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A B S T R A C T 

jho paper d 1 scussss possible association betwssn sutccrscy and economic 

growth deceleration in countr 1 es which inherited "firm 1 y entrenched 

wee-horn £oc 1 econcmic institutions in Africa. Autocratic rule leads to 

discretionary and arbitrary interventions with the workings of the 

•̂rtapîof; and creates the environment in which rent generating and rent 

cnni^in3 activities thrive. If entrepreneurship is to be a creative 

pg2ponse to non allocative efficiencv, existence of active array of 

democratic institutions, congruent with assumptions of the workings of 

effective market system, would provide on going process of socio 

engineering. Entrepreneurship that thrives under a pathological 

political environment, would be redirected away from unproductive anc! 

destrue*ive tendencies> to wealth creation through technological 

innovation. The paper hypothesises that prulalistic and competitive 

political environment, can produce, 'optimal' governments, that is, 

governments that are elected to implement the mean preference of the 

electorate. 



INTRODUCTION 

While on a visit tc Kenya, the Rt. Hon Sir David Steel, a Kenya educated 

British pariiamentarian, made the following statement as reported in the 

media: 

"The adage that 'Power corrupts and absolute power corrupts 

absolutely' is an accurate description of Kenya" (Sunday Nation 

May 30 1993). 

The statement must be seen in the context of current movement away from 

autocratic rule under one party system within which Kenya has evolved a 

well entrenched structures of "personal rule" with the usual 

se1f—destructivs tendencies observed else where in African history 

(Sandbrook 1986). But in stark contrast with authoritarian regimes in 

South Korea, Taiwan, and Singapore (which are also irghly 

interventionist in the workings of the market), in Africa, government 

•jntervent -jens in the economies of Ghana (before Jerry Rawlings,) Zaire, 

Uganda (before Yuweri Museveni) and elsewhere, have been the antithesis 

of development both through mismanagement and inefficiency. Indeed, the 

pervasive corruption in Africa, originates more from the misuse of 

political power than from any other sources. 

Until recently, the relationship between competitive democracy and 

competitive economic growth has, generally been relegated among less 

important issues in economics. A few economists have, however, 

persistently suspected the existence of a link between policy 

environment on the ore hand, and a country's propensity tc develop on 

the other. Schultz (1981) observed that sometimes many public policies 

are a.nti- development because they have many disincentives for growth. 

In particular, they reduce the rewards tc invest in both human and nor, 

human capital. Since economic growth is generally driven by 

technological changes that arise from intentional investment decisions 

made by economic agents, public policies have particularly powerful 



effects on private incentives to invest in both disembodied technology 

and human capital related skills (King R.G. and Rebelo S., 1990, Romer 

1990; Becker, Murphy and Tamura 1990; Rudiger, 1990; Easterly W., King 

R., J_evine R., Rebelos., 1992). 

What has created the apparent interest in good governance in Africa and 

elsewhere in the world in the last few years? The demise of communism 

has shifted the preferential function of Western governments to the 

extent that corruption, previously not considered as a concern, has come 

under a sharp focus. Mobutu and others of his kind, thrived on 

corruption for many years with the full knowledge and protection from 

Western governments. All along, Western firms benefited from the 

.corrupt regimes in Africa through many forms of market rigging with full 

compliment of corrupt regimes. 

In Kenya, the entry of the government in business to protect infant 

industries while promoting the growth of indigenous capital in order to 

create a capitalist class considered essential for economic growth and 

self reliance essentially amounted tc, at least implicitly, giving the 

indigenous people the go ahead to use State facilities for creation of 

personal wealth. The late President Kenyatta allegedly warned 

bureaucrats and civil servants not to break the 11th commandment ("Thou 

shalt not get caught",) while engaged in rent seeking activities and 

expect him (Kenyatta) to intervene. Given Africa's social political 

condition at the time of independence, the continent had clearly not 

evolved social institutions to safeguard avaricious entrepreneurship and 

outright theft as a way of personal advancement. The recent Goldenberg 

scandal in Kenya stands as an example of how top level government 

officials conspire to loot from the State. 

The State intervention to correct market failures routinely produced 

worse results than the "failures" themselves thereby making the cure to 

turn cut tc be worse than the disease. While State intervention in the 

economies of Korea and other countries in Asia that are ruled by 

autocratic regimes have always been pro industry, political intervention 
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hy governments in African, in contrast, have been the cause3 rather tha^ 

a curs "for economic stagnation. Why do government pol icies show no 

evidence of inclination to reflect the mean social preference of the 

wri")- o rc 9 

Becker (1976) first postulated the hypothesis that an ideal democracy is 

very similar to an ideal free enterprise system in the market place. He 

howeverj acknowledged "chat an ideal democracy has optimal "separation of 

activities" which are not found in the market place. He then concluded 

that it may be preferable not tc regulate economic monopolies and suffer 

•fhg-j <r bad effects, than to regulate them and suffer the effect of 

pel itical imperfection. his 3 because the impact of pathological 

market under idealised competitive democracy, or so it seems. 

