development during the last three decades. 

Clearly, the need and opportunity for growth is within LDCs and so the analysis is 

focused at the state level rather than the world-system or the individual level. 

This research will not delve into the historical processes or analyze the 

development theories against those of modernization because both are too well 

discussed and researched over the years. However, a mention of the scholars and 

areas of research are provided to give a sense of the scope of the literature. 

44Fernando Cardoso and Enzo Faletto, Dependency and Development in Latin 
America (Berkeley: University of California Press, 1979). 
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V.I. Lenin's 1917 writings provided discussion on the monopoly of capitalism 

in which imperialism is seen as a stage of monopoly in Western Europe. Lenin 

argued that the core (Western Europe) needed to develop markets and obtain raw 

materials from the periphery. However, over time the core would stagnate and the 

periphery would experience growth.45 On the other hand, Andre Gunder Frank 

wrote on underdevelopment as a process. Frank pointed out that Third World 

nations could never follow the Western path of development simply because their 

experiences are different from those which the Western nations experienced. 

Western nations have not experienced colonialism;46 Walter Rodney discussed the 

extent of European colonialism, and how it underdeveloped Africa while 

simultaneously industrializing and developing the colonizer nations.47 Immanuel 

Wallerstein was one of the few and first Western scholars to challenge the 

modernization theory arguments, while incorporating many of the dependency 

scholars--Frank, Dos Santos, Samir Amin--concepts, such as the core-periphery 

exploitation, unequal exchange, and world market perspective into his world-system 

45V. I. Lenin, Imperialism: The Highest Stage of Capitalism, in Edwin Hoffman 
Rhyne, "Dependence Theory: Requiescat in Pace?" Sociological Inquiry 60, 1990. 

46 Andre Gunder Frank, Capitalism and Underdevelopment. 

. 47Walter Rodney, How Europe Underdeveloped Mrica (London: Bogle
L'Ouverture Publications, 1972). 
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theory arguments.48 Wallerstein's path was followed by the arguments of Peter 

Evans on tripartite dependent development. Evans pointed out that Brazilian 

development was linked to the continued dependence on international capita1.49 

Further, the development became possible because of the formation of the triple 

alliance among "transnational capital, local capital, and the entrepreneurial fraction 

of state capitalism."so The Brazilian partners found it beneficial to enter into a 

pact. However, while the Brazilian GNP rose, the real income of Brazil's workers 

fell, indicative of where the sacrifice was made for the economic miracle. The most 

recent dependency scholar is Bruce London, who pointed out that dependency 

creates a distorted development.s1 Generally, all of these scholars agree that the 

economic and political dominance of the peripheral countries is to their detri~ent. 

48Immanuel Wallerstein, The Modern World System: Capitalist Agriculture and 
the Origins of the European World Economy in the Sixteenth Century (New York: 
Academic Press, 1976), and Samir Amin, Unequal Development: An Essay on the 
Social Formations of Peripheral Capitalism (New York: Monthly Review Press, 
1976). 

49Peter Evans, Dependent Development: The Alliance of Multi-National. State. 
and Local Capital in Brazil (Princeton, New Jersey: Princeton University Press, 
1979). 

SOIbid. 

51Bruce London, "Dependence, Distorted Development, and Fertility Trends in 
Noncore Nations: A Structural Analysis of Cross-National Data." American 
Sociological Review 53 (1988): pp. 606-618. 
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The only differences found in these scholars' arguments is on the mechanisms utilized 

by the core countries to maintain their dominance.52 

The modernization and dependency perspectives have provided salient reasons 

for the consequences of underdevelopment. A complete and in-depth explanation 

of dependency and modernization theories is beyond the scope of this research. 

Nevertheless, a brief explanation will provide the essence of these theories as 

background to the hypotheses brought forward by the research. The following is a 

general discussion and analysis of these two perspectives. 

Modernization Paradigm: Arguments and Analysis 

The hypothesis of modernization as an indisputable and positive relationship 

between capitalist economic development and the advent of democratic political 

institutions is a central thesis of the liberal modernization theory. This thesis has 

been the accepted prevailing doctrine in the Western nations and in social science 

since the post-World War II epoch. This belief was not challenged by the 

dependency theorists effectively until after the overthrow of the many authoritarian 

regimes in LDCs during the late 1960s, and then again in the 1970s when the world-

system school rose up to offer an alternative perspective from which to examine the 

52See Edwin Hoffman Rhyne's critical analysis, "Dependency Theory: Requiescat 
in Pace?" Sociology Inquiry 60 (November 1990): pp. 71-385. 
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issue of development. In the late 1980s there seems to be a movement toward 

convergence. S3 

The optimistic view that economic development would lead to political 

development grew from the accomplishment of the Marshall Plan in promoting the 

rapid economic reconstruction of Western Europe after World War II. Democracy 

became the prevailing political ideology in these areas. According to Robert 

Packenham, "the fundamental theory about political development contained in the 

Marshall Plan was explicitly and unambiguously that political health of Europe 

depended on economic medicine."S4 It is argued that Western European countries 

had all but one of the ingredients for a democracy: the economic ingredient. When 

the economic ingredient was added, political development began to emerge. 

The general arguments and expectations are that a similar operational 

philosophy will lead to democratic political development in LDCs. Attempts at 

economic development, however, also have led to political instability, violence, 

military takeovers, and revolutions. Kesselman stated: "The assumption that 

S3 Albert O. Hirschman, Rival Views of Market Society and Other Recent Essays," 
(New York: Viking, 1986) and for further comprehensive analysis of contending 
development theories, see Alvin So. 

S4Robert A. Packenham, Liberal American and the Third World: Political 
Development Ideas in Foreign Aid and Social Science, (Princeton, New Jersey: 
Princeton University Press, 1973), p. 33. 
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countries in the Third World in Asia, Africa, and Latin America were developing was 

as much a wish as an empirically determined fact.',55 

Modernization is conceptualized as an interrelated theory that encompasses 

industrialization of the economy. Mass communication would inform the public, 

make universal adult literacy accessible to the population, and lead to political 

democracy and a relatively egalitarian socioeconomic structure. All of these are 

considered positive results flowing from the process of capitalist accumulation, which 

has been the motivating force leading to development in the industrialized North.56 

Fundamental modernization arguments are that the industrialized Western 

nations have arrived at this point of modernity because of the application of the 

Protestant work ethic, rational procedures, and universal principles. These principles 

have inhibited the confusion of public and private interests: personalism and 

cronyism.s7 LDCs have refused, or are unwilling or unable, to make this separation 

of the public and private, thus they lag in their developmental growth, both 

economically and politically. 

SSM. Kesselman, "Order or Movement? The Literature of Political Development 
as Ideology," World Politics 26 (1973): p. 146. 

5lirJbis argument is in the liberal tradition especially in the American political 
view. For further discussion on this traditional thought see Samuel P. Huntington, 
Political Order in Changing Societies (1968), pp. 5-7, and Robert A. Packenham, 
Liberal America, pp. 123-129. 

57Max Weber, Economy and Society, 3 vols. trans. Gunther Roth and Claus 
Wittick (New York: Bedminster Press, 1968). 
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Specifically, modernization adherents view underdevelopment in LDCs as 

being principally a cultural problem. Particularly, the cultural values associated with 

industrialization are seen as alien to LDCs that are deeply attached to their 

traditional cultural values. The argument, according to modernization scholars, is 

that punctuality, hard work, achievement, and other industrial values are keys to 

unlocking the economic potential of poor countries.58 

The developed countries have cultures that have permitted them to 

industrialize. Those that have failed lack these cultural traits, argues Henri Aujac.59 

David McClelland, expanding on Max Weber's ideas of Protestant work ethic and 

capitalism, contends that the achievement motive that is high in the industrialized 

North is not a hereditary factor, but is a value that can be "instilled." Teaching 

individuals how to "increase their need to achieve will help stimulate economic 

growth in LDCs."6o 

58See these authors' arguments for the unlocking of economic potential within 
poor nations. Seymour Martin Lipset, Political Man; Alex Inkeless, Making Men 
Modern; Robert Bellah, Tokugawa Religion; Henri Aujac, Cultures and Growth; 
Alex Inkeless and David H. Smith, Becoming Modern; and David C. McClelland, 
The Achievement Motive. 

59Henri Aujac, "Cultures and Growth," in Mitchell Seligson, ed., The Gap 
Between Rich and Poor, (Boulder, Colorado: Westview Press, 1984), pp. 38-52. 

60David C. McClelland, liThe Achievement Motive in Economic Growth," in 
Mitchell Seligson, ed., The Gap Between Rich and Poor (Boulder, Colorado: 
Westview Press, 1984) pp. 53-69. 
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Most of the scholars adhering to the modernization perspective believe that 

such values can be inculcated in a population through deliberate efforts. Further, the 

modernization perspective argues that development occurs when a broad set of 

modern values and institutions is present. Others have argued that the necessary 

values will emerge naturally. 

The modernization argument contends that the socioeconomic environment 

exerts influence on a society and is responsible for its development. Accordingly, all 

states have the possibility to become developed by following the path of the 

developed nations of the North. Hence, the general question will be, "if we [they] 

did it, why can't they [we]?" This would be similar to the nonsensical questions some 

offsprings of European immigrants to the United States posed to less affluent 

African-Americans. 

But Aujac has indicated that a culture and concomitant social order take 

centuries to establish and they are based on historical experience. Thus, culture 

determines the ability of nations to industrialize and frames the type of 

industrialization. Many LDCs have existed only for about three decades, thus one 

sees no hope for short-term development based on these arguments. 

Nonetheless, how would Aujac explain nations such as Singapore that have not 

had centuries to industrialize? This becomes a telling question. According to, and 

with reference to, Aujac's arguments, the question is, what is an appropriate culture 

that gives rise to industrialization? "Some cultures and some social order favor 
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industrialization, others do not," states Aujac, "while some industrialization destroys 

some cultures and social order.,,61 

Dependenc.y/World-System Paradigm Arguments and Analysis 

The tenet of development as a process of modernization rests on the 

assumption that underdevelopment is rooted within the sociocultural nature of LDCs. 

The concluding assumption is that if LDCs adopted Western sociocultural attributes, 

the path to development would be open to them. This assumption has been 

challenged by a school of thought commonly known in social science as "dependency." 

Dependency theory formulated by Argentine Economist Raul Prebisch in the 

1950s, and other Latin American scholars was conceived to challenge the one-sided 

evolutionary assumptions of the liberal modernization theory, and address the 

industrialization process LDCs should undergo to increase their living standards.62 

The traditional liberal thinking on the subject of underdevelopment has 

stressed the need for LDCs to overcome their underdevelopment with the help of 

foreign trade, aid, and investment. This model of development defines progress in 

terms of gross national product--oriented economic growth and industrialization 

61Ibid., p. 38. 

62See AIdo Antonio Dadone and Luis Eugenio Di Marco, "The Impact of 
Prebisch's Ideas on Modern Economic Analysis," in Luis Eugenio Di Marco, ed., 
International Economics and Development (New York, and London: Academic Press, 
1972), pp. 15-34. 
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patterns. Thus aid helps GNP. This, thinking or dependence on foreign assistance 

is questioned and blamed as the reason LDCs lost control over decisions affecting 

their economies because of this linkage. Volker Bornschier et al. argued that poverty 

and inequality in LDCs are consequences of the dependent relationship that 

increases conflict over time and causes political instability.63 Bornschier et al. also 

contend that foreign investment and aid to LDCs have the long-term effect of 

decreasing the rate of economic growth and increasing inequality, although aid helps 

in the short term. 

The general assumption of the dependistas is that "underdevelopment has 

causes external to the underdeveloped nations.,,64 Specifically, the theory 

emphasizes the uneven relations between industrial capitalist nations and LDCs. The 

economies of the industrial center expands at the expense of the underdeveloped 

periphery. The economic activity of the periphery and associated social relations 

became dependent on the process of the world economic order. Basically, 

63Volker Bornschier, Christopher Chase Dunn, and Richard Rubinson, "Cross
National Evidence of the Effects of Foreign Investment and Aid on Economic 
Growth and Inequality: A Survey of Findings and a Reanalysis," in Mitchell Seligson, 
ed., The Gap Between Rich and Poor, (Boulder, Colorado: Westview Press, 1984), 
pp. 187-210. 

64Ronald H. Chilcote, Theories of Development: Mode of Production or 
Dependency, ed. R. H. Chilcote and L. J. Dale (Beverly Hills: Sage Publications, 
1983), p. 9 
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dependency is defined by Peter Evans as a "situation in which the rate and direction 

of accumulation are extremely conditioned."65 

Scholars supporting the dependency approach observe that the economies of 

the developing countries have been shaped in response to forces and conditions 

established by the industrialized nations, and as a result, the development has been 

both delayed and dependent.66 The dependentistas have concluded that the failure 

of LDCs to catch up with the developed nations stems from the distorted 

development brought on by the dependent relations. 

The dependency literature argues that forces, especially multinational 

corporations, exert an impact on LDCs' societies, thus hindering their development; 

underdevelopment is explained as a consequence of outside economic and political 

influences. Dependency theory explains the compelling problems of LDCs with 

regard to their relations with the developed industrialized nations. Unemployment, 

income inequality, and depressed economies are just a few of the problems LDCs 

suffer that are directly related to their position in the periphery and semiperiphery 

of the international system.67 The most widely quoted definition on dependency 

is offered by Theotonio Dos Santos: 

65Peter Evans, Dependent Development, p. 27. 

66Fernando Cardoso and Enzo Faletto, Dependency and Development in Latin 
America (Berkeley: University of California Press, 1979). 

67See Theotonio Dos Santos, Dependent Development; and Immanuel 
Wallerstein, The Present State of the Debate. 
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By dependence we mean a situation in which the economy of certain countries 
is conditioned by the development and expansion of another economy to 
which the former is subjected. The relation of interdependence between two 
or more economies, and between these and world trade, assumes the form of 
dependence when some countries (the dominant ones) can expand and can 
be self-sustaining, while other countries (dependent ones) can do this only as 
a reflection of that expansion, which can have either a positive or a negative 
effect on their immediate development.68 

Dependency theory did not long remain a Latin American domain. Scholars 

from other disciplines integrated its analytical construct and attempted to transform 

it into a general systemic theory to explain development and underdevelopment as 

being a single occurrence. The result was the IIworld-system theoryll that places much 

weight on structural distortion associated with dependency not at the state level, but 

at the systemic level. 

The IIworld-systemll perspective elaborates on the dependency perspective 

through the work of Immanuel Wallerstein in his book The Modern World 

System.69 The world-system theory argues that since the sixteenth century a world 

capitalist economy has existed, divided geographically into the core, semiperiphery, 

~eotonio Dos Santos, liThe Structure of Dependence,1I The American 
Economic Review 60, no. 2 (1970): pp. 231-236, for a more complete discussion of 
Dos Santos's arguments on dependence. 

69Immanuel Wallerstein, The Modern World System: Capitalist Agriculture and 
the Origins of the European World Economy in the Sixteenth Century, (New York: 
Academic Press, 1976). 
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and periphery, with the core dominating the system and draining resources from the 

semiperiphery and periphery. 

Generally, dependency theory contends that because of structural 

differentiation of the capitalist world system, countries at the semiperiphery and 

periphery are dominated by the industrialized core, and the developmental process 

entails a pronounced tendency toward static reproduction of the core-periphery 

hierarchy. Therefore, the laws that govern the development of the periphery are 

likely to be quite different from those that determine the development of the core 

nations. 

Dos Santos's arguments are similar to those of Wallerstein regarding LDCs' 

place in the world system. Their view is that the industrial dependency that exists 

in LDCs was consolidated at the end of the nineteenth century. It was characterized 

by the domination of capital in the hegemony and expansion abroad through 

investment in production for consumption by the core. Because of this structure, the 

LDCs' internal markets were restricted. 

This perspective argues that the economic gap will be perpetuated by the 

nature of the international system unless it is restructured. Scholars in this area have 

designated external factors such as international banks, multinational corporations, 

and aid agencies as the perpetrators of underdevelopment in LDCs.7o 

7oneotonio Dos Santos, "The Structure of Dependence," The American 
Economic Review. Volker Bornschier, Christopher Chase-Dunn and Richard 
Rubinson, "Cross-National Evidence of the Effects of Foreign Investment and Aid 
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2.3 Summary 

In summary, it is noted that the modernization scholars adhere to the belief 

that the values responsible for development, which are perceived to be lacking in 

most LDCs, can be inculcated in a popUlation through deliberate efforts, while others 

have argued that the necessary values will emerge naturally. The dependency /world-

system scholars argue that restructuring of the international system will make it 

possible for the development of LDCs. 

However, it is in the modernization perspective that this research finds its own 

locus. The argument presented in the analysis of rent-seeking and price distortion 

theory is that the appearance of corruption in LDCs is not part of their traditional 

value system, but it is a utility induced by the unbearable situations created by the 

national leaders. This theory is presented not to condone rent-seeking and price 

distortion activities within the government, but to attempt to identify what is 

responsible for the lack of economic growth in LDCs and to suggest prescriptions. 

The analysis in chapter 3 will provide the evidence to support this argument. 

on Economic Growth and Inequality: A Survey of Findings and a Reanalysis;" 
Immanuel Wallerstein, "The Present State of the Debate;" J. Samuel Valenzuela and 
Arturo Valenzuela, "Modernization and Dependency: Alternative Perspectives in the 
Study of Latin American Underdevelopment," in Mitchell Seligson, The Gap. 
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2.4 Historical Overview of Corruption 

Corruption is not a present-day phenomenon. It was endemic in past epochs. 

The history of corruption can be traced to the beginning of man's social life when 

complex social organization came into being. Man's preoccupation with corruption 

has existed for at least a few thousand years. Animosity toward corruption fluctuates 

in different times and places because it is conditioned by various factors. But 

corruption has always been damaging to the society in which it is pervasive. 

Corruption can be traced back to the ancient Egyptians, Babylonians, 

Hebrews, Indians, Chinese, Greeks, and Romans, where it often surfaced as a 

problem.71 A realistic appraisal of the problem of corruption was made by 

Kautilya, the great ancient Indian Mauryan prime minister, in the fourth century 

B.C.: "Just as it is impossible not to taste the honey or the poison that finds itself at 

the tip of the tongue, so it is impossible for a government servant not to eat up, at 

least, a bit of the king's revenue.'172 It was good to "eat the king's revenue" when the 

state belonged to the king and the constituents worked for the "glory of the king." 

This is no longer acceptable in the view of today's nationalism. 

In ancient Greece the issue of corruption received more attention from writers 

than from others because of the increasing influence of democracy. Corruption also 

71 Syed Alatas, Corruption: Its Nature. Causes and functions (Avebury, England: 
Gower Publishing Company Limited, 1990), pp. 13-35. 

