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Abstract

The property rights issue is one of the m ost In portent insttutional differences betw een
developed Heveloping countries. The violation of the property rights results w ith rent-
seeking. In order to see if the extent of rentsecking differs significantly betw een
developed and developing countries, T applied a cross section and a tin e series study
wih the ntenton t© measure rentsecking. I found that rentsecking is ow m
developed countries whilst it is high n developing counterparts. Turkey, as a
developing country was my soecil case t© goply tine series study t© see if rent-
seeking vary over the years. Tnmy additionalw ork for Turkey, I found thatthere isa
contegrating relationship betw een rentsecking as a percentage of the budget LnR,

and goverrm entsize (LnGY, ), and GNP percapita income (LNGNPC, ).

KeyW ords: RentSecking, Budgetary A Tlocation, Cross Section Study and Tin e
Series Study



1. Introduction

T order t© apply a m easuran ent technique t© see if the extent of rentsecking differs
significantly betw een developed and developing countries, 1 this paper, I first ook at
property rights issue in developed developing countries as one of the insttitional
differences, then I ntend t© apply a few m easuran ent technigues i order t© exam ne
the Inplication that rentsecking activites differ betw een developed and developig
countries. A ccording to K atz and Rosenberg (1989:140), “developed econom jes w ith
established hierarchies tend t be less wasteful than less developed econom des, which
are typically sdll ttying t© find theirpolitical and social dentity by shifts n the relatve

pow er of pressure groups” .

I their study, K atz and R osenberg presented quantitative m easures of rentsecking for
20 countries. By extending Katz and Rosanbery’s tin e period, which was for the
period 1970-1985, T exam e a cross secton of 20 countries durng the period 1974-
1994 t© see if Katz and Rosenberg’s conclusion is robust. Th additon, T conduct a
tim e series study for Turkey during the period 1960-1994. Tn both studies, Tuse K atz
and Rosenberg’s m easure of rentsecking, which captures waste as a proportion of

governm ent pending for the governm ent’s budgetary allocation.

Katz and Rosenberg (1989:140) stated that, “strong property rights reduce rent-
seceking actvites” . Therefore, T discuss property rights very briefly In the next section
before T start our em pirical analysis, sihce it is one of the fimdam ental issues 1 m any
developing econom jes. Th particular, this brief explnation of property rights m ght
help us t© understend rentseckng n a developing country like Turkey .

2. Property R ghts and R entSecking

M any developing countries are n a vicious circle of ow lving sendards (ow per
capia national ncom e, unegual distribution of national incom e, poverty, poor health
and education opportunites); Jow Jevels of productivity; high population grow th rates;



high unem ploym ent; high foreign debts; underdeveloped ndustries; high dependency
on agriculture etc. Thiwall, 1991). T additon t© these comm on characteristcs,
developing countres also suffer because of weak econom ic and political nsttutons;
such as unprotected property rights, absence of a consttutional fram ework and
undeveloped governm ent that cannotcarry outits finctions properly.

Ttisw dely accepted thatgovernm ents, n general, play an in portentrole n stm ulatng
econom ¢ activity by operating theirr finctions appropriately and effectvely. T
partcular, the man functons of goverment n both developed and developig
countries are expected t© be; m ahtaining public services, nfluencing atbtudes, shaphng
econom i insttutions, Nfluencing the distribution of ncom e, Mfluencing the use of
resources, contolling the quantty of money, controlling econom ic fluctuations,

ensuring full em ploym entand influencing the level of vesm ent Lew is, 1963).

There isno doubt thatw e all need governm ent to protectus, to secure our rights from
violation and t© provide public goods that cannot be w ell provided through ordnary
m arket processes. The ability of governm ents t© use their m onopoly of legitim ate
forces is central t© the fulfiln ent of those tasks. H ow ever, thism onopoly pow erm ay
be usad for other purposes. Goverm ents may do things for bad reasons that are
essentially corupt, eg. giving favours t© their supporters. Therefore, governm ents
may fail either because they do too little, or because they do too much. In many
developing countries, the degree of econom ic pow er of goverrm ents dom hnates their
political pow er, snce they find it difficulty t© isohte the econom ic ole of the sate
from dtspolitical, social and m ilitary roles.