In this paper I explore the consequences of political imperfections3 the 

latter as measured by nô > developmental and even in extreme cases, anti 

developmental outcomes such as the cjraft for State contracts and 

outright theft by politicians and bureaucrats who are not accountable to 

the electorate, under a regime with all tĥ . trappings of 

neopatrimonia1ism where political power is used exclusively to benefit 

those in power. The type of entrepreneurship that such a structure 

g e n o e s manifests itself in sub-sets of activities labelled by Krueger 

^ 1974) as "rent seeking" activities and elaborated by Bhacjwati and 

Srinivasan C1979), and by Bhagwati (1-82) who introduced the 

terminology, "directly unproductive profit-seeking activities" as a 

general concept that embraces lobbying to install distortions with or 

w11heut po1itical 1 e q i t imacy» 

T^ere is nothing inherently wealth creatines in ent^epreneurshin If 

entrepreneurs are defined as persons who are ingenious and creative • **n 

finding ways that add to their own wealth, power and prestige (Baumol 

1 QOH> "i+" "i c nr.ee i hi c -in critwa raoac nrooH nut auar-ira anr! ' ̂  ~ W / 3 1 " 1 W r-1 W ̂  —' 1 ' w ' ' • ^" " ̂ ^iww^y w . I 3 1 I VH Ul > -W w j MIIU 

se 1 f — interest to motivate entrepreneurs tc get what they wan^ 

particularly if businesses remain highly profitable because of political 



qnwi rnnmon-h ui -j h "j ri hi rh hoy qpo rsf g _ 

t-p̂  T-h -jg accepted that enterpreneurship is a crsstiv e rGsponCQ to X ~~ 

•jngff]cisncy how can entrepreneurship coexist with X~inefficiency? 

(Leibenstern 1967) It is the nature of entrepreneurship that is 

important here. In stark contrast w^th creative entreprenuershipj 

destructive and even narasitic entrer,reneursh1n thrives under 

rcnt-cQal/inn / ront icino rsr t pin ma r~ an\;T rnrxanr 

Kratz (1992) and Baumol's survey shows tha^. "here is some linkase 

between X.—in, e f t^c i e n c y and ^ent—seekins.. Kenneth J Button and Jones 

r1992) have insisted, that market structure aspects are critical in 

d e t errr< 1 nin3 the existence of non allocative efficiency presumably with 

its potential of cre^ti.ns rent seskins activities.) Under certain 

.conditions, economic agents may not necessarily achieve maximal 

efficiency both in their productive decisions and^or their behaviour. 

"The desree of competitiveness in 3 firm msrksc, the extent to which it 

is Incorporated as a psrt of a public sector bureaucracy, and the nature 

q*f regulatory re9ime under which a firm operates a.̂ e all orimarv sources 

of possible X-inefficiency" (Button and Jonec 1900) 

uarnor (1984), World Bank f 1989), and Marsdan (1990) have persistently 

pointed out that African entrepreneurs, under hcstile market 

environment, "rationally" refuse to allocate resources to oncj term 

investments- Instead they a^e observed to prefer short—term illicit 

activities such —s dod—in3 pavments of tariffs and market 

Baumol sussests that while the total sup01 ' of entrepreneurs varies 
amnnn cnrioHoc QT r- F ho "I t 1 "i i nn nr anf rcrironaur"! a 1 rocniirrp * - ; . w. Sw » » — • - ̂  - w - • ~l - wf" ««i«-•• - "" 
h ^ - h ^ productive activities such as innovation, (which no coubt takes 

a Int r\T ri nnnr anH TC hoa\n 1\/ "i rsf 1 iianran Hy i*hp rPl&tlVS DSV 

offs societv offers to other set1vities such as rent ssekins, organised 
r r i miQ ac cr\-F-fQ>" nnr i nnc Tncracr! n-r rcuarHi nn r> rcaf i \/f- \j anr! i nnr.vsl inn ^ • •••• W W w . »/ W • — f̂  - " ' • • - . . . ~ - — ^ i ' — - ' • •• ̂J « • J — » » ̂ IIMIWtW* IKIH 



7f "Pop example, an autocratic 

obed^^nce, entrepreneurs are likely to venerate such leaders in order to 

n^in protection and access to loans "from, say a nnmo nr mnnnra +• n nnc 

in the absence of political accountability, constitutional restraints 

and other democratic institutions. If indigenous entrepreneurship must 

fnnrf-inn ac tho on.fine -For crnnnmir n rnuf h in l^onwa hnci nocc r»r\1 n rv . , W W , W. . w, ,-w wi ig I I IW . W » wwwi itsm I ss ̂  . ,j « , I . IWWW ' 1 ̂ J 

environment must be undsrgirdsd bv existence of democratic institutions 

such as investigative journalism, etc. tc ensure optimal control of 

government policies bA-' the electorate. Presumably creativity and hard 

work would then be rewarded. As Kenyans have Quickly realised, they 

ngc(jaH much more than a multi—parL^ parliament and; at least in some 

ways freedom of speech. Prior to the demise of communism, freedom of 

whatever kind became some end—n^sred species in Kenya and other 

countries considered to be on the frontline tc fight communism. _et me 

summarise entrepreneurship in economic literature before considering 

\mihy fho existence of competitive democracy as a necessary condition for 

innn\/aHvo Siic-i nacc cnwi rnnmani-

Schumpeter (19341 is the most explicit economist who first 

conceptualised the entrepreneur 3.3 an innovator. But according to him, 

-hj")3 entrepreneur is no mors than a creature driven by instincts and 

clearly not b p r o f i t . Profit, avarice and ~^ forms of self interest 

piay nq part in s*cimulatinQ the en treorsneur to work. Consecjuently 

Schumpeter's entrepreneur is hardly & risk taker. 