72Ibid., p. 14. 
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attracted attention when it was linked to great political changes associated with 

democracy. 

Corruption became a means of political advancement owing to the reforms 

of Solon (640-559 B.C.), the Athenian lawgiver and statesman. In order to overcome 

corruption Solon allowed the prosecution of another on behalf of himself. Eventually 

because of this decision a group of professionals, who became known as "sycophants," 

emerged to make such prosecution a business because of gain.73 

Excessive luxury in the Roman Empire contributed to the growth of 

corruption. For example, banquets, gift giving, and presents were offered by 

individuals of the public to officials, or by the newly rich to enter higher circles of 

society without adopting the cultural values that went with the status. Corruption 

captured a significant section of the Roman ruling class. Alatas contends "corruption 

figured prominently in the decline of Rome.,,74 

Corruption also had serious implications in ancient China. It was because of 

corruption that the well-to-do and privileged classes were able to escape punishment 

for crimes against humanity.75 

73Ibid. 

74Ibid., p. 33. 

75Ibid., p. 41. 
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The intent of this brief history is to demonstrate that corruption is not a 

present-day phenomenon only and has in the past resulted in shocking consequences. 

In the ancient regimes, it was pervasive and, to a large extent, the norm. 

Alatas has suggested that the total present-day systemic corruption is a 

consequence of World War 11.76 The Santhanam Committee Report of India, 

Alatas notes, found that the World War II effort involved large-scale government 

expenditure for war supplies, hence provided opportunities for corruption. 

In Southeast Asia, the Japanese occupation during the war caused a rise of 

corruption. Scarcity of goods and foodstuffs, together with the inflation that resulted 

from minimal governmental control under occupation, made corruption the most 

effective means of supplementing income. Colonial rule has been blamed for a 

number of ills in LDCs. 

Corruption, therefore, is no exception as colonialism is identified as another 

contributing factor.n In India, cheating the colonial government was popularly 

regarded as patriotic since the government was seen as a foreign entity. After 

independence in 1947, the habit of "cheating" or defrauding the colonial government 

continued even though the fraud was now against the national government.78 

76Ibid., p. 90. 

nThe Santhanam Committee Report cited in Alatas, Corruption, pp. 69-70, 90. 

78Ibid., and James Scott, Comparative Political Corruption (Englewood Cliffs, 
New Jersey: Prentice-Hall, 1972). 
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Another cause of corruption, according to Alatas, was the rapid increase in 

the number of civil servants who suffered from chronic low pay. This factor made 

a second income necessary. The corruptive influence of the war period, followed by 

the rapid increase in the number of governmental offices, the rapid extension of the 

power of the bureaucracy, the weakness of high-level supervision, and the influence 

of political parties provided a fertile soil for the growth of corruption in India and 

many LDCs. It was in this vulnerable context that big business and industry began 

to "grease the palm" of the already susceptible bureaucracy to carry corruption to a 

new level. 79 

The expansion of state activity managed by a rapidly increasing bureaucracy 

dominated by corruption is a phenomenon that affects all parts of Asia and Mrica 

that have been liberated from Western imperialism. World War II and subsequent 

independence were the events that set in motion massive forces of corruption, given 

the nature of the society and the extent of bureaucracy at that time. However, 

irrespective of how persuasive Alatas' arguments for corruption are, there are other 

arguments besides war and independence from colonialism that are just as persuasive 

and relevant to its cause. Corruption existed for centuries in countries unaffected by 

war and so is the case today. 

What one sees as corruption then could have been considered as 

patrimonialism. Generally, it is the institution of gift giving and the obligation to 

79Syed Alatas, Corruption, pp. 90-91. 
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serve one's family. When someone in a family or society succeeds he is expected to 

assist family members and friends as much as possible. This eventually becomes a 

burden on the government as the individual attempts to fulfill his obligations by 

awarding contracts, creating jobs, or hiring family members and friends. However, 

as nations become developed, patrimonialism took a different dimension by moving 

from the family obligation to membership in an elite group within the society. This 

group excludes a large majority of the population from certain benefits from the 

society.so 

Robin Theobald cites Guenther Roth's criticism of the concept of "charisma." 

Roth, according to Theobald, implies that the "over-reliance on charisma by political 

scientists in studying the third world led to a neglect of Weber's notion of 

patrimonial domination."S1 In LDCs, Theobald suggests, "personal rulership is 

probably the most dominant form of government."S2 Although patrimonialism may 

be found in all societies, it pelYades virtually entire political systems in LDCs, yet 

remains marginal in industrialized developed nations. Since patrimonialism is widely 

accepted in LDCs and it is normal to the extent even if it is not approved, it is 

SOSee Robin Theobald, Corruption. Development and Underdevelopment 
(London, England: The MacMillan Press, 1990), pp. 88-89. 

s1Ibid. 

821bid. 
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accepted, the question arises, under what context does a practice that is widely 

accepted become labeled as corrupt? 

In this context, it is assumed that traditional societies cannot distinguish 

between public and private duties, and often even between public and private 

resources. Because of the apparent inability to make these distinctions, corruption 

develops. The argument goes something like this: Asians practicing patrimonialism 

did not feel they were doing anything wrong following World War II until the 

Europeans informed them. 

Alatas argues that the image of the infantile Asian who cannot distinguish 

between the public and private arena arose from the ethnocentric view of Western 

thinkers, such as Hegel, and those who emphasized the primacy of the West. Alatas 

accuses Max Weber, through his writings, as having helped "intentionally or otherwise 

to generate the image of the infantile Asian."s3 

Weber claims that modern bureaucracy is a Western creation. In this 

bureaucracy, officials have an area of jurisdiction, regular activities, and a set of rules 

that govern bureaucratic activity. The "official" salary is fixed, and professional 

training is provided. Thus a separation is made between official and private duties. 

With regard to a "patrimonial bureaucracy," the opposite is true. The 

patrimonial bureaucracy lacks the separation of the private and official spheres. The 

ruler treats the political administration as a personal servant, and political power is 

S3Syed Alatas, p. 92. 
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considered by the ruler to be part of his or her personal power. Thus the 

bureaucracy can be exploited for contributions and fees. The exercise of power, 

therefore, is discretionary, "at least in so far as it is not more or less limited by the 

ubiquitous intervention of sacred traditions.,,84 

Theobald argues that many Western social scientists' conception of public 

office is strongly influenced by Max Weber's ideal type of rational-legal bureaucracy. 

He presents Weber's ideal bureaucracy as one run by a hierarchically ordered corps 

of officials recruited and promoted according to specified objective criteria: 

education, qualifications, and professional experience. Within such an applied 

stratification, there is an inherent limitation of corrupt practices. 

Could it be argued that rather than the bureaucratic structure being a 

limitation on corrupt practices, it is the structure of the nations system within which 

the bureaucracy exists, its mechanisms, and institutions that effectively absorb the 

corrupt behavior and protect the society from ruin? For example, in an 

industrialized nation such as the United States one observed how effectively 

institutional mechanisms operate in the June 1987 Irangate hearings in which Oliver 

North's supply of arms to the Nicaragua Contra rebels was discussed. Also observed 

was North's unsuccessful attempt to distinguish between "public and private funds" 

as discussed in Theobald. Yet, if North was not working for the government he 

would not have received those funds to pursue former President Ronald Reagan's 

84Max Weber, Economy and Society, pp. 1028-93. 
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objective to destroy communism in Nicaragua by providing for the "body and soul" 

of the Contra rebels. The funds to the rebels, North had argued, came from private 

sources; therefore, the government cannot hold him accountable. However, this 

incident was considered isolated and did not cause much alarm within the United 

States's society nor did it pose a significant threat to its institutions. Rather it only 

created distrust of the Reagan/Bush administration. 

2.5 General Discussion of Corruption 

Corruption has a multiplicity of meanings; this becomes obvious during the 

review of the literature. Nonetheless, corruption can be defined as being a deviation 

from certain standards of behavior. The criteria used to establish these standards 

are: public interest, pubic opinion, and legal norms. Joseph S. Nye's operational 

definition of corruption is: "behavior which deviates from the formal duties of a 

public role because of private-regarding (personal, close family, private clique) 

pecuniary or status gains; or [that] violates rules against the exercise of certain types 

of private-regarding influence."ss Corruption, then, includes bribery, 

nepotism, and misappropriation. This definition leaves out behavior that may be 

regarded as offensive to moral standards. Since corruption is being analyzed cross-

nationally, it is inappropriate to analyze its moral implications as central to this 

SSThe second part of the definition, according to Joseph Nye, was taken from 
Edward C. Banfield, Political Influence (Glencoe, Illinois: Free Press, 1961), p. 315. 
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empirical study because morality varies from culture to culture. Corruption is a 

complex phenomenon that has always proven elusive to definition and analysis. 

Robin Theobald argues that the difficulty in defining corruption is that, by its 

nature, it is inseparable from public morality and morality questions in general. 

Nevertheless, Theobald defines corruption as the "illegal use of public office for 

private gain.,,86 This definition includes the activities of administrators and of 

politicians, using the term "public office" to signify both. Theobald contends the 

public sector has a distinctive character and that abuses within it touch on the 

legitimacy of the state. Usually it is the abuse of this sort that precipitates the many 

coups in LDCs. Syed Alatas considers "cheating and stealing, and at the same time 

betraying a trust, the essence of corruption, is rejected by the universal morality of 

mankind in its daily life."87 

Robert Williams attempts to disentangle the different threads of the meaning 

of corruption from (1) its organic or biological, (2) its moral, and (3) its legal or 

public office meanings, which he argues are all present in the literature.88 

Accordingly, the extensiveness of political corruption undermines the moral fabric of 

the society. Additionally, corruption provokes violence and destroys cohesion in 

86Robin Theobald, Corruption, p. 15. 

87Syed Alatas, Corruption, p. 10. 

88Robert Williams, Political Corruption in Africa (Hampshire, England: Gower 
Publishing Company, 1987). 
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many LDCs that do not have in their populace a sense of a shared destiny. This is 

especiaIIy true in the African and Asian nations that were delimited by artificial 

boundaries drawn by colonial powers. These boundaries seldom contain a single, 

cohesive nation. The government is then perceived as a foreign entity, consequently 

corrupt acts are not regarded as unpatriotic but as a means of survival in a corrupt 

society. 

Arguments for the Negative Aspects of Corruption 

Stanislav Andreski contends that corruption paralyzes developmental efforts, 

no matter how sincere the efforts are, and it ultimately undermines the social 

order.89 In a corruption-plagued society, policies are generally formulated and 

decisions taken with a view of elites' interests, or the few, rather than focusing on the 

needs of the general population. Individuals are appointed to eminent positions not 

for their ability and competence, but for political motivation (tribalism, nepotism, 

etc.). This factor has led to overemployment in the public sector and the 

perpetuation of a culture of graft. 

Scott identifies four structural and value factors instrumental in encouraging 

certain forms of corruption. The first is traditional norms that contribute to a 

propriety view of office; which view promotes wide discretion in the use of power and 

89Stanislav Andreski, Parasitism an Subversion: The Case of Latin America 
(London: Weidenfeld and Nicolson, 1966), pp. 67-68. 
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pursuit of personal gain. The second factor is the persistence of traditional bonds 

and formalism of impersonal, legal guarantees makes personal security highly tenuous 

unless backed by personal connections and influence. The third is that the economic 

structure of most preindustrial nations means that the governmental bureaucracy 

remains an important avenue for wealth, status, and power. (See patrimonialism as 

discussed earlier in this chapter.) Finally, Scott states that an absence of firm 

institutional guarantees for private wealth and commercial activity perpetuates a 

system where power begets wealth more easily than wealth begets power. The third 

and fourth structural factors are of interest. The absence of any institutionalized 

structural bond between the bureaucracy and the public is believed to encourage the 

exploitation of office for profit. Family and friendship obligations are not t.aken 

lightly. 

Theobald asserts that although extended family ties play significant roles in 

LDCs, making for the "apparent readiness to use personal connection or bribery 

when dealing with the state," one should, nevertheless, not conclude that LDC 

citizens are indifferent to the negative repercussions of corrupt practices.90 On the 

contrary, there is resentment and abhorrence of politicians and bureaucrats who 

make use of these practices. Many coups are supported, at least initially, when the 

citizens are fed up after failing to gain access to the favored group or services within 

the government. 

90Robin Theobald, Corruption, p. 10. 
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Within a majority of LDCs, wealth and status are limited through private 

activity. Political office and its corruption have become the avenue to achieve wealth 

and status. The use of political office to achieve wealth implies a subordination of 

political values and institutions to economic ones. Thus, the main purpose of politics 

becomes not the achievement of public goals, but the promotion of individual 

interests. This is why appropriate structural management may be an impediment to 

corrupt practices. 

Robert Klitgaard's study on the Philippines corrupt bureaucracy, at the 

University of Philippines, contradicts Samuel Huntington and the revisionist 

hypothesis that perceives corruption as a method or a necessary step in economic 

development or a means of hastening the process. The research of the University 

of Philippines found that: "corruption leads to the favoring of inefficient producers, 

the unfair and inequitable distribution of scarce public resources, and the leakage of 

revenue from government coffers to private hands. Less directly but no less 

perniciously, corruption leads to loss of confidence in government."91 

In another case study cited by Klitgaard, sponsored by the Canadian Foreign 

Aid Agency, research focused on Hong Kong, Korea, Malaysia, Nepal, the 

Philippines, Singapore, and Thailand. The Canadian study, states Klitgaard, 

document and substantiate the University of Philippines study on the "socially 

91See Robert Klitgaard, Controlling Corruption, pp. 37-38. 
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harmful effect from corrupt activities."92 A major question addressed by the study 

was "Does corruption help an agency in reaching its stated goalS?" The answer was 

no as they found that employees tend to "pursue their ~wn pecuniary interests rather 

than the objectives of the organizations."93 Employees devoted time in pursuit of 

their corrupt business interests, neglecting their expected primary work. The study 

concluded that corruption is toxic with very few exceptions. Klitgaard uses these 

two studies to present examples of the possibilities of ridding societies of corruption 

by employing policies that worked against corruption and of those policies that did 

not work at all. Examples of where such policies worked include the Philippines's 

tax collection agency, Hong Kong's Independent Commission Against Corruption, 

Singapore's Customs and Excise Department, and U.S. Army procurement in Korea. 

The study finds the major negative effect of corruption is in displacing goals. 

As noted by Alatas a government plagued by systemic corruption neglects the 

essential duties necessary to operating an efficient administration. First, this 

negligence affects the substance, then eventually the form, of the country's 

administrative institutions. The neglect may reach a point where it becomes 

heartless and disastrous to the people, although, as Alatas notes, the composite effect 

of corruption in Africa appears to be worse than in Southeast Asia or in India and 

Pakistan. 

92Ibid. 

93Ibid. 
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Corruption within LDCs tends to have a different ramification and 

interpretation than in developed nations. In a number of LDCs it has become a 

necessity for the conduct of business and an integral, although destructive, element 

of the political system. Even in a developed nation such as the United States, pork 

barrel projects and political action committees (PAC) money given to a candidate's 

election campaign may constitute corrupt acts depending on the size of the donation. 

These donations could be considered rent-seeking because the intent of the campaign 

donation provides certain interest groups with disproportionate access to decision

makers, thus placing these elites in a position to influence votes and decisions more 

so than the constituency that sent the candidate to Congress or the White House. 

The result of this influence is such that during the 1992 U.S. presidential campaign 

there was much outcry for election reform. These election campaign donation acts 

are conducted, however, within relatively strong institutions and structures that are 

able to absorb the impact of the acts so that they do not become destructive to the 

society at large. Besides, another reason interest groups' acts are not felt as 

destructive may be because for every PAC for an issue, there is another against the 

issue all working within the law. LDCs lack these "absorbent" mechanisms. 

Because LDCs populations are generally illiterate, one tends to find 

corruption to be much greater. The masses are easily "fooled" because a majority of 

them lack the ability to read about and comprehend the complex dynamics of what 

an appropriate political system should entail. 



77 

Joseph Nye, in his schematic cost-benefit analysis of corruption, classifies three 

outcomes of corruption: effects on economic development, on national integration, 

and on governmental capacity, and he groups them along several scales.94 He 

concludes more than a decade before Rose-Ackerman that corruption is usually 

damaging.95 Nye states, "we can refine the general statements about corruption and 

political development to read it is possible that the cost of corruption in less 

developed countries will exceed its benefits except for top level corruption involving 

modem inducements and marginal deviations and except where corruption provides 

the only solution to an important obstacle to development.,,96 

The main issue of corruption in LDCs, however, is structural, and it is the 

structural changes experienced within the bureaucracy following independence from 

colonial powers that seem to create the problem. Independence brought about an 

expansion in the role of government that dominates traditional roles. The state 

becomes the main producer and consumer, taxer and spender. The government 

begins to touch many facets of its citizens' lives, more so than in the traditional 

order, yet the government remains foreign to the people. 

94See Joseph Nye, Corruption and Political Development. 

95Susan Rose-Ackerman, Corruption: A Study in Political Economy (New York: 
Academic Press, 1978). 

96Ibid., p. 117. 
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In some nations and societies, government becomes colonialism with a 

different visage. The government in power owns everything and engineers the 

economy at every level in the society. For example, the state provides public services 

such as licensing boards, foreign exchange control boards, tax offices, loan agencies, 

construction, and customs. In these areas the state dispenses privileges or handles 

money or gives discretionary powers to those in authority. 

It is the bloated bureaucracy created by the government that fosters corrupt 

practices as noted in a timely comment by a U.S. assistant secretary of state. 

According to a report in Time magazine, the secretary said that the African leaders 

who took office after independence were close to European leftwingers, "who 

implemented in Africa the biggest socialist fantasies that they weren't able to 

implement in their own countries--mainly government ownership of everything and 

government engineering of the economy at every level."97 The inability of these 

LDC governments to function effectively and to provide services for citizens have 

created corrupt structures, structures that have become the only mechanisms through 

which LDCs citizens can hope to access services. Such corrupt practices deprive the 

nation of revenue, and leaders' unscrupulous activities deprive the society of its 

sources of revenue. 

97"Africa: The Scramble for Existence," Time magazine, (September 7, 1992) p. 
44. 
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As in Africa, Latin American political leaders, especially the ruling elites 

(presidents, prime ministers, cabinet ministers) amass large fortunes through corrupt 

means while in office. Further, friends and relatives take advantage of their 

relationship with these leaders to secure government contracts illegally. To show the 

extent of decision-makers corrupt acts for instance, it is estimated that during his 

regime in Ghana, Kwame Nkrumah and his relatives accumulated more than $10 

million.98 On September 27, 1992, the Associated Press reported in the media that 

Brazil's President Fernando CoIl or de Mello was impeached by the lower house of 

Congress for allegedly taking $6.5 million in undue benefits from a slush fund. 