Literature abounds on definition of the term "entrepreneur" It 

first used by P%ichard Canti 11 on, (1680-1784) but was formally introduced 

•jn economics by J.B. Say, (1767—1832) who defined the entrepreneur as a 

speculator, Kirzner, following the Austrian school, depicts the 

ent rec-reneu r as an ? rh i t GP!: ̂  s n omi-i 1 •ihrafinri anon-H in a wnrlH nf 

imperfect information. Frank Knight (1885-1973) like CantillT 

emphasise the uncertainty bearing role of the entrepreneur. In general 

the entreDreneUr iS VariOUSlV dpMrfpH - c an artnal f ari-nr nrnHurf inn 
IW I . J W [W I W -4. W WL ! >«/•_> I VWV^} ^ I V V I V I I 

(Say), as arbitrageur (Kirzner). as an irs^pva"1"0" ^/-hunnarari anH 

uncertainty bearer (Cantillcn and Knight) according to Barr9tr,'c ^ioba> 



account cf history of entrepreneurship. Mark Cassons (1982) synthesis of 

the functions of the entrepreneur by defining the "entrepreneur" as 

"someone who specialises in taking judgmental decisions about 

coordination of scarce resources". 

Mark Cassons further adds that such a person is invariably atypical. 

Entrepreneurs need not necessarily be wealth creators as Baumol has well 

argued. What clearly distinguishes entrepreneurs from the rest of 

economic agents, is the entrepreneurs ex post superior judgment as it 

appears to us metal beir.gs, but to the entrepreneurs such judgements 

are ex-ante! Entrepreneurship can be a creative response to non 

allocative efficiency only under certain circumstances. 

Leibenstein first postulated the existence cf a ncn allocative 

inefficiency. In its simplest terms, it simply means that economic 

aganfe may not necessarily achieve maximal efficiency in both productive 

decisions and effort. If X-inefficiencies exists, it follows that 

resource allocation will ba greater if a turnaround towards allocative 

X-efficiency can be achieved. This could mean that a free lunch 

previously in the offing, would also evaporate! 

With the exception of Schumpeterian instinctive driven innovative 

entrepreneur who innovates automatically and is clearly atypical, for 

many cf us, creating a product takes effort and rigor. This includes non 

Schumpeterian entrepreneurs as well! X~inefficiency stems from decrease 

in the lack of intensity of environmental pressure cn economic agent, 

particularly under monopoly. This results in lowering the level of 

concern with operational details cf an organisation and consequently, 

less effort is expended. 

According to Leibenstein, central to the process of creating a good or a 

s e rvi c s y,'ith market utility is effort as a factor. Surprisingly, effort 

is not a key factor in contemporary micro-economic analysis. 

rr 1 



in general n3"ithsr individuals, nor "Pirns, work as hard or search "for 

information as effectively as they could. But when external pressure i 

felt by economic a^ent as a result of competition, the pressure 

translates into search for higher productivity points. Indeed, this 

leads to increase in pressure of new effort points which were previous 

undiscovered. In some cases, pressure may lead to hiQh productivity, 

high utility effort points. This of course excludes Schumpeterian 

i ncf i nrf-Hriuon onfronroncnr 

Unuc\/or mnnnnr.l m\/oc 1 H ronrc fr,r h*irah Honrca r\-F HicrrQnnnar\.' 
W . W . , I I I W I . W I W . J 3 I . W W ' 1 -WW I I WW . W . , 1 1 3 1 1 W W-L . W W W 1 W I W W I U 1 V*> I I S.4. 1 J 

behaviour. When monopolistic behaviour is founded on power and control 

tnic becomes a licence for those in powerful positions to be arbitrary 

elnnnv anH o\/on e;! 11* c n ncc rt-F hi 1 raa 1ir rat *i n arrr.flanrci cnrh ac I W f-J f-J J UL L>WL W V W I I • ^ >_>•>» I U \Jt I LUL I W UT IVL 1 \JK. t U I I J U 1 1 \J W <—» W I I W 

v/itnessed in state enterprises. This is because one of the rewards cf 

hg-jnq a ffionopoiy -jc iari q-t accountability (Kimenyi 1985) A highly 

-jnoff-icient firm could be reportin9 Quite high profits, even if this 

rcaiiy mnanc that the cost of the firm1s inefficiency are borne by the 

chat £a nr rho rnnciimorc 

¥—Q-P-PT +- hon r~xi ariri louolc n-f n rrsrJt srf- i \t T -f- ̂  ^ ^ • « • - f l̂ j! 7 ^mw ' ̂  » ̂  ' ~ w ' ^ 1 w . w , ̂  . 

Lei benstein pointed out self-evident truismi it is individuals, NOT 

institutions called firms or households, who have objectives and 

motives. It is individuals, NOT institutions, who actually maximise 

utility or profit within an enterprise. Effort is best understood as a 

bread band with upper and lower limits. It is perfectly possible for 

•jnH-iu-jrjnai in chooss a 1 ow effort position and satisfy all aspects of 

COntraCt even Wh Q n h"*c or it nut i c Clihnnt -lira! Th-ic t c haranco it -re r.nt 



r J in nt rp-i "! 1 Mm./ whal -i c fho linlr ho+-woon ; — . i n o n n \ anr 

competitive democracy^ The introduction of oowe? rnnf r*r\ 1 jsnH aisth o m r 

changes the picture especially if the link between pr"jvate interest in 

business and political interests are synonymous. Under a corrupt 

pol itical regime j power can be boucihx, to pursue business advantages by 
hi nh 1 w incff •iî Tont arfarnri occ T R\ I N uhaf ^ how r- a N 3rhia\/Q - f - H N R ^ I I N H 

competition. Political power enables —hose in power to manipulate 

administrative instruments to influence the behaviour of others besides 

satisfying individual desire for prestige and income in parastata.ls and 

the civil service. There are exceptions to this however when an 

autocratic leader makes a strong commitment" t"o, and is energetic in 
rrost i nn cs-Ff i omnrimr^ i nmnt "i woe fnr "iuo avrmrl marl/ai* ae 

'rcnroncnrchiri ;.iac 
• . W. . W L T I ^ VT 

wtac h^ q3s9 Korea (Koo, 1992). The latent entr 

stimulated. Ghans, in contrast had a higher per capita income than 

Pr-, r-h i :rta 1 anr! "i + c 1ox.ro"! n-F orhnn 1 nm/ rcr+ainh/ v.<ac mii.̂ H h"i rshcr than -h o +-i ^ > Vfl.11̂  iw— ^ I WWW1IIIW 1 J yj^ I w I I I ituu 11.« ̂  I : I i » 1 > w » w I :wx • • wi.wio 

of most South East Asian countries, before Kwame Nkrumah came to power. 

Two decades on, the economic decline was accelerating on a near free 
•fall enooH o c a Hi rorl roci iH rs-P r,n 1 *i +• *i n a 1 aiitnrrarv 

Tn q rcnirrci i.ijiGro rho distinction between free enterprise and political 

r a function of political 

patronage, entrepreneurs sre likely to use up resources lobbying because 

political variables determine the success of an enterprise. Indeed, 

innovative entrepreneurial styles that 3re directly unproductive such as 

exploiting the loopholes in the law as in the case Go!denberg became 

routine The danger is corruption becomes so institutionalissd and 

f horornra an a.̂nori-fr- a h 1 o wav .nf n c H H n /t n-i/̂ln C-irrsnc in Maniifar+iirinn a ro 
.W .̂ W, - I UAV^/WF^WWK^LW N U ; . ^ ^ ~ ^ I I . ̂  I W I I - « . . .T IW 111 II>V«.IIV4>WIWU/*_«I I I I ^ J 

less likely to undertake costly search for the state of the art 

+ g£hnr)iQgy +q hotter the bsst products in the world since the domestic 

no cmiinnlorc arirl nthcr rarL'afoorc whnca ovictanro unitlrl "in any racp 
O H • W 1 ^ »-*»"-• W ^ L - ^ L I V̂T. W , N W ^ W W , W I W W W ! ! ^ ^ . <-< 3 I I I -A. I I J U U WW. 



Supposing the 3utocrstic leader has a hi oh utility for innovative and 

torhnnlnniral ri T -F-F: JC i nr.O Tho *5 nnart n-f c i m h loaHarcHin r\rS the rata R$-F WWWTLLLWIW^CWMI , . I V4 W I W I I . ILLW ' ILLF-'WI-L U I W W W I VJ I . I WL I V I > W •W^ /W . 

innovation and technological growth would have immlserizing outcorns 

riopon^ing r*.n the -jniHai conditions as well as by com mltment to use wh 

wr. rl/c l̂ nr-saa Tanrarria firncnHn: r, w.jxw. I ̂  w , Ŵ A ) ' ̂ Hi.W.1 1 « j Jŵ WIIWIItl iapan and India all had strong otct 

i o r-\/on+" -J nn h;i + f'no inHnct r*ial nnl T r "i ac n r-rirl n.̂ ar! ',/cn/ H"i -fforant 

r-cici! 1 i Ha\/inn an "innnctri al nr-i "I - » n o itcol -F nr-.t* onnnnh f\7-i + -ha D .i-J >-* ' ' l i i ̂ M w i .vir ^ i IWJ iw 1 w w w I • IIW"- v* • ̂  ' • 
icgn^ The ambitious efforts to industrialise Africa through public 

enterprises in Ethiopia- Zambia and Cameroon were largely a wasted 

effort becsuse of —he decree to which causes of X~inefficiency were no 

addressed, "^ake, for example, the case of two countries with strong 

industrial policy such as Zambia and Mauritius* In these two countries 

+• ho racn *lt*c n-F t^oi r i nrincl r-i al r.nl *i rv u/a ro \/on/ H n -F-Fc, rcnl Tn Lronus 
W. ^ WW^T.WW — I W. . . • I W«W WL IV-., F- — ' •• ̂  ' V > J ^ » ' ' W. I W . J . ! , , 

t ho go ye r p. me n 1*, policy on import-substitution Wc i inHa r-t Q Lrcsn i.n thn??! 