(Although this step in Brazil is unusual among LDCs--impeachment instead of coup 

d'etat--it was a sign of the emerging political maturity that may become a trend in 

the future to abate corruption.) How can any LDC survive or prosper under such 

plundering of its coffers, especially by the guardian of the official coffer? 

Theobald lists99 information developed by Stanislav Andreski about the most 

audacious form of graft and corruption practiced by leaders in LDCs who 

transfer huge sums of public funds into personal accounts, kept no doubt in private 

bank accounts. In view of such uninhibited plundering, as listed below by the upper 

echelon, it should be no surprise that the public sector in many LDCs is corrupt. 

98Joseph Nye, Corruption and Political Development. 

99Robin Theobald, Corruption, p. 77. 
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Table 2.1 

Selected LDC Leaders Net Worth 

Countries Leaders Net Worth $Million 

Argentina Peron Est $700 

Dominican Rep Trujillo Est $1,000 

Venezuela Jimenez Est $400 

Zaire Mobuto Est $500 

Stanislav Andreski believes that given such a scale of pillage, development 

efforts will be paralyzed and corruption will ultimately undermine social order. 

Further, the under institutionalization of political systems is not the principal 

problem for countries in Latin America; rather it is the siphoning off by parasitical 

groups and institutions of large amounts of wealth produced in those countries. 

"Large landowners, the military, the system of tax and inflated bureaucracies are the 

leading examples of parasitisms," according to Andreski. loo He dubs the all-

pervading graft in Latin American societies "kleptocracy." 

In many LDCs, kinship ties lead to blending public and private interests. 

Patrimonialism, Theobald contends, is the distribution of public resources according 

lOOStanislav Andreski, Parasitism and Subversion: The Case of Latin America 
(London: Weidenfeld and Nicolson, 1966), p. 67. 
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to personalistic criteria, or appropriation of public resources for private ends, and 

appears to be normal among dominant groups in industrial societies, both capitalist 

and socialist. Is this tantamount to saying that corruption is normal? Theobold asks. 

To answer this difficult question, Theobald chooses to consider corruption as a 

subcategory of patrimonialism because only a small minority of individuals whose 

actions are deemed unacceptable are arrested, then subjected to public examination 

and perhaps to legal prosecution. The state seldom initiates proceedings against 

practitioners of patrimonialism, reacting only after they have been exposed to the 

public. 

Theobald contends that the unfolding events during the first development 

decade of the 1960s did not produce the smooth transition to modernity that was 

envisaged but to corruption instead, especially in the newly independent states of 

Africa. The Congo debacle in 1960 and the military coups in West Africa proved to 

be "harbingers of the internecine violence and blood-letting that reached its zenith 

in the Nigeria Civil War of 1967-70."101 The instability hindered the expected 

transition to modernity and development, and corruption showed itself in its place. 

Nevertheless, corruption's effects on society and the individual are very 

complex. It is believed that the prevalence of corruption in African states may be 

related to the general absence of rigid class divisions. Thus far, the consensus in this 

analysis has described corruption as highly pervasive and destructive. This research, 

101Robin Theobald, Corruption, p. 76. 
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like many others such as Klitgaard and Alatas, rejects the polemical literature that 

claims corruption is not harmful when it becomes a way of life for public officials 

who not only accept bribes but who actively extort payments to provide those services 

that they are actually paid by the government to perform on the public's behalf. 

Such acts strongly diverge from the formal responsive and responsible duties of 

public officials. 

Rose-Ackerman argues that a corrupt system of government only benefits the 

unscrupulous at the expense of the law-abiding. But at what point in a corrupt 

society is it that the law-abiding citizens become "morally" unscrupulous to survive? 

The public servant becomes the recipient of bribery and a survivor of a corrupt 

system. Further, she states that "economists who look favorably upon corruption 

generally have a limited point of view, a narrow definition of goodness and an 

oversimplified model of corrupt marketplace.,,102 With this insightful quote from 

Rose-Ackerman, this analysis directs attention to those scholars who favor corruption 

within a society, specifically the revisionist perspective mentioned earlier. 

Arguments for the Positive Aspects of Corruption 

The "revisionist hypothesis" prevalent in Western societies perceives corruption 

as an avenue toward modernization and development or as a means of accelerating 

them. This school of thought believes corruption provides responsiveness to an 

102Susan Rose-Ackerman, Corruption, p. 8. 
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impersonal bureaucracy; it is a function of capital formation, of cutting red tape, and 

of offering private incentives to entrepreneurs. Finally, the revisionists believe 

corruption promotes political development in that it strengthens political parties and 

enhances national integration while offering an alternative to violence.103 

Samuel Huntington, a revisionist, notes that corruption is most prevalent in 

states that lack effective political parties. There is a high likelihood of finding 

corruption prevalent in societies where the interests of the individual, the family, the 

clique, or the clan predominate. In a modernizing polity, prevalent in LDCs, the 

weaker and less accepted the political parties, the greater the likelihood of 

corruption. 

Huntington, however, has failed to acknowledge that such traditional motives 

are of little use in accounting for the excess and systematic extortion of bribes, called 

"market corruption," that occurs in some nations. Market corruption involves selling 

government goods and services to whoever can pay the most, irrespective of their 

connections.104 In the capitalist system, the logic is for individuals to maximize 

profits with "relative unconcern for the community"; thus it is logical that corruption 

may be viewed as perfectly functiona1.10s 

103See David J. Gould, Bureaucratic Corruption and Underdevelopment in the 
Third World: The Case of Zaire (New York: Pergamon Press, 1980), p. 4. 

lO4James Scott, Comparative Political Corruption, p. 12 

105David Gould, Bureaucratic Corruption. 
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Huntington, one of the spokespersons for the development and rapid 

modernization theory, proposes that corruption peaks at the period of rapid 

modernization. Thus, if widespread corruption in the modern world is the effect of 

modernization, Huntington asks: 

Why does modernization breed corruption? Three connections stand out. 
Pirst, modernization involves a change in the basic values of the society. In 
particular it means the gradual acceptance by groups within the society of 
universalistic and achievement-based norms, the emergency of loyalties and 
identifications of individuals and groups with the nation-state, and the spread 
of the assumption that citizens have equal rights against the state and equal 
obligations to the state. These norms usually, of course, are first accepted by 
students, military officers, and others who have been exposed to them 
abroad.too 

According to this argument, corruption is related to the advent in a society of 

a consciousness of "modernization" that develops around certain parts of the society, 

that is, the students, military officers and those exposed to it abroad. This perception 

of Huntington's is a gross misunderstanding of non-Western societies and a projection 

of Eurocentric primacy. While corruption may have been necessary or evident in the 

modernization of Western countries, that does not mean that path is appropriate for 

LDCs who have endured colonialism. 

Generally, supporters of the positive effects of corruption argue that 

corruption provides immediate, specific, and concrete benefits to groups that might 

1OOPor more detailed discussion on modernization's contribution to corruption see 
Samuel P. Huntington, "Modernization and Corruption" in Arnold J. Heidenheimer, 
Michael Johnston, and Victor T. Levine, eds., Political Corruption: A Handbook 
(New Brunswick, New Jersey: Transaction Publishers, 1989) p. 377. 
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otherwise be alienated from society. Huntington contends, "a traditional society may be 

improved--or at least modernized by a little corruption." 107 Scholars such as 

Huntington emphasize this "functional" characteristic of corruption, that is corruption 

may be efficient or may play the role of holding a shaky political system together. 

Others also believe corruption is important and yields some good and some evil, 

yet is necessary. Jose Abueva as cited in Alatas, suggests that 

official nepotism, spoils and graft contribute to certain aspects of political 
development, viz, political unification and stability, popular participation in public 
affairs, the development of a viable party system, higher levels of political and 
administrative achievement of maintenance or development goals, and 
bureaucratic responsibility.lo8 

Michael Johnston indicates that influence through corruption might help some 

individuals or groups obtain benefits they might otherwise not receive, or prevent or 

delay adverse outcomes. He asserts that if corruption does not help some individuals, 

then there is little reason for paying bribes, meeting extortion demands or making use 

of special connections. He contends that in most instances the corrupt techniques provide 

the desired changes for individuals and groups that would preserve or widen the existing 

inequality of society at large. 109 

I07Ibid. 

108Syed Alatas, Corruption, p. 93. 

I09Michael Johnston, "Corruption, Inequality, and Change," in P. M. Ward, ed., 
Corruption. Development and Inequality: Soft Touch or Hard Graft (London: 
Routledge, 1989), pp. 13-37. 
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Bribes speed up the pace of transactions in many societies and is thus referred 

to as "speed money." Many individuals in LDCs believe that following legitimate 

procedures can be expensive: The cost of developing bids or proposals, paying filing 

fees, and hiring lawyers can amount to a significant amount of money, and the 

possibility of being caught is slim. 

Corruption helps preserve objective inequalities in two ways: it facilitates the 

unequal appropriation of wealth and privileges, and it inhibits changes that could 

threaten the status quo. "Exchange corruption," a term coined by Johnston, which 

involves quid pro quo transactions of small- to moderate-scale, inhibits change in 

many instances: An example would be black market trading in the former USSR, 

both among enterprises and between businesses and consumers. Exchanges require 

a convergence of self-interest among participants. Once this convergence is attained, 

those involved often have an interest in repeated exchanges in the future. Exchange 

corruption frequently eases imbalances in supply and demand and can preempt or 

postpone politically disruptive reform as well. 

Walter Lippman points out that corruption helps a fragmented society to unify 

because all societies have some form of factionalism. no He argues further that it 

is preferable to maintain peace and political stability through corruption than to 

allow instability to arise by opposing corrupt practices. Lippman concludes, "for it 

llOWaIter Lippman, in Shaukat Ali, ed., Corruption A Third World Perspective 
(Lahore, Pakistan: Aziz Publishers, 1985), p. 108. 
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is true that corruption is not a disease, but on the contrary a natural condition which 

civilized modern man is seeking to surmount. The knowledge that this is so may very 

well provide us with a clearer idea of what our periodic scandal-chasing is all about, 

a better appreciation of the realities we are delaying, and even a stronger resolve to 

keeping slogging at it."111 Societies simply must understand and accept corruption 

as an eternal truth. 

Nye also states that corruption may overcome divisions within a ruling elite 

in Africa that might otherwise result in conflict such as that occurred earlier during 

the nationalism in West Africa. Others have argued that corruption bridges that gap 

between groups based on wealth and those based on power: It provides a mode of 

assimilation. All societies have minority groups, states Shaukat Ali, who, without 

patronage, would be permanently excluded from national political life. Hence, 

corruption helps them overcome those limitations endemic in their society. 

Furthermore, it is argued that corruption supports and stabilizes institutions, 

which give the democratic system its continuity and stability. Since democracy 

depends on the ability of political parties to provide leadership to the masses, it is 

also acknowledged that parties have built in propensities for corruption--political 

patronage. Without political patronage leaders could not provide effective 

leadership. 

l11Ibid., p. 108. 
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2.6 Conclusion 

In conclusion, one can clearly see from the above arguments that corruption does 

have a detrimental effect on LDCs. It is almost impossible for any astute observer who 

has ever visited an LDC not to experience the mechanism of "greasing the palm" or 

"speed money" and not be cognizant of the toll of corrupt practices on the society. Over 

the decades, LDCs have witnessed the destructive forces of corruption and must be aware 

now that it has no redeeming social value. LDCs do not have adequate institutions or 

a large literate population to absorb the impact of corrupt practices. 

In the United States, and most industrialized nations, the effects of corruption are 

not as destructive as in LDCs, and in some respects, it may distribute wealth. For 

example, political patronage commonly used in the U.S. electoral process serve a positive 

function in creating jobs; it is an expected practice. 

Rose-Ackerman has contended that if a corrupt payment system such as bribery 

is truly functional, then the logical extension would be to legalize it. But she asserts, 

"Corruption is never more than a second-best solution," to whatever ails the society. 

The venal nature of widespread corruption is evident in LDCs and can only be damaging 

to the society. 112 No citizen wishes to pay, be denied, or unequally compete for goods 

and services that should be made available to anyone on an equal basis. Corruption does 

not provide a mode of assimilation but creates exclusion of the politically and 

economically weak that ultimately begets instability and conflict. 

112Susan Rose-Ackerman, Corruption, p. 8. 
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There does not seem to be enough vigilant determination as usual by the ordinary 

people who participate yet tend to suffer the brunt of the state of affairs. The ordinary 

citizens do not seem to be able to do anything about their economic decline and the 

minimal government responsibility and control exercised. 



90 

CHAPTER 3 

RENT-SEEKING AND PRICE DISTORTION: LDCs' ECONOMIC WELFARE 

3.1 Background 

The present development theory uses rent-seeking and price distortion analysis 

to explain the extensive corruption in LDCs' economies beyond the governmental 

level. The traditional analysis of rent-seeking and price distortion explains these 

the:>ries usually at the governmental level. This research examines the effects of the 

behavior among governmental agencies, commerce, and participating 

constituents. The prevalence of corruption within government results from the desire 

of rent-seekers or opportunity-seekers to obtain goods and services when the demand 

and supply is inadequate or restrictive at which time rent exists. This practice costs 

LDC government economies more than any other collective behavior of their 

citizenry. When rent-seeking behavior becomes a norm in operating a government, 

it is practically impossible for a nation to experience sustained economic growth. 

Monopoly, contends Arnold Harberger, is not an overwhelming social problem 

because he finds welfare loss from monopoly to be less than 1 percent.113 

Although this research does not discuss monopoly as a separate category it is part of 

the cause of price distortion. Monopoly creates restrictions. Most developing 

113 Arnold C. Harberger, "Monopoly and Resource Allocation," American 
Economic Review 44 (May 1954): pp. 77-87. 
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countries use quantitative restrictions on imports as an instrument of control. This 

distorts an economy. Widespread trade restriction and extensive exchange controls 

in LDCs have, over the years, resulted in inefficient patterns of resource use that in 

most instances have been the impetus for the creation of parallel markets in goods 

and currency. Incentives have been created for illegal transactions such as 

smuggling and fake invoicing, capital flight, and capital inflows through unofficial 

channels. The process of intervention by the government, therefore, ultimately has 

created the most insidious environment, one that is responsible for the gross neglect 

of the peoples of LDCs and for their lack of development and economic growth. 

The bureaucracies of WCs have become no more than a monopoly of tl:~ 

governmental sector and areas that would logically be private, treated to a wink and 

nudge by the leaders as long as they benefit from the rent procured. Officials of 

both governmental and high-profile organizations are generally low paid but have 

access nonetheless to resources necessary for the average citizen to function within 

the society. These officials, for example, provide licenses, custom services, driver's 

licenses, passports, foreign exchange currency, and tax documents. Officials in these 

positions gain rents from citizens by directly requesting compensation, or through the 

assumption or attitude that for the citizen to achieve their aims, certain unspecified 

rules must be observed to facilitate the transaction. It is in this context that the 

government incurs the welfare loss as it loses income to its officials and man hours 

of its employees. 
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It is difficult to provide quantitative proofs, shy of a hidden camera to 

empirically validate these claims. Nevertheless, a visitor staying more than two weeks 

in most LDCs immediately perceives the way of life. "Greasing the palm," "pinching," 

"dashing," "put for me" are all terms known to residents and officials that can make 

the transaction channels extremely accessible, even to obtain what one may consider 

a basic right. Ordinarily, obtaining a passport in some LDCs may take up to three 

months, but if the right connections are made and money paid, it can be obtained in 

less than a week or two. The implication of this artificially created process is that 

the institutions lack accountability to the people, thus allowing the plunder of the 

nation to become the norm. 

This initial analysis briefly identifies price distortion. Price distortion is caused 

by restrictions created by the government. The government may have initially had 

logical and legitimate reasons for having tariffs to protect its industries or give 

monopolies for certain expediency. But the process of awarding monopoly or having 

tariffs becomes unraveled when it has exceeded a number of years, which arbitrarily 

could be five years. Mter this time, the process becomes institutionalized as others 

feel left out of the economic loop. 

The bureaucracies in LDCs have become the best job opportunity. Having 

the right connections within the bureaucracy or knowing whom to bribe also provides 

advantage. In such a system as exists in many LDCs, governmental control and the 

possibility of changing the status quo becomes difficult. Civil servants become 
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omnipotent. They hold the power through rent-seeking by providing or denying 

resources and services. In a largely illiterate population, individuals do not challenge 

the system as would be the case in the developed North; in LDCs, rent-seeking takes 

a different form. Consider a simple example. In country A, the legal age for driving 

is twenty. A sixteen-year-old needs a driver's license. He could drive to some extent 

because of limited access to an automobile but not very well. However, let's say the 

sixteen-year-old wants a job as a driver for a private public transp~rtation business. 

The teenager locates someone to make contact for him at the government's motor 

vehicles division. A date is set up for the tests. Upon arrival at the test center, the 

teenager hands over an envelope to the examiner, who looks into the envelope and 

issues a license. It's as simple as that. 

The civil servant gets away from doing his job. The government loses the fee 

for the driver's license. Further, an unsafe, untested teenager is on the road ferrying 

people around illegally. But the civil servant gets his "dash" or "pinch" or "speed 

money" that may amount to as little as a week's payor as much as a month's salary. 

Think of the chain of possible consequences, costs, and losses of this single act within 

a society, then multiply similar events occurring in different areas with different 

people. 

A monopoly in LDCs is not obtained in the relatively competitive market

economy manner of the industrialized capitalist societies, although one may hasten 

to add that campaign soft money does open avenues to make connections in the 
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developed democracies. Nevertheless, in LDCs, to obtain a monopoly comes down 

to "contacts and connections" achieved through outright venality. In LDCs the largest 

employer is not the private sector but the state; thence, an excess of citizens go into 

the civil service for gainful employment.u4 Corruption in LDCs is the equivalent 

of rent-seeking in the industrialized market economies, although the difference is not 

so obvious or felt as strongly in industrialized economies as it is in the economy of 

LDCs which are not so robust. 

3.2 Rent-Seeking, Examples and Definitions 

Rent-seeking is receipt in excess of opportunity cost. Generally, "rent is the 

unnecessary payment not required to attract the resources to the particular 

employment." The rent-seeking perspective describes behavior in institutional 

settings where individual efforts to maximize value generate social waste rather than 

social surplus. us 

114Robert D. Tollison, "Rent Seeking: A Survey," KYKLOS 35, Fasc. 4 (1982), pp. 
579. 