balancing protection from competing imports with export incentives tha 

unr'/oH ] n\.i ( IQSO'i 

Why did ineffective industrialisation policies continue to be pursued 

Hon i t" uac nhl'1 t".ha +• f ho\/ up y 

Is ' 

j Hpnrac n-F rlalant innc -i t hnnt f rjalc nrriirrar! with tho mnv/cur.ant 

_ jlearly not benefiting the country^ 

t a coincidence that decline in personal liberties as indicated by 

tow ard s one-party rule? Under any regime, there 8re always winners and 

losers. It cannot be suggested that all the politicians in Africa were 

nr. 1 1 ort T \/ ctunirl 

A casual scan of the reports of the Government Auditor~~General ma^' be 

used as indirect reflection of increase in political dictatorship and 

indirectly, the desire for political support for business survival. It 

is at that time when the first generation of Kenya's politicians 

accjuired wealth which increasin^'lv became critical for Political and 

isioinocc ci irrncc >. Foreign—owned enterprises clearly influenced ^he 

industrial climate bv insisting on additional government protection 

ostensibly because of oresumed "market" failure Efforts to c^rroc^ 

ostensibly because of presumed market" failure. Efforts to cor reel" + 

did not bear positive results. Inspite of local manufacturers Expert 

i n 



seme reasonable adjustment of the time" Admittedly this is no more 

than circumstantial evidence that indigenous top politicians maintained 

ineffective development in policies as lone as they benefited privately 

Private preferential functions and personal objectives of civil servant 

and politicians were assumed to coincide with aggregate social 

n r o f o r o n r o O n ! h a t i ( 1 CQfl"! 

Tho first generation of educated Africans clearly took advant—c?ss of 

1071 MHar.wQ commission. Thev moved swiftly to private sector or 

parastatal after taking the earlv "retirement1 as recommended by Ndegwa 

commission, on attaining forty years of a~e» Policies which v»e*~e to 

nurture indigenous capitalists at least implicitly assumed that human 

raniial forlnra+'inn^ sanri onf ronronni irch "i n we e vn,-tn vrannic Tho 

beneficiaries understood their function very differently. As Qkcli is 

rsDcrtsd by Sand brook have said "having succeeded in drivin^ away 

the colonial masters, the victors fell back to distribute their booty". 

But capitalism on its own, is not the same thing as entrepreneurship as 

l/on\/one a no e "i rvs.fi har? T nn H nrt T m rool ICQ f Quaincnn IGpf}̂  

With over-valued exchange rate manufacturing firms had no incentive to 

)ush their products outside the nrotected market, U A C C Q C C T n n 

advantage» At the 

nrcfaront-i al 2 , T O C C -to nr. 1 "i nal/crc whether thrniinh the nee r?*f 
^ . W . W I - W . I O . ^ I ^ ^ ^ ^ ^ WW P W I , ^ J NIUNW . W , V« R WI IW I W I 1 R W. ^ I . ^ J IW ^ WW WI 

political insiders or by other wa^s, enabled Asian owned firms to turn 

the effects of the over—regulated economy to the" 

same time, the procedures of licensing created widespread rent 

ting top bureaucrats 

on t.he basis of censor a! loyalty and as a reward for trust and not 

because of professional competence. The culture of eating" had arrived 

At mnct ̂  this promoted inecjual ities in capital accumulation but 





textiles in Kenya remained an interesting question (Gulhati 1990)» 

Policy makers should "first address causes of the market "failures or-

expert side as they balance incentives "for export and domestic markets. 

It is a counterproductive policy which diverts entrepreneurial energies 

and resources away "from the search "for new markets and better 

cl-ill in nrrlor tn nmrlnro low rncl hi it hnnh nnal -it-u i f amc I I IUI I U U V U I • I I "J I 3 • ILL W I ^ W I W V V U U U I WN W W U U U W I I • JJI I ^ U U I I W^ I UVN I W • 

uihen entrepreneurs go "for short term profits through bribing custom 

n-F-F-i n s I c a \ /nTrHnn tsr-iff o inctaaH n-F al lnrstinn onl ror 'ononns i 

rssOuTcss to wealth creation, we have every reason to suspect that the 

pol icy environment is wronci. Entrepreneurship may, of course, be 

constrained by the initial conditions with regard to the level of human 

capital stock, infrastructure and markets as was the case at 

"i^dependence. Thirty years after independence, it is doubtful whether 

k'onyano are bst tsr off in relative and absolute terms using Human 

Resource Development Index and other measures of growth and welfare. 

Although researchers who have been most unequivocal in support of the 

existence of X~~inefficiency are scholars writing in the perspective of 

rant cool/ing tradition, Frantz C1992) alleges that ironically, it is 

t nocci './orv roooamhorc uhn arniic that ow on H -F rant cco!/ i nn a v -j c t c *) t i c 

inconsequential. Rent seeking is supposedly a substitute for 

X-inefficisncy. For example, if resources are used to remove initial 

distortion and achieves a first best optimal out come, this would be 

welfare improving (Bhagwati 19S2). Loss due to delays arising out of 







consumsr nnn He = nH nnn- t r a H ah 1 ec corfr.pc fnllni.finn -in thai- nrrict 

The roccarrhorc fijrrhgp C3."' CU1 3.tod the domestic TSSOUTCS COS t 0T fiXpOTwS 

anrj ImpOrtS. ThS ra "j rn 1 at i nnc rcugsl qq that vary larno import p.r9miS 

causes ma^ or distributional shifts and leads to rent seeking activities 

that are clearly a waste of resources. The Turkish study is relevant in 

a narrative appraisal of the high cost of industrialisation in Kenya, 

ihe anti-exnort bias in manufacturing under feeble and ineffective 

oolitical commitment has been the problem and not only because the 

nlnhal ma rlrcit char-inn arrannannont aHnntari hy rnt \ t -j n at t nrsa "j 
i ̂  ̂  i mUl • ' ̂  • ' ' ' -<• i i » I J w 11J i : W'JVf.' w w ̂  W / • l|.utlwi.lwtul<~>l>*_«l 

corporations had the effect cf reducing the likelv load of positive 

response to the availability of export subsidies. Just as the World Bank 

a report noted, there were powerful cs roups who benefited from the status 

ouo rQui hati 1990^ Politicians p no top bureaucrats were privately in a 

pact 'With foreigners to make the most from the situation. Interestingly, 
lton\/anc rannrrl n-F t ntonci t\/ n-F nn-./ornmcnt nnnt rnl nt ro I on i \/ i 1 ann nnl it inal 