115This definition of rent-seeking draws heavily on the work of James M. 
Buchanan, "Rent Seeking and Profit Seeking," in, eds., James M. Buchanan, Robert 
D. Tollison, 'and Gordon Tullock Toward a Theory of the Rent-Seeking Society 
(College Station: Texas A & M University Press, 1980), pp. 3-15. Also see Gordon 
Tullock, The Welfare Costs of Tariffs. Monopolies. and Theft; Anne Krueger, The 
Political Economy of the Rent-Seeking Society; Robert Tollison, Rent Seeking: A 
Survey, and Mark Gallagher. Rent-Seeking and Economic Growth in Africa, for 
further discussion and definition of rent-seeking. 
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Rent-seeking and price distortion are both artificial means applied to goods 

and services within a country's economy. Robert Tollison defines rent-seeking theory 

as involving "the study of how people compete for artificially contrived transfers."116 

He posits that rent-seeking has normative and positive elements. Normative rent-

seeking refers to specification and estimation of the costs of rent-seeking activities 

to the economy. Positive rent-seeking goes beyond the micro economic theory and 

explains why some sectors of the economy are sheltered from competition and others 

are not; it attempts to explain the sources of contrived rents in society. 

The interest of this research is mainly with the normative rent-seeking aspect 

that refers to the specification and estimation of the costs of rent-seeking activities 

to the economy. Rent-seeking or profit-seeking in a competitive market order is a 

normal feature of economic life, but it is the wasting of resources in competing for 

artificially contrived transfer that is the issue.117 By restricting output artificially, 

rent is created. Once an artificial scarcity is created, individuals compete for the 

monopoly and waste resources through the multiple activities including bribery, 

where the most easily understood level of rent-seeking occurs.118 

116Robert Tollison, Rent-Seeking, p. 576. 

1170ordon Tullock, The Welfare Costs of Tariffs. Monopolies. and Theft; Anne 
Krueger, The Political Economy of the Rent-Seeking Society; Robert Tollison, Rent 
Seeking: A Survey. 

118Robert Tollison, Rent Seeking, p. 577. 
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Concrete rent-seeking indicators are price distortion and currency control. 

Both rent-seeking and price distortion have an impact on economic growth. 

However, price distortion has an incredible significant impact on agricultural growth, 

as will be discussed later in the analysis. Price distortion is in place when the goods 

and services as well as capital and labor do not reflect the scarcity of goods and 

services. Although rent-seeking in this context constitutes the negative economic and 

political behaviors that undermine the economic fabric of a nation, it may have 

become so prevalent that it is the norm. 

Rent-seeking activity is directly related to the scope and range of 

governmental activity in the economy as compared with the relative size of the public 

sector. Governmental licenses, tariffs, quotas, permits, authorizations, approvals, and 

franchise assignments are all closely related terms that define the arbitrary and/or 

artificial scarcity created by the government. Thus, rents increase when prices are 

not stabilized at competitive levels by expanding supply through new producers. 

As one links rent-seeking behavior with institutional corruption one can see 

both have a negative outcome that thwarts the political and economic development 

necessary for growth. Both are the fraudulent conversion of public resources that 

undermine political institutions, making it difficult to have a stable government. In 

LDCs they create unstable financial operations, incoherent parliamentary systems, 

and an inefficient climate for markets and investors. The proper function of these 

factors, when in proper working order, create solid institutions necessary for a stable 
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government that will, in turn, create the climate and opportunity for economic 

growth. 

Rent-seeking of a different sort emerges when government interferes with 

markets to keep prices below rather than above competitive levels. It is at this level 

that rent-seeking and price distortion converge to explain the defilement of a society. 

Rents emerge because the "genuine demand price lies above the actual demand price 

authorized to be charged, with the supply price being allowed to adjust to the latter 

in order for the market to clear.,,119 Rent-seeking and price distortion analysis are 

used to explain the extensive underdevelopment in LDCs. 

This research utilizes the economic phenomenon of rent-seeking and price 

distortion as effective bases for the socioeconomic and political approach to the 

analysis of corruption. The argument here is that corruption is an outgrowth of rent

seeking and price distortion, which ultimately has a significant impact on economic 

growth in LDCs. By utilizing this method of analysis, corruption is dealt with at the 

state level, instead of the individual level, as a classification that has relationships 

within and throughout the state system. 

3.3 Rent-Seeking Review and Analysis 

In LDCs, the involvement of the government in all facets of its citizens' lives 

gives rise to rent-seeking that takes the form of corruption. Anne Krueger contends 

119Ibid, p.lO. 



98 

that in many market-oriented economies, governmental restrictions on economic 

activities such as competition for import licenses under quantitative restrictions of 

imports give rise to a variety of forms of rent that become pervasive facts of life.12o 

For a great number of seemingly logical or justifiable reasons for establishing 

economic controls following independence, many LDC governments unrealistically 

dominate critical areas of the economy.121 These controlled areas are the ones that 

are able to satisfy citizens' desire for services and resources, but only through the 

administrative apparatus. Most rent-seeking activities in LDCs are not competitive, 

but they are pervasive. Competition for rent, whether legal or illegal, has become 

irrelevant compared with the desire to obtain resources and services. 

In a society with a high incidence of illiteracy, a weak institutional framework, 

and managerial incompetence, the act of providing certain required and necessary 

commodities and services to citizens by government agencies and officials becomes 

a valuable resource or commodity. Krueger indicates, for example, that when there 

are constraints on imports, import licenses become a valuable commodity. Thus, 

"resources are devoted to competing for those licenses.,,122 In LDCs, individuals 

do not only have to bribe officials for import licenses but they must offer bribes, to 

120 Anne Krueger, "The Political Economy of the Rent-Seeking Society," The 
American Economic Review 64 (June 1974): pp. 291-303. 

121Syed Alatas, Corruption. 

122Anne Krueger, Rent-Seeking Society. p. 291. 
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obtain basic necessities such as some staple foodstuffs, driver's licenses, taxi licenses, 

licenses to operate public transportation, passports, scholarships, tax release 

documents for travel, entrance to colleges, to name just a few. Valuable resources 

are expended in these actions. 

Empirically, it is almost impossible to develop reliable observable measures 

of the pervasiveness of these activities except through anecdotal evidence. However, 

the difficulty in measuring the effects of bribery does not demean its relevancy or 

imply that one should minimize the gravity of its effects because it is the stealthy 

strength of rent-seeking that strangles the economies of most LDCs and that has 

been gnawing at these economies for at least three decades and continues to do so. 

When government officials in positions of authority decide on who gets 

resources or services and when they get them, competition occurs. Rent-seeking, 

then, provides a way for societal objectives to be undermined. The officials 

themselves, rather than the government they supposedly serve, become the 

beneficiaries of rents. Thus, as Krueger, Ake Blomqvist and Sharif Mohammad, and 

others have established, investment in higher education becomes necessary for entry 
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into governmental services.123 The ultimate goal is to reap the "unofficial incomes" 

accrued as a government officia1.124 

Krueger argues that competition for entrance into government services is in 

part a competition for rents but "does not imply that all government servants accept 

bribes nor that they would leave government services in their absence. ,,125 This 

may have been the case when Krueger was writing in 1974 prior to the extensive 

deterioration of these LDC's economies. Today, and in the past two decades, this 

argument is not easily supported. The core of this argument is that a vast majority 

of government officials do accept bribes, and many will leave the service if this 

source of income declines or is lost or other profitable opportunities present 

themselves. This case in point is evident in the net worth of the few LDC leaders 

enumerated in table 2.1 in chapter 2. A large number of public officials in LDCs 

seem to perceive rent-seeking as part of the political office and structure and as an 

effective economic activity to amass wealth.126 

123Ibid., p. 293. Also see Me Blomqvist, and Sharif Mohammad, "Controls, 
Corruption, and Competitive Rent-Seeking in LDCs," Journal of Development 
Economics 21 (April 196): pp. 161-180. 

124 Anne Krueger, Rent-Seeking, p. 293. 

125Ibid. 

126See also Klitgaard's research mentioned earlier on the bureaucracy in the 
Philippines. 
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Krueger states that rent-seeking is one part of an economic activity, such as 

distribution or production normally factored into business equation. Therefore, part 

of the company's resources are budgeted to support the activity, and thus, when 

citizens perceive that government mechanism does not function as a provider of 

services, but rather as a "business enterprise," an unspoken societal consensus 

emerges, that only through individual intervention using the mechanism of rent

seeking can goods and services be obtained. 

It is true that to attain economic growth some economies should adhere to 

Adam Smith's principles of laissez faire, but in reality it is usually capitalism based 

on Darwinist principles. All economies should have some restrictions. But 

restrictions that do not enhance the goal of an economy are dangerous. "With 

perfect restrictions, regulations would be so all-pervasive that rent-seeking would be 

the route to gain. In such a system, entrepreneurs would devote all their time and 

resources to capturing windfall rents,,,127 Krueger notes. LDCs lack viable 

restrictions because of the lack of institutions; therefore, it is easy to plunder the 

coffers of the government. There is either too much restriction without structure; 

resulting in a bloated bureaucracy with too many loopholes for corruption, or very 

few restrictions and structure, which makes corruption the norm. 

The theory of rent-seeking first introduced by Gordon Tullock, Richard 

Posner, and Anne Krueger has been evolved in a number of directions, and one is 

127 Anne Krueger, Rent-Seeking, p. 302. 
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by Bhagwati and Srinivasan, who challenge Tullock's basic premise by suggesting that 

rent-seeking may be "welfare improving" rather than "welfare worsening."l28 When 

welfare costs were first analyzed by Gordon Tullock he provided a rigorous measure 

of welfare costs such as tax and tariffs that show waste of resources that have social 

costs. He argues that protective tariffs are usually not imposed unilaterally by 

governments, but that governments are lobbied or pressured by self-serving economic 

interests. Both sides expend resources in their attempt to influence the government 

to move toward their interest. These expenditures, argues Tullock, are wasteful from 

the standpoint of the society as a whole because they are not spent in increasing 

wealth, but in an "attempt to transfer or resist transfer of wealth."129 He believes 

monopolies also involve similar costs. 

The social costs of monopolies include the loss of resources expended by 

individuals seeking to become the recipients of monopoly rents. Direct estimates of 

resources expended in such quests, according to Tullock, are difficult to make. Thus, 

128Gordon Tullock, "The Welfare Costs of Tariffs, Monopolies, and Theft," 
Western Economic Journal 5 (June 1967): pp. 224-232. This has been discussed at 
length by Richard Posner, "The Social Costs of Monopoly and Regulation," Journal 
of Political Economy 83 (August 1975): pp. 807-827; Anne Krueger, Rent-Seeking 
Society; Jagdish N. Bhagwati and T. N. Srinivasan, "Revenue Seeking: A 
Generalization of the Theory of Tariffs," Journal of Political Economy 88 (1980): pp. 
1070-1087, to name but a few. 

129For further discussions on this seminal work se,e Gordon Tullock, The Welfare 
Costs, pp. 228. 
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an indirect approach is used to evaluate the social costs of the attempts to acquire 

monopoly power. 

The interest in the various socioeconomic issues associated with rent-seeking 

is extensive. Ellie Appelbaum and Eliakim Katz contend that, irrespective of the 

extensiveness of the rent-seeking research interest, the fact that rent is a transfer that 

has "two effects" has not been emphasized. According to the authors, the first effect 

is the benefit to rent recipients, an event that has been recognized and researched. 

The second effect of rent, they argued, are costs on those from whom the rent is 

collected .130 

John Mbaku and Chris Paul measure rent-seeking as a cause of political 

instability in Africa which is a different application of rent-seeking.l3l However, 

like the majority of the literature on rent-seeking, they fail to explore to any 

significant degree the effects of how the pervasiveness of rents in LDCs has seriously 

altered and hindered LDC development. 

The prevalent focus of the paradigm of rent-seeking is that competition among 

producer groups for governmental appropriated or granted monopoly rents will result 

in an additional waste of resources beyond the traditional welfare losses associated 

130Elie Appelbaum and Eliakim Katz, "Transfer Seeking and Avoidance: On the 
full social Costs of Rent Seeking," Public Choice 48 (1986): pp. 175-181. 

131John Mbaku and Chris Paul, "Political Instability in Africa: A Rent-Seeking 
Approach," Public Choice 63 (October 1989): pp. 63-72. 
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with a monopoly's restriction of quantity. The additional social costs··resulting from 

rent-seeking competition equals the entire discounted value of monopoly profitS.132 

In his review of the literature on rent-seeking, Tollison finds that the 

development of rent-seeking theory lags behind the theory of regulation in addressing 

the interests of consumer groups. The majority of the literature on rent-seeking is 

focused on the producer groups as economic agents that allocate resources to "curry" 

political favor and obtain monopoly rights. 

This analysis of integrating rent-seeking and price distortion to explain 

corruption differs from previous constructs of economic or political science theories 

of development. The analysis treats economic growth, or lack of it, as a product of 

corruption and its proxy in the form of rent-seeking and price distortion on the part 

of government officials and certain elites within LDCs political and economic 

structure. 

Bhagwati and Srinivasan use the phrase "directly unproductive profit-seeking" 

(DUPs) to describe the lobbying activities to seek revenue that can be welfare 

improving. These activities include, but are not limited to, smuggling, tariff evasion, 

and lobbying for licenses. This welfare improving concept contradicts the traditional 

rent-seeking belief of Krueger and others. They argue that "distortion-trigger 

132Chris Paul and Niles Schoening, "Regulation and Rent-Seeking: Prices, Profits, 
and Third-Party Transfers," Public Choice 68 (1991): pp. 185-194; Richard Posner, 
The Social Costs of Monopoly; Anne Krueger, Rent-Seeking Society. 
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lobbying (quotas that are lobbied for happen to result in suboptimal restriction trade 

rather than constituting optimal restriction) may be welfare improving."l33 

Anne Krueger has suggested that the losses from rent-seeking are very 

significant and might have been as large as 7.3 percent and 15 percent of the national 

income in her study in India and Turkey in the 1960s.134 Me Blomqvist and Sharif 

Mohammad cited Mohammad and Whalley as having showed even larger losses as 

high as 30 to 45 percent with regard to India.135 Blomqvist and Mohammad 

suggest the rules of the rent-seeking game may be an important determinant of the 

magnitude of efficiency losses from rent-seeking. They argue that if rent from import 

licenses is collected by corrupt government officials, these will be competitive rent-

seeking among individuals trying to obtain positions as government officials rather 

than among individuals trying to obtain import licenses.136 But in most LDCs it 

may be less aggravating if one bribes the officers for the licenses than attempts to 

acquire the job as a public official, thus perpetuating the rent-seeking behavior. 

John Mbaku and Chris Paul, in their analysis of political instability in Africa, 

contend that rent-seeking on the part of some groups is responsible for the instability 

133Jagdish Bhagwati and T. N. Srinivasan, "Revenue Seeking: A Generalization 
of the Theory of Tariffs," Journal of Political Economy 88 (1980): pp. 1070-1087. 

134Anne Krueger, The Political Economy of the Rent-Seeking Society. 

135 Ake Blomqvist and Sharif Mohammad, Controls. Corruption, p. 162. 

136Ibid., p. 163. 
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in African governments. They argue that groups that are blocked from contesting 

for gains in the governmental controlled markets, and from competing for rents 

because they are excluded from the institutionalized political processes, will "attempt 

to capture control of the government by extra-constitutional or violent political 

means.,,137 

The economy's well-being is addressed as a product of rent-seeking behavior 

on the part of government officials. The governmental apparatus is empowered to 

and extracts rents with two implications: The first is that it blocks competition in the 

political and economic markets, excluding nonmembers from sharing the rents and 

profits generated. The second is that the creation and extraction of rents slows or 

reverses economic growth, thereby reducing well-being and excluding others. 

Similar to corruption in its definitional characteristics, rent-seeking activities 

block others from competing for the advantages in controlled markets and from 

competing for rents by exclusion from the institutionalized political process. Those 

groups excluded attempt to capture control or benefits of the government through 

rent-seeking activities, contrary to what Blomqvist and Mohammad--argue that rent 

is captured through post secondary education in order that the individuals may obtain 

jobs in the government sectors at a later date. 

For Blomqvist and Mohammad's logic to stand up, there must be enough in 

their evidence that spending three to five years in post secondary education in an 

137John Mbaku and Chris Paul, Political Instability, p. 64. 
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LDC would guarantee or present a significant probability of employment. They seem 

to have ignored the fact that the pervasiveness of nepotism in most LDCs has made 

it easier to use other mechanisms to obtain employment other than through 

legitimate post secondary education. Thus the argument of Blomqvist and 

Mohammed is not convincing in its implication that rent-seeking involves stronger 

incentives to acquire post secondary education. 

Anne Krueger was the first to use the term "rent-seeking" to describe Tullock's 

theory that economic resources are expended to capture wealth transfers that are 

created by governmental market intervention. Gordon Tullock introduced the theory 

of rent-seeking as was later extended and further developed in Buchanan, Tollison, 

and Tullock. Tullock contends that regardless of the mechanism of rent-seeking 

activities used, the result of the activities is low economic growth and lower levels of 

real income.l38 Roger Congleton argues that, under certain conditions, rent-

seeking actions result in the wealth of the nation's economy being employed in the 

competition for rents.139 

138Gordon Tullock, "Rent Seeking as a Negative-Sum Game," in James M. 
Buchanan, Robert D. Tollison, and Gordon Tullock, eds., Toward a Theory of the 
Rent-Seeking Society (College Station, Texas: Texas A & M University Press, 1980). 

139R. Congleton, "Competitive Process, Competitive Waste, and Institutions," in 
James M. Buchanan, Tollison, Robert D. and Gordon Tullock, eds., Toward a Theory 
of the Rent-Seeking Society, (College Station, Texas: Texas A & M University Press, 
1980), pp. 153-179. 
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Mbaku and Paul note that the greater the extent to which the government 

market intrudes in the economy, the lower the probability that normal political 

channels will be effective in reducing the level of rents and resulting in counter 

productive rent-seeking behavior. This argument parallels the phenomenon of 

corruption, in that a corrupt government is involved to such a significant extent in the 

viable sectors of the state's economy that it is impossible for those outside the system 

not to attempt by any means possible, short of violence, and usually illegally, to 

obtain goods and services. 

Rather than challenge the system and because of exclusion, many LDCs, 

especially those in sub-Saharan Africa, have continued for years to accept as the 

status quo the fact that only the politically connected benefit. Many do not resort 

to violence as contended by Mbaku and Paul, yet they do not sit back, but devise 

other means to benefit from the system to survive. In most LDCs, members excluded 

from competing for rents do not generally displace the in-power group, as presented 

by Mbaku and Paul, but attempt to work within the groups in the system with any 

means possible to achieve their goal, that is, by illegitimate means--bribery, black 

market, smuggling. 

The excluded groups within the society compete through whatever means is 

necessary to achieve their aim, that is, through rent-seeking activities. Irrespective 

of which method is used, it has a negative impact on the economic well-being of the 

society as a whole. For the individuals who feel excluded there is the realization for 
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the need of "connections" within the system to achieve goods and services, especially 

with limited education and knowledge regarding their rights. 

Mbaku and Paul reference Mohammad and Whalley as providing a 

classification scheme of rent-seeking behavior: (a) external sector controls--this 

includes the restrictions on foreign trade, that is, import licensing and foreign 

exchange rationing combined with export promotion; (b) goods and markets controls

-this restriction of external markets in LDCs is limitation of imports through "quota 

restrictions and tariffs and the encouragement of exports by subsidization"; and (c) 

controls on the credit market. 

Robert Klitgaard has noted that governments by nature have monopolistic 

authority over certain services and goods, such as "policy protection, irrigation, export 

permits, admissions to the public university, tax assessment. .. ,,140 Thus, it is the 

officials that oversee disbursements of these services who will be tempted to corruptly 

charge monopoly rents. By doing so, they in turn will create inefficiency, because 

citizens pay "too high" a price for these services and goods. Klitgaard further posits 

that rent-seeking may create a greater loss as government officials vie to capture 

positions of monopolistic disbursements, spending their time and energies not on 

productive behavior but in pursuit of rents, which are not productive to their jobs. 

The possibility of corrupt earnings can create unproductive, rent-seeking incentives 

throughout the government. 

140Robert Klitgaard, Controlling Corruption, p. 43. 
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Mark Gallagher argues that the greater the institutional competition for rents, 

the less attractive rent-seeking is vis-a.-vis productive use of resources. Rent-seeking 

theory, he posits, explains resource use and economic growth in Africa and the 

nature of a rent-seeking society. He refers to rent-seeking as IIdirect use or waste of 

economic resources for non-economic gains.1I141 For example, rent-seeking may 

involve lobbying aimed at securing import licenses in trade or allocation of foreign 

exchange in the system. What is different about Gallagher's analysis of rent-seeking 

is that he finds rent-seeking occurred without government intervention. When 

unionized workers strike, the aim, he argues, is to transfer income from management 

and consumers to labor. Lobbying costs are costs used to circumvent law, and 

administrative costs (resources used in enforcement), and involve monetary transfers 

(bribes to government, capital flight). According to Gallagher institutional costs 

relate to the degree of power centralization of the state. Gallagher finds that in a 

growth economy, the opportunities to garner rents increase as well as the 

opportunities to earn from productive activities. 

In LDCs there are few rent avoidance activities. In such a situation, the losers 

of the rent become the society, its people. The short-term beneficiaries are the 

entrusted civil servants or public officials. A significant amount of resources, as will 

141Mark Gallagher, Rent-Seeking and Economic Growth in Africa (Boulder, 
Colorado: Westview Press 1991), p. 31. 
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be shown in the empirical analysis in chapter 4, is wasted by individuals as they strive 

to survive within a rent-seeking society. 

3.4 Price Distortion 

The World Bank's 1983 World Development Report staff working paper by 

Ramgopal Agarwala indicates that prices are crucial to the operation of an economy, 

whether be it a private property market economy, a state-owned, or a centrally 

planned economy. Price distortion in the World Bank's report is explained as 

existing "when the prices of goods and services as well as capital and labor do not 

correctly reflect their scarcity . .,142 Also, some distortion can be identified as rent 

when governmental action interferes with markets to keep prices below rather than 

above competitive levels. According to Agarwala, price distortion may be caused by 

monopoly of the private sector or by government intervention in the country's 

economic market. It is possible that government interventions, if well designed, will 

correct distortions. 

M. J. Westlake indicates that the interventions by a government through the 

imposition of taxes, subsidies, and government-enforced trade and price controls that 

directly affect prices in the final market commodity distort the economy. He posits 

that to check the measure of distortion focus must be "to the extent by which 

particular intervention changed prices, rather than the extent by which prices have 

142Ramgopal Agarwala, Price Distortion, p. 7. 
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been distorted from levels considered optimal.,,143 These measures encompass 

price intervention by the government. 

Governments do sometimes inadvertently or deliberately introduce price 

distortions in an attempt to attain socioeconomic or political goals. Although these 

measures initially are meant to be temporary, often they become permanent 

economic policies. 

High price distortion undermines economic growth rate in illCs. However, 

some revenue seeking policy intervention that may generate distortion tends to be 

welfare improving.144 It is clear that some developed economies deliberately create 

price distortion as a protectionist stance toward invading markets, for example, the 

European Community, Japan and the proposed North American Free Trade 

Agreement (NAFTA). However, in most LDCs price distortion seems to be so high 

that it ultimately leads to rent-seeking behavior and, according to Krueger, is not 

welfare improving. 

Price distortion is an impetus or catalyst for rent-seeking in LDCs and thus 

impacts negatively on their economies. Bhagwati and Srinivasan contend that 

revenue seeking in the presence of constant tariff or rent-seeking in the presence of 

143M. J. Westlake, "The Measurement of Agricultural Price Distortion in 
Developing Countries," Journal of Development Studies 23 (1987): p. 368. 

144Jagdish N. Bhagwati and E. N. Srinivasan, Revenue Seeking. 
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constant quota may be welfare improving. Krueger's indicates rent-seeking must be 

welfare worsening for the nation. 

The World Bank analysis shows that the average rate of growth for countries 

with low distortion in the 1970s is about 7 percent a year, or 2 percentage points 

higher than the overall average. Nations with a high distortion have 2 percent points 

lower than the average growth rate. "The same systematic relationships hold for 

savings, performance, efficiency of investment, and growth rates of agriculture, 

industry and exports.,,145 Since price distortion accounts for only one-third of the 

total variance in growth rate, other factors must be included to explain or make up 

for the remainder. 

A nation-state inaugurating industrialization in an attempt to protect its infant 

industry may implement controls to improve income distribution. A measure to 

achieve this may be low food prices, which may benefit the urban areas but are likely 

to hurt the rural poor's ability to purchase food. In LDCs, government action of 

intervening in markets distorts the market economy and creates rent-seeking behavior 

on the part of the excluded groupS.146 

In a pervasive situation of economic and political control, traditional means 

of participating in markets or obtaining governmental services are limited or 

145Ramgopal Agarwala. Price Distortion, Abstract. 

146John Mbaku and Chris Paul, Political Instability. 
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eliminated. The only alternative becomes illegal means, such as black markets or 

informal markets. 

LDC government regulation of goods markets have the propensity to 

undervalue agricultural commodities, thus distorting the value of their products 

through price undervaluation.147 Agriculture is the most important sector in many 

LDCs. If this sector is weak or undervalued it spells hard times. 

Import controls tend to harm exporters, while control of interest rates may 

help investors and farmers but may reduce the pool of savings available, thereby 

compelling small investors and farmers to rely on high interest rates in the black 

market, identified by Hernando de Soto as "informal markets.,,148 These measures 

distort an economy. 

A large body of theoretical literature has demonstrated how price distortion 

results in loss of efficiency. With sufficient price distortion, a higher income can 

mean lower welfare. As in the former Soviet Union, if enough goods are in shortage, 

more real income can translate into longer lines and greater hoarding rather than 

increased consumption.149 Weitzman finds that price distortion and "monetary 

147T. Schultz, Distortion of Agricultural Incentives, (Bloomington, Indiana 
University Press, 1978) as cited in John Mbaku and Chris Paul, Political Instability, 
p.67. 

148Hernando De Soto, The Other Path: The Invisible Revolution in the Third 
World (New York: Harper and Row, 1990). 

149M. L. Weitzman, "Price Distortion and Shortage Deformation, or What 
Happened to the Soap," American Economic Review 81 (1991): p. 408. 
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overhang!: can present severe threats to the normal functioning of an economy. 

Prices must be increased or incomes lowered so consumers do not have to hoard 

inventory. 

Price distortion affects growth rates in agriculture and industry with influence 

on export. Statistical evidence suggests that distortion is negatively correlated with 

LDC GDP growth rates in 1970s. 

Erich Weede's study on price distortion was based in part on the data 

provided by the World Development Bank Report (1983). Weede claims price 

distortions result from rent-seeking which in turn causes less growth. Contending 

that rent-seeking aims at creating favorable price distortions, a price distortion 

indicator could serve as a proxy for rent seeking. Wee de defines rent as "a return 

in excess of a resource owner's opportunity COSt."lSO 

Weede's investigation on the impact of domestic economic order on economic 

growth deviated from the World Bank's study. Weede postulated that the more 

permissive a society is toward rent-seeking, the slower it would grow. He attempts 

to relate the political systems within a nation with its economy. "Rent-seeking 

lSOErich Wecde, "Rent Seeking, Military Participation and Economic Performance 
in LDCs," Journal of Conflict Resolution 30 (June 1986): p. 293. 
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societies are characterized by distortion incentives."lSl Rent-seeking, he posits, is 

one way in which social conflicts effect on economic growth.IS2 

Weede attempts to link rent-seeking, price distortion, and high military 

participation by the population with economic growth patterns in LDCs. When price 

distortion decreased and military participation increased, economic growth was found 

to increase. Rent may arise through shifts in supply and demand or may be contrived 

through government or other interference with market forces. Weede focuses only 

on the "contrived" rents, which do not exist in a truly competitive market. 

Price distortion interferes in the efficient distribution of resources, and rent

seeking is its resultant effect. Weede finds price distortion to be negatively 

correlated with economic growth. However, successful price-rigging and rent 

capturing are avenues to economic prosperity. Thus investment resources are 

directed toward activities such as "cartelization," thereby convincing the government 

there is a need for tariff protection, quotas, and regulation.ls3 Investments directed 

toward these areas are detrimental to the society. 

Price distortion and rents, according to Weede, are generated as a result of 

collective action.l54 He argues that the lower classes could benefit as much as the 

lSlIbid., p. 291. 

lS2See also John Mbaku and Chris Paul, Political Instability. 

lS3Erich Weede, Rent Seeking, p. 295. 

lS4Ibid., p. 310. 
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privileged classes if distributional struggles and rent-seeking were abolished or 

reduced. Generally, the entire society will benefit from such a decision. However, 

because of the economic and political structure of LDCs it is only through rent

seeking efforts that the lower classes do survive even though it's overall effect is not 

welfare improving. 

3.5 Conclusion 

After analyzing rent-seeking and price distortion it is evident that the two 

arguments of the major development theories, modernization and dependency /world

system, surveyed in chapter 2 provide the relevant paradigms and starting points in 

explaining the lack of economic growth in LDCs. These two theories, however, do 

not fully address to a significant extent the major impediment of growth within less 

developed nations. 

Rent-seeking is identified in this research as the major catalyst within LDCs 

that stymies and impedes economic growth. Therefore, if rent-seeking is eliminated 

there is a possibility of sustained economic growth in LDCs. Rent-seeking is tested 

and analyzed in chapter 4, which questions the viability of the traditional 

modernization and dependency/world-system theories as the major theories in 

explaining the lack of economic growth in today's LDCs. 

Furthermore, because rent-seeking focuses on the internal dynamics within 

LDCs, it is thus positioned under the rubric of modernization theory. Nevertheless, 
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rent-seeking analysis and explanatory powers do go somewhat further than 

modernization to demonstrate that pervasive rent-seeking, not culture nor 

imperialism by Western nations, is the major catalyst that thwarts economic growth 

and development in less developed nations and that it has- done so for the past three 

decades. Wherefore, if LDCs desire to experience sustained economic growth and 

stability, constructive actions must be implemented to weed out rampant rent-seeking 

behavior in their societies. 
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CHAPTER 4 

ANALYTICAL APPROACH 

The focus of the dissertation on the effects, or consequences, of competition 

for services and resources under a rent-seeking society guides this analysis in 

explaining the impact and effects of, or lack of, government public policies on 

economic growth in LDCs. Further, this analysis demonstrates that there are no 

significant differences among rent-seeking, price distortion, and corruption as 

questioned in chapter 2, and that whatever differences appear are purely because of 

application packaging and/or manipulation. 

The statistical approach, models, hypotheses, results, and interpretation that 

follow are directed toward finding an explanation for economic growth and social 

well-being and toward looking at development policy trends of the thirty less 

developed nations sampled.1ss 

The study undertakes a cross-national empirical analysis of the effect and 

pervasiveness of rent-seeking through its proxy of price distortion within LDCs. It 

is argued that the presence of rent-seeking is an indication of a weak governmental 

structure that manifests itself in a weak economy and fiscal policy that is not 

conducive to development. Further, such a weak structure will manifest itself 

through indicators such as soaring market prices, worthless currency, and currency 

lSSSee appendix F for countries used in this study. 
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currency control that reduces the average citizen's and government's purchasing power 

to the point where they can buy only necessities. 

Fundamentally, a weak governmental structure within a developing nation creates 

inefficiency that results in rent-seeking behavior. The assumption is that if a government 

fails to respond in a timely manner to the nation's deteriorating economic and political 

structures, then the deterioration will inevitably permeate the whole society and lay waste 

to the economy to such an extent that the economy becomes almost unsalvageable. A 

majority of LDCs and especially African nations in the past decades have shown this 

inevitability, reflected in their low per capita gross national product. 

The modernization theoretical argument analyzed emphasizes five general 

hypotheses that focused on the author's renewed application of the modernization 

paradigm. Within this realm, the author has identified a set of major variables 

influencing lack of economic growth and development in LDCs. 

Unfortunately, there are no empirical measures of dependency/world-system status 

that currently apply to the thirty countries being studied. The closest empirical measures 

are those of David A. Smith and Douglas R. White, in an unpublished paper. They 

apply international commodity trade flows to answer questions about the structure of 

the world economy and how it changes. The research measures the structure 

of the international economic system and the roles certain countries play 
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within it.156 Basically, Smith and Douglas address the consequences of nations 

occupying a certain structural position within the world-system as a whole, affecting 

their possibility for growth and development. Whereas Smith and Douglas provide 

a good measure of development using the world-system approach, their sample size 

of sixty-five nations covers only sixteen of the thirty nations being studied. 

In reiterating the dependency/world-system approach to development, its 

proponents have concluded that the intrusion of external decisions into the national 

policy process, and the extent to which the wealth of LDCs is to a large degree 

determined by their involvement in foreign trade, constrains certain decisions that 

could be adopted within these nations. Furthermore, these external constraints result 

from the extent to which leaders of LDCs rely on external resources, such as aid 

provided by agencies and donor nations, rather than these governments mobilizing 

their resources to effect changes applicable to their society. The dependency /world-

system approach contends that the degree of that dependence determines how much 

a government is able to alter conditions within its own society. On the basis of these 

conclusions the developing nations are perceived as having an insurmountable task 

to achieve economic growth. Therefore, the existence of external constraints further 

suggests it would make no difference whether attempts are made to implement 

changes to better their status, because LDCs are already doomed to a marginalized 

156David A. Smith and Douglas R. White, Structure and Dynamic of the 
Global Economy: Network Analysis of International Trade. 1965-1980 (unpublished, 
1989), School of Social Science, University of California, Irvine, California, pp.1-41. 



122 

position. Because of this fact they have no influence in the international system, nor 

are they in a position to effect changes. 

With the lack of available relative data to test the dependency/world-system 

theory, and the general assumption by the author that this approach is not relevant 

to this study, it is beyond the scope of this research to attempt to develop valid 

measures of dependency and world-system status at this juncture. 

4.1 Explanation of Concepts 

This research argues that several factors are evident in a rent-seeing society. 

The existence of rent-seeking is indicated by parallel or illegal markets, which in turn 

are strong evidence of the existence of black market exchange rates. This 

relationship is also evident in the data set.IS7 The existence of black markets is 

also a demonstration of rent-seeking activity that reflects the difference between the 

official exchange rate and the black market rates. When these indicators are evident, 

there is a high probability of low economic growth. 

With respect to institutions, the number of free political parties indicates the 

strength of the people's power. Democratization is indicated by strong institutions. 

Institutions provide the framework and process by which organizations and 

procedures acquire value and stability within a society. The lack of strong 

IS7See appendix B for data on the existence of black market rates in 
conjunction with official exchange rate. 



123 

institutions affects the society in a negative manner. Democratization in this context 

refers to Robert Dahl's analysis of polyarchy, that is public contestation and 

participation associated with high levels of socioeconomic development not 

necessarily competition.ls8 

4.2 Operationalization of VariabiesIs9 and Measures 

Dependent Variables 

The level of economic development and growth is the response or dependent 

variable. The dependent variable is explained using (1) economic growth rate and 

(2) agricultural growth rate. To apply and measure economic growth rate, gross 

national product, per capita (GNPpc) was used. 

Gross national product per capita. The GNPpc data were collected from the 

World Development Report.l60 GNPpc is the most general and widely used 

indicator that reflects how weakly or strongly a nation is performing internally. It 

measures the total domestic and foreign output claimed by residents. 

Agricultural growth rate. This is a measure of growth in the agricultural 

sector, and for this research the gross agricultural average annual growth was used. 

IS8See Robert Dahl, Polyarchy: Participation and Opposition (New Haven, 
Connecticut: Yale University Press, 1971), pp. 62-79. 

159See definition of abbreviations in appendix F. 

I60See appropriate years, World Development Report, The World Bank. Also 
see data in appendix B. 
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Agriculture is especially relevant to LDCs because a large proportion of foreign 

exchange is obtained through the export sale of agricultural products. Further, 

LDCs' economies are affected drastically when man, nature, or both affect 

agricultural production (such as wars, droughts, floods, and pestilence). Additionally, 

LDCs are dependent on agricultural produce for domestic consumption. The 

agricultural average annual growth rate provides an excellent indicator of how much 

a nation is producing in this crucial sector for its economy. 

Independent Variables 

In this research, the predictors of economic development and growth rate are 

price distortion, currency control, domestic investment, economic aid, military 

manpower, and coups d'etat. These independent variables, or describing variables, 

assist in explaining the dependent variable through a multivariate analysis. 

Figure 1 in appendix A diagrams the multivariate causal model of this study, 

introducing the measures to be tested by a multiple regression. The causal model 

presents a comprehensive visual layout of each measure described and tested. 

A multiple regression was used because it allows for the inclusion of many 

describing variables into one framework. Further, it is an effective way of 

communicating results of a multivariate analysis.161 

161See Edward R. Tufte, Data Analysis for Politics and Policy (Englewood 
Cliffs, New Jersey: Prentice Hall, Inc., 1974). 
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[FIGURE A.l ABOUT HERE] 

The independent variables are operationalized in the following manner. First, 

the research focused on the rent-seeking dimension of the general concepts and proxy 

of corruption. 