U"ithnnt trial ann rofncal t n, ran-ictcr nrocciirc nrnifnc 
l uc i vvi u ui i '_A : ) iv i u i uwu i uw ' ̂  • w O "w i M i v u I i v u ̂ w 

ori a nart u ronimn W » I >W C F I I ^ 

H o t onnrai 

The ernpir 1 cal estimates of real resource costs expended to obtain 

nromi i im -Peth nn 1 ironrac i n iiir-l/ew chnw that imnnrt ratinninn ran H — ' ' I W W ~ . . L 0 . . — 1 ' ̂  1 - ~ . — Ŵ-AW illlf-'Ul V . W I I . I IJ Wt-M I 

ncmnratci ciHa o-Prort whenever imports and domestic commodi11es â re 

imperfect substitutes. The implicit bias agairct exports with a net 

effect on reducing the country's aoi1ity to even save scarce foreign 

exchange is counter productive. Inward oriented development must relv on 

market restriction and state intervention. But this creates an 

environment for rent seeking activities in contrast to open export 

promoting policy. Freer trade and factor mobility reduces rent seeking 

hy restraining the interest of powerful groups and cartels. Direct 

government entry in business through p.^rastatals and indirectly through 

pol icy manipulation under one party rul1^ must have generated rents to 

top politicians and bureaucrats in Kenya, who then began treating such 
rente ao r. rnnc rt \r r-ir?htc ~\/er-./ \/ear the A i i H -»t r General -in k'en\/a 

j J wWM • 'iww i - >>• inwi i j i-v 



taken on the suspects, top bureaucrsts and civil servants trsat ths 
rannrfc so nurclw Tprnnconnontifll 

Ths existence cf autocratic rsgimss obssssed with ths regimes own 

survival as the most important thins have bssn ths ruls, rather than ths 

exception, in manv countries in Africa South of the Sahara. Associated 

with this phenomena ars 'ncidsncss of rent seeking activities involving 

highly politicised civil service through coercion by the "strong man". 

The Zairian Civil Servant who is expected tc survive on "rents" 

routinely generated in the course of his work is no exception on the 

continsnt. The diffsrence betwsen corruption in the Zairian Civil 

cgryjrg^ KHgap-Jĉ  Q r U'onys f Qf- thar mattSTj iS the dS~rSS tO W h 1C h 

rnrrnn-t-inr l c wiriacnraan in anv rnnrrnf -in A-Fr-i/̂sa rathflr h\/ i +- o V^l I Wf̂  W I VII . —j f< I MM^^I <11 I j UWUIIV j lit J I > . t WL } I UUIIWI Û  I uO 

absence. 

Whenever the distinction between private sector activities and the 

government is bl'jrred. only "politically right" businesses survive! 
Ccsl-F ini-a^oot n-F >/ariniic >~ c >: i-a ni-nnn; nroorl arn' a>/ai r--j/-racuHc in 
_/ I . • IWW'WWW — I I J _> (_ W W W I . I — ^ — ) ^ T U W W W I V » - T W W W M I J I I I 

plundsring of private and state property. This is sslf destruction 
C\!anHcn«,in^ola MQQRl V. * wl WI IIIMW I wClw < 

Apart from ths csnsral wslfars loss 5S a direct ccnsscjuencs of resources-

diverted to rsnt generating activities, ths necessary pressure that must 

prevail to motivate market driven enterprises tc search for new 

technologies evaporates. A business en/ironment where X—inefficiency 

thrives cannot generate innovations. Entrepreneurial resource (which is 

a non tradeabls attributed is '..astsfully deflected from creative and 

rigorous activities to cultivating favours of the politicians and in 

pursuit cf patronags Lac!- of competition, guarantees a sheltered market 

and unrealistic prices for existing firms. Indeed, import substitution 

was the major obstacle for further industrialisation in Kenya precisely 

horqiioc -i t- failorl halar.rc Horrvcscr- -i r cnH c^^arnal rnmnat i t" 1 nn "l̂ PG 

as top bureaucrats and politicians who were in Isagus with the 

foreigners continued to benefit, fsspls and ineffective policies for 

industrialisation remained even when thei^ failure was a common 

11 
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Competitive Dsmocracy and Entrepreneurial Resource Allocation 

Baumol attempts to elaborate Schumpeter's theoretical model to include 

Qotorminan+c o-f ontpoppeneur 1 al resource, "focused on "pay of"fs1 to 

various activities as dictated by the "rule of the game", "The 

allocation of entrepreneurshio between •reductive and unproductive 

activities, though by no means the only pertinent influence, can have a 

profound QffQct on innovativeness of the economy and the degree of 

Hi c com i nat i on OT "ire f orhnnlnn-iral H -i crnwo r -i oc fanrl owon nn nrOOensitV 

f n coarrh -for now rl'icrnuor-ioc'l 
ww _ w —. w. i w i i:w»T w 1 www < V I .wwy 
aHH i t i on 1 T nnonoco fhat n r̂ nal 