Rent-seeking. Rent-seeking is further operationalized by two proxy measures: 

(1) price distortion and (2) currency control. To measure rent-seeking these 

variables had to be imputed. Rent-seeking is the unnecessary payment not required 

to attract the resources to whatever it is employed.162 In institutional settings rent-

seeking occurs when individual efforts to maximize value generate social waste rather 

than social surplus. Governmental (actions) such as licenses, tariffs, quotas, permits, 

exchange control policy, authorization, approvals, and franchise assignments are all 

closely related terms implying arbitrary and/or artificial scarcity created by the 

government that distorts the actual value of goods and services within the economy. 

162James M. Buchanan et aI., Toward a Theory of the Rent-Seeking Society 
(College Station, Texas A & M University Press, 1980), pp. 1-15. Also see my 
definitions and analysis in chapter 3 of this research. 
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Price distortion.163 Price distortion exists when the prices of goods and 

services, capital, and labor do not correctly reflect their scarcity. Also, price 

distortion can be identified as rent when governmental action interferes with markets 

to keep prices below rather than above competitive levels. 

Currency control. Currency control data are from March 1975-1976 from the 

World Curren£}, Yearbook in which each nation is positioned in one of four 

categories based on the type of currency control in place within the nation.164 The 

first category is "free of control," meaning the currency financial transfer does not 

require license or official permission. The second category is for nations that have 

"liberal control" of their currency. The currency has a slight difference in its free or 

black market value. Infractions of the currency legislation are either legal or 

tolerated with no punishment to those who own foreign banknotes, bank balances 

abroad, or gold. The third category is for "strict control" currencies. In a strict 

control currency system there exist multiple official values and a relatively active 

black market. The currency is highly protected by legislation; a permit is required 

16~e indices used to measure price distortion are based on the World Bank 
aggregated data that collated prices for foreign exchange rate, capital, labor, and 
infrastructure services (particularly power). For the World Bank measure see 
Ramgopal Agarwala, Price Distortions and Growth in Developing Countries, World 
Bank Staff Working Papers (Washington, D.C.: The World Bank Publication, no. 
575, 1983), p. 49. See also appendix E for data. 

164Philip P. Cowitt, ed., World Curren£}, Yearbook (Brooklyn, New York: 
International Currency Analysis, Inc., 1985). Formerly Pick's Curren£}' Yearbook, 
1975-1976. All relevant years. 
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for transfer of funds. It becomes illegal to own foreign monies or bank balances in 

other nations. The fourth and last category of currency control is dictatorial. In a 

dictatorial system official rates are unrealistically high and are enforced by severe 

legislation.l65 Owning foreign currency is punishable by long prison sentences. 

Overall, restrictive currency policy tends to be a target for black market transactions 

and the listing of foreign strong currencies at high premiums. 

Domestic investment. The domestic investment definition was obtained from 

the World Development Report for 1973 although the data were from the 

Compendium of Data for World System Analysis. The report states that domestic 

investment incorporates outlays for additions to the fixed assets of the economy, plus 

net changes in the value of the inventory. Further, domestic investment entails 

domestic savings that comprise public and private savings. 

When citizens invest within their nation, it becomes an investment in their 

economy. This investment then should create an overall ripple through the economy 

and, as it becomes substantial, benefits the nation's growth. The data utilized in this 

research for gross domestic investment as stated earlier were obtained from the 

Compendium of Data for World-System Analyses.l66 The compendium states that 

the gross domestic investment data is a percentage of a nation's gross domestic 

165See appendix E for data. 

l~anh-Huyen Ballmer-Cao and Jurg Scheidegger, Compendium of Data for 
World System Analysis, Volker Bornschier and Peter Heintz, eds., (Zurich: 
Sociological Institute of the University of Zurich, March 1979), pp. 43-45. 
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product in current market prices and is a central measure of capital formation. 

Ballmer-Cao and Scheidegger assumed domestic investment to be dependent on 

income and on income distribution. 

Economic aid. Economic aid is official development assistance (ODA) that 

consists of net disbursement of "loans and grants made on concessional financial 

terms by official agencies and multilateral sources to promote economic development 

and welfare."167 ODA flow of resources includes both capital and technical 

assistance, in the form of people with skills, from the advanced economies to LDCs. 

It is generally believed that donor nations have a surplus of capital and know-how 

and are willing to make them available to LDCs at a price. The amounts of aid 

noted are net disbursements to developing countries. The official development 

assistance data set was obtained from OECD.168 

Militaty manpower. Military manpower is manpower in the military per 

thousand population working-age persons. This includes all military personnel on 

active duty, and paramilitary forces are included if they are similar to regular units 

167See World Development Report, The World Bank (Oxford Press), 1971-
1976. 

1680ECD. Review. "Net Receipts by Individual Developing Countries and 
Territories of ODA from All Sources" (Paris: OECD, 1974-1983). 
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in organization, equipment, training, and mission. Reserve forces are generally not 

included.169 

Coup d'etat. Conceptually, coups d'etat, according to Charles Taylor and 

David Jodice, are "irregular executive transfers II (IET)Yo These lET occur not 

through the legally accepted change or transfer of governmental powers, therefore 

they are closer to the conventionally definition of coup d'etat. 

For this research, the number of lETs were aggregated from this source and 

recorded as coups d'etat. Irregular executive transfers are initiated by groups, 

cliques, cabals, parties, and factions, within or without the government. Sometimes 

irregular executive transfers are carried out by a rebellious minority within a country 

or by the military or by conspirators with foreign powers backing.I71 lET are 

unconventional transfers of national executive power, thus they violate the customary 

procedures. This often involves actual or threatened physical violence. Jodice and 

Taylor states that an lET is not a straightforward indicator of political or social 

revolution, but close enough. Thus without other measures, this is the most reliable 

and applicable. 

I69Data set obtained from Charles Lewis Taylor and David A. Jodice, World 
Handbook of Political and Social Indicators: Cross National Attributes and Rate of 
Change vol. 1 (New Haven, Connecticut: Yale University Press, 1983). 

17°World Handbook of Political and Social Indicators: Political Protest and 
Government Change, 3d edition, vol. 2 (1983), pp. 92-93. 

l7llbid., p. 88. 
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The above operationalized independent variables, both political and economic 

dimensions, are employed to identify the effect rent-seeking has on economic and 

agricultural growth rate by the distortion of a nation-state's economy, which prevents 

it from achieving its growth potential. 

A simple multivariate causal model specified in figure A.l was used to test the 

following hypotheses in order to identify how effective rent-seeking is in explaining 

the lack of economic and agricultural growth in LDCs. 

4.3 Hypotheses 

This research tested five hypotheses, summarized as follows: 

(HI): If a nation is plagued by price distortion, then this will negatively affect its 
economic growth and impede development. 

(H2): Currency control system will negatively affect economic growth rate. 

(H3): Prevalence of coups d'etat is an indication of weak institutions within a nation, 
which will then negatively affect its development. 

(H4): Per capita military manpower within a nation will positively affect economic 
development. 

(Hs): Foreign economic aid will have a negative effect on economic growth and 
development in LDCs. 

The general conclusion of these hypothesis is that rent-seeking and its 

concrete indicator price distortion and currency control are predicted to have 

negative effects on economic growth and agricultural growth. 
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With regard to the modernization hypothesis, the initial level of GNPpc due 

to the catch-up or convergence phenomenon should have a negative effect on 

growth.I72 Wealthier countries tend to grow more slowly than poor countries. The 

poorer countries, through the convergence of utilizing already available technology 

from the richer nations, have the potential to catch up with the richer countries. 

Domestic investment is estimated to have a positive effect on growth, while economic 

aid should have a negative correlation. Military manpower as a proxy for human 

capital on development should have a positive effect, according to Erich Weede. 

Weede predicts that military participation increases economic growth. Accordingly, 

high military participation ratios contribute to the equalization of income because the 

military discipline and skills that they bring into the economy in turn assist economic 

growth. 

Politically, coups d'etat are predicted to have a negative effect on economic 

growth. Coups are known for their potential for political instability. Seldom does 

the praetorian guard in a governmental role encourage democracy.I73 Usually, a 

military government has an authoritarian structure that discourages competition and 

the participation necessary for economic growth and development. 

172See J. Bradford Delong, "Productivity Growth, Convergence, and Welfare: 
Comment," The American Economic Review 78 (December 1988): pp. 1139-1159. 

I73See Eric A. Nordlinger, Soldiers in Politics: Military Coups and 
Governments, (Englewood Cliffs, New Jersey: Prentice-Hall, Inc., 1977). 
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4.4 Analysis 

As aptly stated by Nye, development should be seen as a "moving 

equilibrium.,,174 In such a context one avoids the limitations of equating 

development with modernization. Development in LDCs involves a wide array of 

unofficial and official participants including external force that affect the nation. 

This research has purported that economic development is the responsibility of all 

the actors within the nation, making this analysis intricate as it deals with very 

complex issues of economics and politics that have many extemporaneous factors in 

an unpredictable international system. 

Nevertheless, there are some general indices that can be identified within 

LDCs that have the predisposition to encourage economic development and diffuse 

rent-seeking behavior. Such indices include democratization, a literate labor force, 

the expansion of agriculture, a good transportation system, and capital investment. 

Even though democracy is equated with economic development in the Western 

industrialized nations, democracy alone will not, to a large extent, facilitate 

economic development in a rent-seeking society without the conscious efforts of the 

citizens to eliminate it. 

Therefore, a nation's governmental structure, defined by how the government 

is guided by and operates within the structure of the laws and institutions it oversees 

to maintain its legitimacy over time, is the crucial factor that will create stability for 

174Joseph Nye, Corruption, p. 418. 
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economic development and economic growth. With respect to the convergence 

hypothesis in modernization, the initial level of economic development should be 

related inversely to subsequent growth. Therefore, in developing nations it is 

predicted that domestic investment and economic aid would have positive effects on 

growth, and the measures for rent-seeking should have negative effects on overall 

economic and agricultural growth. More aid to a poor nation will reflect on its GNP 

more than in that of a rich nation. 

This study takes into account the standard economic variables of 

modernization theory: initial level of economic development, domestic investment, 

and economic and political dimensions variables. Following Erich Weede, the 

research incorporates military manpower as a proxy for human capital development 

in LDCs. This variable is predicted to have a positive effect on growth. Finally, 

attention is directed to the possible effect on growth by political instability. Many 

LDCs are plagued with political instability, which creates a political contest contrary 

to democracy and not conducive to economic growth. The measures for political 

instability is frequency of coups d'etat, which is hypothesized to have a negative effect 

on growth. Domestic investment does have a positive effect on economic growth, 

while the incidence of coups d'etat in a country is a sign of lack of legitimacy and 

weak institutions. Such factors hinder political continuity and legitimacy, which in 

turn stunt growth. 
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Variable transformations. This study assumes a linear model; therefore, the 

research had to determine if there is a linear or near-linear relationship between the 

variables. The true relationship of military manpower and economic aid to economic 

growth is found to be nonlinear. Thus, the assumption of linearity is found to be 

adequate for all but these two variables. Economic aid appears to have an 

exponential relationship and was transformed by taking the natural logarithm. 

Transformed variables were then linearly related to growth. Originally, as economic 

aid gets bigger so did growth. The same results was found with regard to military 

manpower when the natural log was used. 

Because the effect of changes in the independent variable is not always 

proportionately reflected in the dependent variable, using the variables, as originally 

defined, would weaken the results of the linear model in appendix A. But by taking 

the natural log of these variables, the relationship becomes fairly linear.175 As one 

plots either independent variable against either dependent variable, both before and 

after taking the natural log, one sees that the scattered points become linear after 

taking the natural log. This means that as the level of the independent variable 

changes, its marginal effect on the dependent variable changes as well. Further, 

because n=30, it was prudent to do a logarithm to bring in skewed data values. So 

when extreme scores were evident in economic aid and military manpower, the 

175See Robert W. Jackman, on the issue of heteroscedasticity, in IIA Note on 
the Measurement of Growth Rates in Cross-National Research,1I American Journal 
of Sociology 86 (1980): pp. 604-617. 
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values were compressed through logging to reduce the weights of outliers--that is, 

data with point values notably different from the others, either very high or low, 

which must be addressed. 

The currency control data, as obtained from the original source, provided only 

categorical values (free, liberal, strict, and dictatorial) in defining the type of currency 

control imposed by the various nations. In order to facilitate the regression analysis 

it was necessary to convert these categories into numeric values. This was done by 

using a binary representation (dictatorial and strict = 1, liberal and free = 0). 

However, there is no firm basis for determining the relative importance of one 

category over another with respect to its influence on the dependent variable. 

The rationale in assigning specific variables certain binary values is as follows: 

Since the enforcement and penalties for free and liberal currency control are 

relatively similar, the values for nations that are free or liberal are assigned the value 

of O. Nations that have strict or dictatorial currency control are assigned the value 

of 1. Utilizing this method eliminates the problem of justifying the use of other 

numeric value such as assigning 1,2,3,4, to each category. When this approach was 

used it provided a relatively high but false results in earlier test runs by unrealistically 

inflating the overall data set. The binary approach flows much more easily. 

As in any data set that deals with economics and politics, there is always the 

possibility of outliers. There was the concern that one or two anomalous data points 

could distort the results of the general stability or robustness of the model as 
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demonstrated by dropping outliers and other "sensitivity analysis." South Korea was 

one such outlier, but when it was dropped, the results only changed minimally. 

4.5 Results and Interpretation 

The results of the multivariate causal model are set out in table B.1 and table 

B.2 of appendix B and are explained as follows: 

[TABLE B.1 ABOUT HERE] 

Results 

The results of using regression analysis to test the causal model of economic 

growth are shown in table B.1. The effects of price distortion (the proxy of rent

seeking) on economic growth was in the predicted direction with a one-tailed t-value 

of -1.92 at the .05 level. 

A stepwise linear regression was used in this approach to determine the most 

significant predictor of economic growth. In the first iteration, aid was found to be 

an insignificant predictor, and a determination was made to drop it from all future 

analysis. In the third iteration, with the remaining six variables, coups were found 

to be relatively insignificant at the .05 one-tailed level and removed. Three of the 

five variables left had a .01 two-tailed, and all five were deemed significant predictors 
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of economic growth, demonstrating these. variables' effect on economic growth and 

confirming hypotheses 1 and 2. 

The results for the other proxy variables for rent-seeking, currency control, 

were also in the predicted direction with the first iteration one-tailed t-value of -1.64 

at the .05 level. In the final iteration, when economic aid and coups d'etat were 

dropped, there was a slight increase of the t-value -1.67 at the .05 one-tailed level, 

thereby confirming hypothesis 2. 

Gross national product per capita was in the predicted direction of the initial 

t-value -1.54 at the .05 one-tailed level. The scores increased significantly; however, 

when economic aid and coups were dropped from the analysis, the t-value was -2.65 

at .01 two-tailed level. 

The positive relationship of economic aid to economic growth as shown can 

be considered counter intuitive. The research expected economic aid to have a 

negative influence on economic growth in LDCs because through experience, aid has 

not been utilized appropriately in LDCs. The results could not be said to have 

contradicted hypothesis 5 because the influence is weak. However, it suggests that 

interaction between economic aid and growth is much more complex, thus making 

it an interesting area for future research. It also raised the question of the value of 

foreign economic aid. 

Domestic investment was in the predicted direction with a t-value of 3.13 at 

the .01 two-tailed level, thus speaking to its effectiveness as a linear predictor of 
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economic growth. Military manpower supported Weede's findings and confirmed 

hypothesis 4. It was in the predicted direction with a t-value of 3.00 at the .01 two

tailed level. 

Coup d'etat was in the predicted direction and significant in the first iteration 

with a t-value of -1.00 at the 0.5 one-tailed. The final iteration produced at-value 

of -1.26. Although coup d'etat was not found to be significant as a predictor, it is 

correlated with economic growth. With so many other variables, it is difficult to 

interpret its independent impact. However, it must not be dismissed easily. It 

supports hypothesis 3 to some extent. Coups d'etat have an indirect effect on a 

nation's institutions. 

The regression results as stated are largely as expected, and although they do 

not demonstrate a causal relationship, they do speak to the effectiveness of the 

variables as linear predictors of economic growth. In the first iteration, the 

regression statistically explained 59 percent of the variation in the shifts in economic 

growth, and in the second iteration, with aid dropped, it explained 61 percent. In the 

final regression with both economic aid and coups d'etat dropped, the results still 

explain 60 percent of the variation. This is a relatively impressive regression result 

because more than half of the variance is explained (see appendix A, figure A.2). 

[FIGURE A.2 ABOUT HERE] 
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Table B.2 of appendix B sets out results of testing the causal model of figure 

A.l with regard to agricultural growth and is explained as follows: 

[TABLE B.2 ABOUT HERE] 

Price distortion, as the proxy for rent-seeking, was in the predicted direction 

with a (-value of -2.00 at the .01 two-tailed level in the first iteration. When currency 

control, GNPpc, economic aid, military manpower, and coup d'etat were dropped 

from the second iteration, a significant increase was evident and the result was a (

value of -2.51 at the .01 two-tailed level. 

Gross domestic investment was significant with a (-value of 3.01 at the .01 two

tailed level. In the second and final iteration this variable became much more 

significant, with a t-value of 3.40 at the .01 two-tailed level. 

Table B.2 also speaks to the effectiveness of the variables as linear predictors. 

In the first run, the regression statistically explained 47 percent of the variation in the 

shifts in agricultural growth. In the final run, economic aid, military manpower, 

coups, currency control, and GNPpc were found to be insignificant predictors. A 

determination was made to drop them from the final analysis. The final results then 

explained 53 percent of the variation, a meaningful and a good correlation, thus 

statistically significant (see appendix A, figure A.3). 
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[FIGURE A.3 ABOUT HERE] 

Interpretation 

The analysis indicates another explanation besides that of the dependency/world

system assumption that because of developing nations' dependence status they face an 

insurmountable task to achieve economic growth. The analysis also indicate another 

explanation besides that of the world-system argument that the location of LDCs in the 

periphery and semiperiphery have doomed them to a marginal economy. 

However, the data seem to direct attention to internal dynamics within these 

nations regarding the major effects on the lack of growth. Although black markets were 

not empirically tested (data in appendix C, table C.1.4), all thirty countries have a 

seemingly thriving black market parallel to the official exchange rate, which demonstrates 

that there is rent-seeking activity within the society and points the finger internally. A 

black market is usually used for obtaining goods and services prohibitively priced or 

banned in an economy either because of monopoly and price distortion within the 

government or in an attempt to subvert the system financially. 

The existence of coups indicates a weakness of political institutions that could 

provide credible transfer of powers. Coups are the offspring of the lack of democracy 

and unavailability of political contestation. 
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Agriculture is especially significant to LDCs economies. The fact that price 

distortion has an effect on agriculture is a major concern because agriculture is the main 

enterprise that provides a majority of LDCs needed foreign exchange to trade in the 

international system. It further provides food for consumption and thereby reflects how 

well the country is doing. The significant relationship between agriculture and price 

distortion is disturbing. 