^ I <-» L I I J > -J- 1 W W W WIIM I «-* W I 

poQoH-ing cblsctiV9, has c a t h art 

[The words in parenthesis are my 

co H r.̂ mnof St n \;q Homnr rar-i/ sac an Q\/q n 

o-F-Font on tho cr nnnrry. Xt contributes 

to the social engineering of a culture that ultimately stimulates 

entrepreneurial resources which is then directed towards creative and 

innovative activities. Is it by coincidence that KANU purged or 

Hanniiticissd trade unions and other organisation in the last two 

Hon a Hoc i.r!fh the rn co o*F npn-riairimnnial rn~li in Kenya? Kenya's Hon lino 

•in ornnnr.i r nrnuth in no! at i\/o ann ahcr.1 nf Q tonmc Hurinn that nonioH V U U I I UIII I >J <N J V IT U I - - • - • - • - • . . . — . . . . . . . . . «...., • • • •« • 3 

can be taken as circumstantial evidence, t h ? t there is a 

positive/negative correlation between democracy (or its absence 
ononomin n rni.t h in Af ri rs — ^ s -

^ anrl 

• w 3» 

Tho econcmies of South East Asia including Korea are culturally 

rharan^Qn'coH h\; nol 1 ont i w i ct i n anH larna r.ni.ia r Hictanno \/ari ahlj 

Unrha na nt o r i c t i n a 1 1 \t thoco aii+hnri f ar-i an nr.1 it in a 1 nor? T moe •f i net 

aHontoH a no"lin\/ w o w ^ ^ ^ i i ci thct its it i on 55sit tho innentiwoc 

for sales in the domestic market were similar to incentives for sales i 

the international market, thus avoiding anti-export bias (Vittorio Carb 

et al 1982) East Asian countries have cleanly achieved economic growt 

without nomnot i t i \/o Homonnatin i net it tit i one 



who sati sf i sd the mean preference ratinQ of electorate would command 

rtiajQp-jty votss. Rulers would be accountable to the electorate. They 

would have no power to rig the markets as an act of safe guarding their 

se1^-interests. The electorate would determine the optimal size of the 

olortorl nnwo r-nrrici n +" 

Possession of political power would amount to no more than power to 

iwnioman t the "wishes" of the people. De—linking business from politics 

so that the two activities are not synonymous with each other would mean 

thof -p-jrmc would no longer seek refuge from rigours of domestic and 

external competition by manipulating political instruments. Admittedly, 

thorn are no countries in the World that do not protect their 'infant* 

-induct rioc -Tor- cm inH or-n pom l n roacnnc anH i.H f h rnrrort hal anno n-P I I I Ŝ  W W U I ! VW I V I WUU I 1U U Wl I II I W I w W WWl l w Ul I U tf I *_r I I V W 1 I WW U K/ M I I 1 V w V I 

incentives. What this means is that such protection is not a licence to 

be sloppy under rigged market conditions — it is optimal protection. 

As Leibenstein observed, 'monopoly oives license for a high degree of 

discretionary behaviour...to be arbitrarily, sloppy, bureaucratic, 

arrogant and non responsive to...demands Protection not subjected to 

evaluation can be counter productive. This is because protected firms 

aro unlikely to invest resources in research and development and in the 

search for new technology to better the best products in the market. 

Dr7Qwnrcl'i anrl ! imnnn-i ( ha\/c r nnc "i r\a rcr! ̂ jhcvthor Hdmnrrar1./, fnctcrc I I I.MIVWI Sit I l.llir«llgi V. I W I IM» W WV..W itaVI WW ... IV Wl wWlllwwi • —www. — 

or hinders economic growth» Thex/ reiect the idea that democracy protects 

property rights and insists that this is a new invention. They urge that 

distribution of consumption caused by the market on the one hand and the 

^nterests of the voters must differ. This ic because democracy enables 

1 o 





rnntributicn in inducinQ economic agents to be in n o v a 11vs Unosp 

"nor-Forf11 compet 1 tion entrepreneu^isi re sou^"ss â ~e likely to be 

stimulated away "from inert to hish effort points because there would bs 

nn dictators to ric the markets in their "favour. Existsrics of frss press 

which has to reflect ths interest of its readers would stimulate 

ini/Qctinst^/Q innrnal icm A nH c n noo c n "I T i n^Qracf nrnorl Hoi.m ri nhf 
. I H U V J U I JJU W I L W J U M I LIA I I W I I I I / 11 I W W I I I W W W W I I 1 . I W W • W W W , ' W W W 5 U<J I I I I I I . I 

ar-.H not nnct util-j + ar-ian anH r.h -i 1 an+ h rnn -j n intpntiOHS SDOUHd . U V W. I I W W W- I 1 W I IV V J M ^ V W W I I I U<-1 I I M I I I • W FW-LLL I I 1 W 1 < I W I 1 I I W W ' I W < W I I W U U ^ U I IV» J 

cgif po 1 icin3 aoents, thrivins on what thsy cpsats through invssti3ativs 

prccc^ y/njj 1 d bs motivated to invsst resources to uncover corruption and 

other rent seekino activities as Ksnya has witnessed recently at an 

optimal social cost when self-po 1 veins asents reciprocate in watchins 

+• Ino uiq+ .̂ Hmssn" 

QQ'./Cral mana7-incic cnoh QC "THa enriah/" "Pi nsnro" "! su r̂ nnl" h 1 v" Spd 
< — , ^ . I I W W WU W< I <_:W I I ! W WWW I W W Y 5 I I I .C I . IWW J W •» N.W. I W I I I J V*I .W 

•Hhcj Presbyterian church masa7ine "Jite3wmss" havs been forced to enter 

•I- ho jri a r U q "h nl arc o-F *5 Hose enry •iyi ng ̂  in c otrio CaSSS , OH ShOS St P1 P. Q 

hitHnoi-e The cnl f i nf Qract c o-F fhan r nrr.nr-lcitr.rc mo ra f han nh'i "1 anf hrnnu 
W U W ^ W -_.W . . [ I W W W I I » I L WW I WW WW W I W . . W I . J - I W ^ I . W WW I W , N .W.W WI I<-»I . F-" ' ' - W F - ^ . I I ^ (~> J 

norhonc nii+ c nraccnrci on +• h om TO raf 1 orf icciioc OT mainr- rnnrornc +" o 
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+- ho w.^fare a c rnnci imo y~c 

Under dsmocracy7 self—interest is likelv to bs harnessed "for productive 

activities. This happens when, "for example self-interests drives 

consumers to form consumer orsanisations. Philanthropic institutions as 

judgsd by thsir intsntion5 would themselves need to bs kept in check. 

Avaricious "ohilanthropy" also bound. 

Tho of fart o-F Hannrraru or, -if-i\/a mari/at "i c fhaf 11*10̂  offnrf a -
. . . W W . . W - ^ — ' W WNIW W J - W W U . F ^ W W . W . » W . n w W IW - ' • • . . • W . W . . W W . 

ac predicted by X~e"f"ficiency theory are likely to be reduced 

c-1 gn-;-p-jcant 1 y. ^f entropy creeps in because o*f the intensity of 

competition in a homooeneous product, the pressure for firms to survive 

will motivate leading firms to maks intentions! investments on research 

and develocment in search fcr profit. In ths search, for the ever 

rscsdip.3 gQ^ 1 competitive democracy^ citizens of ths country are likely 



calf Hoct r'JC t1 OPi. 

A trade policy which stimulates technological innovation in countries 

that inherited Western socio economic and political institutions, 

rlcinr1\/ rflnr.nt cnn/iwo withnul a whnlo arra\/ r»-F ricmnrratir -i n c+* i 11 't i Hf:c. 
W I " S I - J W CI I I I I W W •—> \J) I » I » W »Y 1 V_. 1 1 W W T» I I W I W V-4.1 I WY W 1 V-4 WL I I W W J \J 1 W I I IWW 1 O W U 1 W I I W 

-in pi ore_ thqro are welfare properties in economic growth models of 

P nmor anH Cprrarct m m Thi c T C noranco torhnnlnnv nc partly riwalnnc o rif I \ W I : I W I U I IU W C L W W I WILIS I I I I W I W ^ W W WI W W W WWWITIJWIW^JJ I W I I J I I % I W W W I I V-

nnn n w a DuKl-ir nnl -irioc a ro nooHoH +n aHHroec ma rl-of fan lnroc in 

hijnrsan capital devoted to technological development, occasioned by 

quasi-pub1ic good nature cf technology. 

t-F Korea and other newl^, industrialised countries in South East Asia 

have achieved technological and economic growth while they can hardly 

Qualify to be on the league—table of "democratic" institutions, this 

rrmlH i./D 1 1 ho ao a raciilt n-F riiltiiral / rcl in"in{ic \/ar-iah1oc in RnHHh i cfn www.- w . . — w — w .www.w ~ . WW . WMt M I / I W I . ̂  I • Wl . . WW «.. v.WW.MWI.. 

with its strong emphasis on egalitarianism CKoo 19-2). Other geo-

political historical differences do not permit a simple comparisor 

hotv^oon South East Asian and African Countries o be made. 

Tp Kenya's case, it was a British colony with a colonial legislature and 

infrastructure (with all the assumptions on how these operate) was 

simply grafted in 1963, The free market system which Kenya embraced at 

tho t-jmo q-f indeoendence in order to create wide and varied 

no and sati sf vi no work . p.nf a i 1 pri P. i m n 1 NOR.', tC 

nstitutions to provide checks and balances on 

nnnnrt i in -j +• i oc fnr rou/arH W M M W , O W , , , W . W W 1 W 1 

ownlnt inn rvF Hcmnrrar i/̂  
W I W I U U I W I . W 1 WWIIIWWI W. U> I W 

+• ho Harl/ anH Hanno rnnc o Hoc ryf caif intsTsst that fuel competitive 

spirit. Thirty years on after independence, Kenyans are slowly realising 

that there may not be short cuts to competitive democracy. If self 

interest fuels competitive spirit in the economy the mechanism for 

ensuring that policing self interest at socially optimal cost is through 

allowing self interest to be controlled by "self interest" in an 

environment cf free political competition. Entrenched 391f hntorest by 

various groups have made the transition in this direction extremely slow 

anH na i n-KM ! 
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