Price distortion and currency control were found to be significant predictors of 

lack of economic growth. Therefore, the assumption is made that rent-seeking hinders 

economic growth by generating social waste. Even in a free and liberal currency market, 

black markets exist in these LDC nations. 

In a rent-seeking society citizens tend not to invest in legal markets that could 

benefit the country because to do so would require them to disclose their income and 

source of income. Such required disclosure constitutes an important reason that many 

elected political elites in LDCs invest substantial amounts of their income overseas, 

thereby denying the investment within their nation and taxes to the government. This 

lack of substantial national income from taxes encourages leaders to look outward for 

foreign aid. 

The price of economic aid varies. Aid by its nature is highly political. It is used 

to protect interest, though in some instances it is humanitarian and altruistic; nonetheless, 

it must be noted that economic aid could be considered a powerful weapon used by the 

industrialized nations to compel LDCs to comply with certain requests or demands. A 
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case in point is many of the SAPs instituted by the World Bank and IMF. In most 

instances these SAPs are not to the advantage of the national economy; some even distort 

their economies by devaluing their currencies. 

Price distortion in LDCs tend to foreshadow and be the forerunner of corrupt 

activities, quite unlike the case in developed nations, where price distortion may not 

equal or create rent-seeking. This may be because of the relatively strong institutional 

structures in developed nations that absorb or cushion the effect of such activities. 

A mUltiple linear regression analysis was used to statistically test the existence of 

a causal relationship between rent-seeking behavior and economic growth, and between 

rent-seeking and agricultural growth. The regression results indicate that a significant 

number of the independent variables are effective linear predictors of the dependent 

variable(s), thereby supporting the general premise of this research. 

4.6 Conclusion 

Given the complexity of factors that could affect a nation's development, the 

adjusted R2 results obtained from this regression analysis are reasonable and impressive. 

The correlation matrix in appendix D, table D.l, presents the relevance of the 

variables. Even results that were not overwhelmingly significant as predictors of 

growth show relationships among variables. For example, price distortion, domestic 

investment, and agricultural growth showed very high correlation with GDP. A 

significant number of variables in the matrix over .25 or .30 is a demonstration of 
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statistical correlation. Although some variables are counter intuitive, such as currency 

control and economic aid to price distortion by showing independent relationships, this 

should not be determined as conclusive evidence. It is not clear what other factors may 

have influenced this lack of correlation. 

[TABLE D.l ABOUT HERE] 

Coup d'etat was found to be relevant as it relates to political instability factor; 

thus, although it did not correlate with economic growth, it shows in a nontrivial way 

that countries subjected to coups do have ineffective institutions and less development. 

This argument then directs attention to one of this research's arguments: that instability 

negatively affects the institutions in LDCs. The results have shown that price distortion 

has a significant relation with coups d'etat. The political aspect of modernization is 

political modernity, which could only be achieved through a stable regime, which in turn 

contributes to development. The lack of modernity in many LDCs is the catalyst of 

coups and praetorian politics that impede development. 

Another relevant variable to growth is currency control. This research found 

currency control to have a negative but weak relationship to economic growth, thus partly 

supporting Pierre-Richard Agenor argument that with extensive trade restrictions and 

currency controls, a nation tends to have inefficient patterns of resource use. This, 
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Agenor believed, eventually leads to the emergence of parallel markets in foreign 

currency and goods. According to Agenor, 

The evidence collected over the past few years has shown that current account 
restrictions (including import licenses, foreign exchange allocations, and import 
deposits requirements) creates incentives for illegal transactions, such as 
smuggling and fake invoicing, as well as capital flight and capital inflows via 
unofficial channels. 176 

In a parallel currency market, foreign exchange transactions are conducted outside 

the official channels. Although the practice is often illegal, it is tolerated. The practice 

is rampant in LDCs. By the mere existence of black market exchange rate, as shown in 

appendix C, one can assume a rent-seeking society that includes smuggling and so forth. 

It is not surprising to find price distortion negatively affecting agriculture. In a 

distorted economy, as indicated in the case study in Nigeria, by Robert Bates, Markets 

and States, in which he finds the government diverts surplus funds from its agricultural 

sector for political needs to other areas. This practice occurs regularly in a distorted 

economy because there are no clearly defined institutional rules nor, for many, any 

legally structured and sanctioned institutions for check and balance. 

Foreign exchange is a most crucial sector in an economy because it affects money 

and prices. "Prices are crucial to the operation of the economy. "177 The manipUlation 

176SeePierre-Richard Agenor, "Stabilization Policies in Developing Countries with 
a Parallel Market for Foreign Exchange Formal Framework," International Monetary 
Fund. Staff Papers 37 (September 1990), p. 560. 

177 Agarwala, Price Distortions and Growth, p. 1. 
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of a nation's currency by government interference violates the basic economic tenets of 

Adam Smith. Such interference by the government influences the allocation of resources 

between the traded and non traded sectors and establishes the rate at which domestic 

resources are exchanged for resources from the international economy. 178 

This unnecessary regulation provides the impetus for the formation of black 

markets and parallel markets. Similar to the exchange rate, agriculture is the most 

significant internal industry because it is the main source for obtaining foreign exchange 

in LDCs. 

This analysis clearly establishes that the rent-seeking process in developing nations 

affects economic growth and development. As rent seekers within these nations attempt 

to survive or get what they want, their actions ultimately reduce the net wealth of the 

nation, thereby affecting their overall development potential. Resources expended on 

rent-seeking activities create an environment conducive to unethical practices within the 

government and the society. High price distortion undermines the legitimacy of political 

institutions, rendering public policies ineffective. 

Furthermore, this analysis has demonstrated that there does not seem to be a 

significant difference among rent-seeking, price distortion, and corruption as questioned 

in chapter 2. All have similar effects on a nation's economic growth. Therefore, 

178Por a more comprehensive discussion on exchange rate as a distortion in 
international trade, see G. Edward Schuh, Some Neglected Agricultural Policy Issues in 
the Uruguay Round of Multilateral Trade Negotiations (Washington, D.C.: The World 
Bank 1988), pp. 15-24. 
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whatever differences of demarcation appear seem to be due to application packaging or 

manipulation . 



147 

CHAPTER 5 

CONCLUSION AND SUMMARY OF RESEARCH FINDINGS 

This chapter presents the conclusions of this study on how rent-seeking affected 

economic growth and development in less developed nations in the 1970s. The chapter 

is classified into four sections: First, the restatement of the research questions and 

problem; second, summary of the regression tests findings and analysis as presented in 

chapter 4, which demonstrates the outcome and robustness of the variables; third, the 

significance of this research and its contribution to the literature; and finally, the 

importance of the study to Africa, and the sub-Saharan region in particular. 

5.1 Restatement of Research Problem 

This study has attempted to assess and identify the factors that have a significant 

effect on economic growth and development in less developed countries. While other 

factors could be identified as the cause for LDCs' underdevelopment, this research has 

endeavored to document, through empirical analysis, impressionistic evidence, and 

deduction, that to a large degree, rent-seeking and price distortion, have had deleterious 

consequences on developing nations' economic growth and development for the past two 

decades. 

The core of the research concern is the consequences of corruption, that is, rent

seeking in LDCs and its impact on economic growth and development. Corruption has 
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pervaded almost every area in LDCs' society and has stayed complex. Further, it is not 

easily identifiable, but it distorts the economy and incentives within the economy. Rent

seeking affects bureaucratic efficiency and is variegated and extensive. It results in 

favoritism and negligence, with horrible consequences as corrupt officials focus attention 

on their interests instead of the duties they are entrusted to perform. 

When one asks "Why are LDCs underdeveloped?" It is usually easy to point an 

accusing finger at the past colonialists and imperialists. It must be acknowledged that 

imperialism and colonization did interrupt the process of civilization and development in 

many of today's so-called developing nations. That said. realistically, LDCs are 

responsible, to a very large degree in the last two decades, for their underdevelopment. 

As indicated in chapter 1, and being reinforced here, this research is not aimed 

at explaining or justifying the exploitation within the international system. The concern 

is with internal national dynamics that interferes with economic growth and development 

in LDCs. 

The problem of rent-seeking, which has been confronting LDCs for decades, can 

be solved only if examined and addressed as the ultimate responsibility of the society as 

a whole. As these governments attempt to proceed with democratization 
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to correct the political, social, and economic outrage that exists at the root of their 

underdevelopment, national interest rather than self-interest must be the primary goal. 

National interest meaning more allegiance to the development of the nation-state than to 

the clan, tribe, and kinship solidarity. National pride in country may ultimately create 

the environment for sustained economic growth and development. 

5.2 Summary of Test Results 

The results of this research have been both encouraging and interesting, but 

limited to an extent from general application because of sample size. The complex task 

of utilizing proxy concepts not only as measurements but also to operationalize and test 

hypotheses was experimental and interesting theoretically. Although, proxy variables 

have been used in the past to measure a wide array of indicators, this research was 

unusual in its focus as is clear from reading the study. 

The results show and assumes that in the complex world of economics and 

politics, eliminating some practices within LDCs would clear the way for a reasonable 

possibility for progress and growth. The regression results confirmed this assumption . . 
The results exhibited an effective relationship between rent-seeking and economic 

development. There is evidence that rent-seeking and price distortion do not help 

growth. 

Price distortion and currency control were found to be significant predictors 

contributing to lack of economic growth. Currency control is a double-edged sword as 
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no significant relationship was noted. In one respect, the government uses currency 

control to effect some control on the flow of its currency, while on the other hand that 

effort produces a destructive effect in the form of black markets and parallel markets that 

siphon needed income from the nation's treasury and that promote loss of revenue from 

the society. The data further supports Weede's findings that price distortion is negatively 

correlated with growth. 

Resources expended on rent-seeking activities create a rent-seeking environment 

conducive to unethical practices within the government. Institutions are subverted by the 

individual with money and status who "greases the palms" of government officials to 

bypass the laws and gain favor. 

Coups d'etat, as expected, have a negative effect on economic development 

because coups halt continuity in a society'S sociopolitical process. On the other hand, 

the military, by association, has a positive impact on growth because of its manpower's 

use within the society. Evidence to this effect was put forward by Erich Weede, and 

this research supports it statistically. However, military manpower utilized to terrorize 

and intimidate a people, as occurs in many LDCs, does not assist growth. Rather, it 

instills fear and creates an uncertain environment that discourages investments both 

domestic and foreign. 
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5.3 Results Significance to Other Studies 

No statistical analysis by itself is conclusive in matters of economics and politics. 

Nevertheless, this study has been significant to a large extent in that it supports research 

evidence provided by several studies, reviewed in chapter 3, that have focused on the 

impact of rent-seeking and price distortion on development, thereby presenting a good 

argument that LDCs must avoid distortion and rent-seeking in their economies to have 

any hope for economic growth and development. Further, this study should motivate 

donor agencies to design appropriate methods for distributing aid with stricter 

accountability and efficiency. At the same time, the study alerts the recipient 

governments about the priorities in public policy. 

Besides the study being significant in supporting other research, it has argued that 

there is some connection between corruption and rent-seeking and that the concepts could 

be used interchangeably with the necessary clarification, classification, and 

conceptualization. Rent-seeking seems to be a concept utilized mostly in developed 

nations to address acts that are clearly corrupt, while the term corruption is used mostly 

toward LDCs. When one take these concepts apart, as was done in this study, a major 

difference is in the intensity of their destructive capabilities. If nothing else, this study 

has added to the body of evidence that there is some linkage among rent-seeking, price 

distortion, and development and further shows that rent-seeking and corruption are 

similar concepts. This data analysis is limited because there are only thirty cases and 
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they all refer to less developed nations in the 1970s. Further, by relying exclusively on 

the World Bank data for price distortion, there may be some bias in the results. 

5.4 Significance and Implications for Africa, Specifically the Sub-Saharan Region 

Sub-Saharan Africa's relations and role within Africa and in the international 

community have entered a new era after the cold war. Sub-Saharan Africa has taken 

some brave and independent steps. Since independence, circa 1960s, many dreams and 

promises have been made by the leaders. However, in the late 1980s, the fulfillment of 

some of these dreams began to be realized through early signs of the democratization 

process. Democratization and structural adjustment have become the catch word in the 

1990s. Signs of change include regional integration process in anticipation of removing 

colonial distortions: the success of the regional organization Ecomog playing a successful 

role in containing the bloodshed in Liberia in 1993 and broker a cease-fire without 

international assistance was a watershed achievement. The state of Ghana, ten years into 

its SAP, is another achievement that had seemed improbable a few decades ago but is 

now envied in Africa. Nigeria, after decades of military rule, went to the polls and 

attempted democracy on June 12, 1993. 

These changes have encouraged many Africans to look forward with renewed 

hope to the future. Citizens expect their leaders and ECOW AS to assume not only 
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a greater role in peacekeeping and peace enforcing, but in improving the physical quality 

of life through economic growth for the West African region. 

The new leaders of Africa today seem to have a clear role in what direction they 

should be headed--democracy and economic growth--if their nation is to succeed in this 

post-cold war international system. There seem to be some efforts toward stability and 

economic growth. At the same time, new relationships of integration are being forged 

in the region as they take on new roles and responsibilities. The final outcome depends 

on the type of reform instituted in these countries and the form of institutional structures 

and accommodations these governments are willing to install to change the present dire 

circumstance of their citizens. 

Nevertheless what is clear is that sub-Saharan Africa cannot continue in its 

unpredictable, bankrupt, and corrupt state of affairs with one coup d'etat after another. 

As the international community looks on, Western donors have started to take an active 

and a strong stance that will affect the public policies of these nations for years. 

On August 24, 1993. Denmark slashed its bilateral aid to Kenya because of the 

government's inability to control corruption and ethnic clashes. Canada, Germany, 

Sweden, and the United States have announced a review of their bilateral assistance to 

the Moi government in Nairobi. Despite President Moi's claim that his government 

would not succumb to international threats, he has responded by taking actions to resolve 
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ethnic conflict. 179 These are issues that should be resolved by the government or 

within the region prior to international threats, if these governments want to lessen 

western interference in national public policies. 

The question remains, nonetheless on how these governments will tackle the 

problems confronting them. The answer must address their role within their nations, in 

Africa specifically, and in the international community in particular. For nations in 

Africa to restructure their economy they must first protect their citizens by providing for 

their civil rights and liberties. 

The findings reported here offer not only empirical evidence but also significant 

impressionistic evidence on the harm corruption causes to any society with regard to its 

growth potential or equity. Corruption within LDCs has been accepted as part of the 

machinery that works to speed the wheels of the system. Although the wheels may be 

sped for some individuals, the behavior has a "metastatic effect. ,,180 When this 

behavior takes full force, as it does in many sub-Saharan nations, one see the struggle 

for survival in countries where it should not really exist. 

Sub-Saharan Africa is a very rich region both in agricultural and natural 

resources. The continent of Africa is just as rich, especially in its agricultural promise. 

179See donors' pressure on Moi's government "Kenya Aid Threat," West Africa 
magazine (September 6, 1993): p. 1583. 

1800ne of Syed Alatas, Corruption, classification on the effects of corruption on 
society is the "metastasis" occurring when corruption spreads to the vital core of 
government administration with powerful influence on the public. Essentially all 
government offices dealing with public policies are attracted by corruption, pp. 138-139. 
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The World Bank reported Africa has the potential to recapture the market share lost to 

Latin America and Asia in the late 1980s. According to the report, because of Africa's 

low input and unsubsidized agriculture, it places her at an advantage that could enhance 

Africa's agricultural position in the world markets as the industrialized nations hold back 

some of their farm subsidies in the 1990s. Thus, Africa's challenge to enable her to 

benefit from these changes will be an improvement in technology well suited and 

adaptable to the continent and sound agricultural policy. 181 Sensible agricultural and 

public policy that curtails rent-seeking provides a strong possibility for economic growth. 

Rent-seeking behavior undermines and displaces what should be important within 

a society--its goals, ambitions, and value system. In sub-Saharan African today the 

people have to devise uncharacteristic measures and maneuvers to survive. These 

measures (rent-seeking) help them individually but destroy the nation as a whole 

eventually. 

In many sub-Saharan African nations there is a great need to rebuild the 

governmental structure and reestablish the institutions, left after independence, but this 

time with inherently African structures to be nurtured and adhered to. To achieve this 

in sub-Sahara they must confront some facts, such as their position in relation to the 

Western alliance. Recent events in the international system--for example, the refusal of 

the Western alliance to intervene militarily in the fighting of Eastern Europe contrasted 

181Por this World Bank report on Africa's commodities potential see Brian Mayo's 
report, "Agriculture Strategy Outlined." West Africa (August 30, 1993): p. 1539. 
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with the West's and U.N. willingness to become militarily involved in Somalia--should 

alert African nations about what to expect from the industrialized nations. 

African nations have never been a top priority of the industrialized nations. 

African nations, in the past, have mostly been used as military testing grounds or 

political pawns. Now that the East-West conflict is over, Africa is no longer of political 

nor economic importance to these nations 

It has reached the point where sub-Saharan Africa must define its goals and 

pursue them single mindedly, as it did with the fighting in Liberia from 1990 to 1993. 

ECOWAS and its peace keeping force, Ecomog, "has done the African continent proud" 

as aptly stated in West Africa magazine of August 23. 182 Ecomog's role as 

peacekeeper and peace enforcer made it possible for the organization on August 1, 1993, 

to broker a cease-fire for Liberia. It is this same determination used in Ecomog that 

should be called upon in ECOWAS for economic growth within the region. Ecomog 

achieved what the West is only now training its forces to do, peacekeeping and peace 

enforcing. 

Sub-Saharan Africa has the ability, agricultural wealth, natural resources, and 

necessary wherewithal to be a self-sufficient subregion that could command respect in the 

international sphere. However, this has not been possible and will not happen so long 

as rampant corruption keeps eating at the fiber of the individual nations' resources, their 

political life, their philosophical and psychological growth potential, and their human 

182"An African Success Story," West Africa (August 23, 1993): p. 1478. 
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resources. Unless systematic corruption is eliminated or drastically reduced whatever 

gains are achieved politically or materially will not be sustained. 

Unlike a number of LDCs, sub-Sahara's progress in the international system was 

originally stunted by imperialism and colonialism. This political and economic 

exploitation was executed to such a historical proportion that now there is a call in sub

Saharan Africa for restitution of the human and natural resources lost to the region 

during colonization to the industrialized nations that participated in their violation. But 

while sub-Saharan Africa waits for the outcome of restitution, it will behoove these 

countries to look inward and restructure their nations' economy. 

The July 19-25 issue of West Africa reported that the European Bank for 

Reconstruction and Development and the United States are making capital available to 

the Eastern European economies. 183 Very few African nations have ever had this 

privilege or offer. In the United States not too long ago the communist countries of 

Eastern Europe belonged to the "evil empire"; now Western development capital that 

might have been sent to the sub-Saharan region at this time of democratization is being 

diverted to rebuild the ex-communist states. Therefore, there is no relief forthcoming 

to alleviate the debt-ridden sub-Saharan region. This debt and debt servicing may be 

holding back whatever gains may be made in sub-Sahara's economy. This is one more 

reason sub-Sahara must get its house in order--for its own sake and its future in the 

international community of nations. 

183"Impact of the International Environment," West Africa (July 19-25): p. 1250. 
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The move toward pluralism and the democratization process in Africa by mid-

1992 saw twenty-three multiparty systems and eighteen considering the process. 184 

About thirteen of these nations are in the sub-Saharan region. This desire for change is 

not only for political reasons but a realization of its socioeconomic benefits. 

Democratization comes with its own conditions and inherent problems, especially 

when imposed by major international donors and banks. If sub-Sahara Africa leaders 

guides its structural adjustment programs with the welfare of its citizens as its primary 

consideration and focus, democracy may help with the framework for sustained growth. 

Nevertheless, it must be realized that democracy is not a panacea. The region and its 

leaders must make hard choices for political stability and respect for the rule of law and 

order if these nations are to develop their institutions, and be accepted as equal partners 

in the international community of nations. Economic growth and development are not 

attainable without these ingredients. Further, law and order is meaningless if rent-

seeking and price distortion are high and rampant, destroying the institutions. 

Finally, this research has established the essential components of an efficient 

national economy that may assist in removing the dire conditions in LDCs that are 

hindering progress. Governments of LDCs have to invest in creating conditions for 

economic and political growth. More regional integration may combat the effects of 

rent-seeking. 

184For details on Africa's experiments with democracy, see West Africa (May 25-31, 
1992): p. 871. 
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In this respect the citizens of LDCs must invest themselves in the reconstruction 

of their economies and political system. No outside assistance can possibly achieve this 

without the will, desire, and ultimate action and sacrifice of the people. Rent-seeking 

acts may speed up the pace for an individual but may destroy a nation and even a 

subregion. 
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FIGURES OF MULTIVARIATE MODELS 

Figure A.I, The Multivariate Model, Method, Design, and Hypotheses 
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Figure A.2, Causal Model of Economic Growth Rate Results 
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Figure A.3, Causal Model of Agricultural Growth Results 

I RENT -SEEKING I 

Price Distortion 

+1~ 

Domestic Investment 

Agricultural Growth 

...... 
0\ 
N 



163 

APPENDIX B 

TABLES OF REGRESSION RESULTS 

Table B.1, Regressiona Results of Economic Growth (GDPG7079) 
Indicators of Rent-Seeking and Control Variables 

Economic Growth 1970-79 

intercept 

Pricedis, 1970s 

curcon, 1976 

GNPpc, 1970 

Aid, 1971-75 

GDI, 1973 

MMP, 1975 

Coup, 1970-77 

Adj. R2 = 
(N)= 

(1.1) 

2.41 
(.628) 

-1. 57 
(-1.92)* 

-.27 

-1.15 
(-1.64)* 

-.21 

-.0023 
(-1.54)* 

-.30 

.22 
( . 50) 
.10 

.23 
(3.13)** 
-.46 

1. 34 
(3.'00)** 

.50 

-.14 
(-1. 00) 

-.13 

.592 
(30 ) 

aunstandardized b coefficient. 

(1. 2) 

3.83 
(1. 54) 

-1.52 
(-1.90)* 

-.26 

-1.12 
(-1.63)* 

-.20 

-.0026 
(-2.73)** 

-.36 

.23 
(3.15)** 

.45 

1.45 
(3.56)** 

.50 

-.18 
(-1.26)* 

-.17 

.610 
( 30) 

(1. 3) 

3.57 
(1.42) 

-1. 67 
(-2.10)** 

-.29 

-1.16 
(-1.67)* 

-.21 

-00025 
(-2.65)** 

-.36 

.25 
(3.64)** 

.50 

1.33 
(3.32)** 

.46 

.601 
(30) 

t ratio in parenthesis; beta underlined. 
*< .05 one-tail. 

**~ .01 two-tailed. 
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APPENDIX B 

Table B.2, Regression8 Results of Agricultural Growth 
(AGRI7079) Indicators of Rent-seeking and 
Control Variables 

Agricultural Growth 1970-79 

intercept 

pricedis, 1970s 

Cur con , 1976 

GNPpc, 1970 

GDI, 1973 

Aid, 1971-75 

MMP, J.975 

Coup, 1970-77 

Adj. R2 = 
(N)= 

(2.1) 

2.02 
( . 64) 

-1.36 
(-2.00)** 

-.33 

-.46 
(-.80) 
-.11 

-.00038 
(-.35) 
-.07 

.18 
(3.01)** 

.50 

.14 
( .39) 
.08 

.06 
( .16) 
.03 

-.05 
(-.36) 
-.06 

.471 
( 30) 

Hunstandardized b coefficient. 
t ratio 'in parenthesis; beta underlined. 

(2.2) 

2.83 
(1.47) 

-1.54 
(-2.51)** 

-.37 

.18 
(3.40)** 

.49 

.533 
(30) 

*< .05 one-tail. 
**5 .01 two-tailed. 
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APPENDIX C 

TABLES OF VARIABLES USED IN STUDY 

Table C.1.1, Variables used in Analysis--AGRI7079, CURCON76, 
GDI73 

CC CABRV AGRI7079 CURCON76 GDI73 
70.00 MXCO 2.20 .00 20.90 

100.00 CLMB 4.80 1. 00 19.70 
135.00 PERU .10 1. 00 15.00 
140.00 BRZL 5.00 1. 00 20.00 
145.00 BOLV 3.10 .00 14.30 
155.00 CHLE 3.50 1. 00 16.50 
160.00 ARGN 2.50 1. 00 19.90 
165.00 URGY .20 1. 00 9.80 
345.00 YGSL 3.00 1. 00 25.30 
433.00 SNGL 3.60 .00 18.70 
437.00 COTE 3.40 .00 21.80 
452.00 GHNA -.20 1. 00 6.10 
471.00 CMRN 3.50 .00 15.10 
475.00 NGRA -.30 1. 00 20.40 
501.00 KNYA 5.40 1. 00 25.40 
510.00 TNZN 4.90 1. 00 23.50 
530.00 ETHP .40 1. 00 14.20 
553.00 MLWI 4.10 1. 00 19.90 
616.00 TNSA 5.10 1. 00 22.60 
640.00 TRKY 3.70 1. 00 19.50 
651.00 EGPT 2.20 1. 00 12.20 
732.00 KORS 4.80 1. 00 26.00 
750.00 INDA 2.10 1.00 16.40 
770.00 PKST 2.10 1. 00 14.20 
771.00 BNGL 1.90 1. 00 11.60 
780.00 SRLK 2.60 1. 00 17.20 
800.00 TLND 5.40 1. 00 24.10 
820.00 MLYS 5.00 .00 18.10 
840.00 PHLP 4.90 1. 00 19.80 
850.00 INDS 3.60 .00 17.90 

Source: AGRI7079, World Development Report, appropriate years. 
CURCON76, World Currency Yearbook, appropriate years. 
GDI73, Compendium of Data for World-Systems 

Analysis. 
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Table C.1.2, Variables used in Analysis--PRICEDIS, GDPG7079 , 
GNPC70 

CC CABRV 
70.00 MXCO 

100.00 CLMB 
135.00 PERU 
140.00 BRZL 
145.00 BOLV 
155.00 CHLE 
160.00 ARGN 
165.00 URGY 
345.00 YGSL 
433.00 SNGL 
437.00 COTE 
452.00 GHNA 
471. 00 CMRN 
475.00 NGRA 
501.00 KNYA 
510.00 TNZN 
530.00 ETHP 
553.00 MLWI 
616.00 TNSA 
640.00 TRKY 
651.00 EGPT 
732.00 KORS 
750.00 INDA 
770.00 PKST 
771. 00 BNGL 
780.00 SRLK 
800.00 TLND 
820.00 MLYS 
840.00 PHLP 
850.00 INDS 

PRICEDIS 
1.86 
1.71 
2.29 
1.86 
2.29 
2.43 
2.43 
2.29 
1.71 
2.29 
2.14 
2.86 
1.57 
2.71 
1.71 
2.57 
1.86 
1.14 
1.57 
2.14 
2.14 
1.57 
1. 86 
2.29 
2.57 
1. 86 
1. 43 
1. 57 
1. 57 
1. 86 

GDPG7079 
5.10 
6.00 
3.10 
8.70 
5.20 
1.90 
2.50 
2.50 
5.90 
2.50 
6.70 
-.10 
5.40 
7.50 
6.50 
4.90 
1.90 
6.30 
7.60 
6.60 
7.60 

10.30 
3.40 
4.50 
3.30 
3.80 
7.70 
7.90 
6.20 
7.60 

GNPC70 
996.00 
431. 80 
659.40 
680.40 
247.60 
811.00 

1346.90 
1224.40 
1040.20 

307.60 
432.30 
426.80 
292.30 
218.80 
178.40 
156.40 

92.80 
100.10 
483.60 
612.20 
266.30 
344.00 
139.90 
130.70 
118.70 
128.80 
268.90 
554.70 
288.50 
146.10 

Source: PRICEDIS, World Bank Staff Working Papers, No. 575. 
GDPG7079, compendium of Data for World System 

Analysis. 
GNPC70, World Development Report, appropriate years. 
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Table C.1.3, Variables used in Analysis--MMP75, MMP75L AID7175 
AID7175L 

CC CABRV MMP75 MMP75L AID7175 AID7175L 
70.00 MXCO 3.20 1.16 251.78 5.53 

100.00 CLMB 3.70 1.31 610.52 6.41 
135.00 PERU 11.70 2.46 351.30 5.86 
140.00 BRZL 7.60 2.03 715.46 6.57 
145.00 BOLV 6.80 1.92 233.32 5.45 
155.00 CHLE 18.10 2.90 279.25 5.63 
160.00 ARGN 9.90 2.29 133.65 4.90 
165.00 URGY 12.90 2.56 75.94 4.33 
345.00 YGSL 19.30 2.96 239.91 5.48 
433.00 SNGL 3.00 1.10 417.22 6.03 
437.00 COTE 2.70 .99 343.16 5.84 
452.00 GHNA 4.10 1.41 322.89 5.78 
471.00 CMRN 2.80 1.03 362.80 5.89 
475.00 NGRA 8.20 2.10 424.02 6.05 
501.00 KNYA 1.30 .26 485.17 6.18 
510.00 TNZN 3.20 1.16 680.76 6.52 
530.00 ETHP 3.40 1.22 433.21 6.07 
553.00 MLWI 1.90 .64 203.14 5.31 
616.00 TN SA 6.70 1.90 720.76 6.58 
640.00 TRKY 21.10 3.05 647.53 6.47 
651.00 EGPT 19.00 2.94 2735.01 7.91 
732.00 KORS 31.00 3.43 1474.17 7.30 
750.00 INDA 5.00 1. 61 5222.44 8.56 
770.00 PKST 14.10 2.65 2240.61 7.71 
771. 00 BNGL 2.70 .99 2165.15 7.68 
780.00 SRLK 2.30 .83 426.42 6.06 
800.00 TLND 10.50 2.35 338.78 5.83 
820.00 MLYS 11.90 2.48 304.75 5.72 
840.00 PHLP 5.30 1. 67 794.85 6.68 
850.00 INDS 3.60 1.28 3062.84 8.03 

Source: MMP75, World Handbook of Political and Social 
Indicators. 

AID7175, OECD, Review. 
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Table C.1.4, Variables used in Analysis--COUP7077, BMRATE75, 
OEXCHG74 

CC CABRV COUP7077 BMRATE75 OEXCHG74 
70.00 MXCO .00 12.50 12.50 

100.00 CLMB .00 36.40 28.00 
135.00 PERU 2.00 65.75 45.00 
140.00 BRZL .00 10.15 9.07 
145.00 BOLV 8.00 21.54 20.00 
155.00 CHLE 3.00 12.25 11.15 
160.00 ARGN 5.00 75.20 34.50 
165.00 URGY 4.00 3.96 2.94 
345.00 YGSL .00 17.87 17.00 
433.00 SNGL .00 215.34 230.21 
437.00 COTE .00 215.34 230.21 
452.00 GHNA 2.00 .53 .87 
471. 00 CMRN .00 215.34 230.21 
475.00 NGRA 2.00 1.13 1.52 
501.00 KNYA .00 8.76 7.14 
510.00 TNZN .00 20.58 7.14 
530.00 ETHP 7.00 4.92 2.07 
553.00 MLWI .00 .97 1.45 
616.00 TNSA .00 .42 .44 
640.00 TRKY 1. 00 15.80 14.00 
651.00 EGPT 2.00 1.41 2.56 
732.00 KORS 1.00 506.83 480.00 
750.00 INDA .00 9.60 6.55 
770.00 PKST 3.00 11.30 9.90 
771. 00 BNGL 3.00 21.00 10.36 
780.00 SRLK .00 14.43 5.36 
800.00 TLND 5.00 20.35 20.00 
820.00 MLYS .00 2.42 2.54 
840.00 PHLP .00 7.90 3.90 
850.00 INDS .00 438.83 415.00 

Source: COUP7077 , World Handbook of Political and Social 
Indicators, vol.1 

BMRATE75, World Currency Yearbook, appropriate 
years 

OEXCHG74, World Currency Yearbook, appropriate 
years 
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CORRELATION MATRIX 

Table D.1, Correlation Matrix 

GDPG7079 PRICEOIS CURCON76 GNPC70 GOI73 MMP75L AID7175L 
GOPG7079 1.000 -.559 .110 -.181 .634 .216 .278 
PRICEOIS -.559 1. 000 -.087 .143 -.498 .110 -.032 
CURCON76 .110 -.087 1. 000 -.020 -.010 -.272 -.122 
GNPC70 -.181 .143 -.020 1.000 .037 .443 -.588 
GOI73 .634 -.498 -.010 .037 1.000 .008 -.031 
MMP75L .216 .110 -.272 .443 .008 1.000 .025 
AI07175L .278 -.032 -.122 -.588 -.031 .025 1. 000 
COUP7077 -.357 .334 -.114 .083 -.389 .255 -.259 
AGRI7079 .614 -.616 .128 -.145 .681 -.080 .123 

COUP7077 AGRI7079 
GOPG7079 -.357 .614 
PRICEOIS .334 -.616 
CURCON76 -.114 .128 
GNPC70 .083 -.145 
GOI73 -.389 .681 
MMP75L .255 -.080 
AID7175L -.259 .123 
COUP7077 1.000 -.399 
AGRI7079 -.399 1.000 

...... 
0\ 
\0 



APPENDIX E 
Figure E.1.1 GRAPHS OF VARIABLES IN ANALYSIS 

AGRICULTURAL GROWTH RATE 1970-79* 
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*Agricultural average growth rate. 
Source: World Development Report. The World Bank. 
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Figure E.1.2 

COUP DIETAT 1970-1977* 
COUP7077 
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*Irregular transfer of governmental powers. 
Source: World Handbook of Political and Social Indicators. 
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Figure E.1.3 

CURRENCY CONTROL 1976* 
CURCON76 
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Figure E.1.4 

Economic Aid Receipts 1971-75* 
AID7175L 
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Figure E.1.S 

GROSS DOMESTIC INVESTMENT 1973* 
GDI73 
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Source: Compendium of Data for World-System Analyses. 
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Figure E.1.6 

GROSS DOMESTIC PRODUCT 1970-79 
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Source: World Development Report. 
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Figure E.1.7 

GROSS NATIONAL PRODUCT 1970 
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Source: World Development Report. The World Bank. 
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Figure E.1.8 

MILITARY MANPOWER 1975 
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*MMP per thousand working age persons (logged). 
Source: Compendium of Data for World-System Analyses. 
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PRICE DISTORTION, 1970-1980* 
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ABBREVIATIONS, ACRONYMS, AND COUNTRY NAMES 

Table F.1, Abbreviations and Acronyms 

AGRI7079 
AID7175 
AID7175l 
BMRATE75 
COUP7077 
CURCON76 
DUPs 
Ecomog 
ECOWAS 
GDI 
GOP 
GDPG7079 
GNP 
GNPC70 
IBRD 
IMF 
LDCs 
MMP75 
MMP75l 
NIEO 
OAU 
ODA 
OECD 

OEXCHG75 
PQLI 
PRICEDIS 
SADC 
SADCC 
SAP 
UDEAC 

Agriculture 1970-1979 
Economic Aid 1971-1975 
Economic Aid 1971-1975 (logged) 
Black Market Rate 1975 
Coups d'etat 1970-1977 
Currency Control 1976 
Directly Unproductive Profit-seeking 
ECOWAS Monitoring Group 
Economic Community of west African States 
Gross Domestic Investment 
Gross Domestic Product 
Gross Domestic Product 1970-1979 
Gross National Product 
Gross National Product, per capita 1970 
International Bank of Reconstruction and Development 
International Monetary Fund 
Less Developed Countries 
Military Manpower 1975 
Military Manpower 1975 (logged) 
New International Economic World Order 
organization of African Unity 
Official Development Assistance 
Organization for Economic Co-operation and 

Development 
Official Exchange Rate 1974 
Physical Quality of Life 
Price Distortion 
Southern Africa Development community 
Southern Africa Development Coordination Conference 
Structural Adjustment Program 
Union Douaniere Economique de l'Afrique Centrale 



Table F.2, country Names 

ARGN 
BNGL 
BOLV 
BRZL 
COTE 
CMRN 
CLMB 
CHLE 
EGPT 
ETHP 
GHNA 
INDA 
INDS 
KNYA 
KORS 
MLWI 
MLYS 
MXCO 
NGRA 
PERU 
PHLP 
PKST 
SNGL 
SRLK 
TLND 
TNSA 
TNZN 
TRKY 
URGY 
YGSL 

APPENDIX F 

Argentina 
Bangladesh 
Bolivia 
Brazil 
cote d'ivoire 
Cameroon 
Columbia 
Chile 
Egypt 
Ethiopia 
Ghana 
India 
Indonesia 
Kenya 
South Korea 
Malawi 
Malaysia 
Mexico 
Nigeria 
Peru 
Philippines 
Pakistan 
Senegal 
Sri Lanka 
Thailand 
Tunisia 
Tanzania 
Turkey 
Uruguay 
Yugoslavia 
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