If governm ents do the right thihgs econom ic grow th and political sability m ght be
achieved. N evertheless, if they do too little or too m uch or the w rong things, grow th
and sability are retarded. For nstance, protectionian in trade I m any developing
countries is still seen as one of them aln functions of a dom hantsate' . This pont led

Hayek (1944) and m any other liberal econom ists t© argue that an extension of sate

! Econom ically, politically and socially dom hantstate.



ownership or the form s of the state nvolvem ent n the econom vy necessarily gave rise
0 a toalitaran, repressive political systam .

hdeed, In m any developig countries, goverm ents fail t m antahn equality, prom ote
the exploiation of one class by another and neglectpublic services. Atthe same time,
they may put I plce excessive controls by regulations) and end up with over
soending. M ore in portantly, rather than protecting rights from violation, governm ents
use thelr power as an nstum ent of violation of property rights as much of the
literature on rentsecking notes. A s it is known, if capital fom ation is one of the
conditions of econom ic grow th, the existence of a law of property is one of the
conditions of capital form ation. W ith the conceptof property Im ean the Jegal rightto
exclude other people from usihg a particular resource. Th order t© Secure property
rights it is necessary forgovernm ents to protectpublic property from private abuse and
it is necessary to protect private property from public abuse and private abuse.
N evertheless, governm ents in developing countries often use their authority and their
confiscatory pow er t© provide privileges desired by particular politcally-nfliental
people atpublic expense Tullock, 1993). T otherw ords, if governm ents cannot or
do not want o protect the property rights of the public for the favour of some
privileged groups, rentsecking mcreases. A ccording t© Tullock (1967), undesirable
rentsecking occurs In the case of unw illing uncom pensated transfers. On the sam e Ine,
M Nutt (1996:164) anphasised that “when I hterpret rentsecking activity as an
abridgem ent of property rights, then taditional rentsecking is undesirable if the
ndividual or society is hadequately com pensated for the transfer of resources that
t|akes place”. If these uncom pensated groups are nvestors w hose property rights are
notprotected and whose w elfare Josses are uncoveraed, capital is discouraged and this

despens the vicious circle of poverty of developing countries.

A Ithough these unprotected property rights issues sean t© be mainly a problen of
developing countries, it actually affects both groups of countries but t© a different
degree. Ttis certanly true that rentsecking is everyw here, but at different levels. Tn
the public choice approach, it is considered that a theory of property rights is a very
In portant issue and requires a com plete theory of ‘the state’. A s an extension of this



dea it is also considered that property rights, the sate stucture and rentsecking
actvites are closely hterrelated w ith each other. For this reason, In order to reduce
rentsecking, Tullock (1993) suggests several political reform s that m ight In prove
violted property rights. These are; qualified m ajprity voting, greateruse of referenda,
a balnced budget, lin its on the size and the extent of govemrm ent, and better

consttutional enforcam ent.

I the Iightof the property rights issue, In section TIT T undertake a cross section study
o exam e the extent of rentsecking I both developed and developing countries. I
consider that if rentsecking is the violation of property rights, it can be hteresting to
associate and com pare rentseckng w ith different nsttutional settings In cross section
sudy. Tn order to carry out this analysis T take changes I governm ent budget
categories as a proxy for rantsecking. This is a method suggested by Katz and
Rogenberg (1989). Ourman intention is to com pare our results w ith those of Katz
and Rosanbery t© see if there are any significant changes since ther study was
published 1n 1989. First Inead t© explamn whatK atz and R osenberg’s dea is, how they
m easure rentseckng and w hatare them ain w eaknesses and strengths of the approach.

3. R entSecking and Budgetary A llocations

K atz and Rosenberg (1989) considered that governm ent transfers generate w aste and
Iower actual national ncome, whilst not necessarily changing the accounting of
national ncom & . So that they offered a m ethod to m easure the waste due  rent
seeking which results from  the governm ent’s budget. Thelr rentseckng m easure w as
the proportion of governm ent spending for the govermm ent’s budgetary allocation
(hcluding tansfers). A lthough Katz and Rosenberg’s in portant com ponent of the
m easuram ent w as goverm ent transfers (which was referred orighnally by Tullock
1967) they considered the em ploym ent of changes In governm ent spending as being
subpect to fiill dissipation by rentsecking, rather than only changes in governm ent
transfers. Katz and Rosenberg stressed that they m ight have overestm ated the rent-

seceking when the changes in goverrm ent spending is considerad. For tham , them an

% Thdeed, even the com position of acoounting national incom em ightrem ain unchanged.



reason for thatw as the unavailability of data on the changes In goverm ent transfers.
By employng the governm ent spending, they divided the budget nto nne categories
ncluding; Health, D efence, Education, etc. and took the changes n each of the nne
categories beaten period (1) and () as a proxy forrentseckng. W ith this study, they
ntended to fill the gap In the area of the m acroeconom ic effects of rentseckng, snce
many smudies have dealt mostly with rentsecsking effects of m icroeconom ic

governm ent intervention such as goverm ent’sm icroeconom ic policy or regulation.

K atz and R osenberg’s estin ates of rentsecking induced by the governm entbudget, Tre
based on two assumptions. First, they assumed that every iterperiod change in
governm ent budget categories arises from rentsecking activites by special nterest
groups. K atz and R osenberg considered that rentsecking battles take place In orderto
alter the structure of property rights over the budgetat them argin. H ence, any change
n the proportional com position of total goverm ent spending was assum ed t© be
ndicative of aw aste of resources resulting from rentsecking. W ith thatassum ption it
w as characterised that there is a direct connection existbeaten transfers n the budget
and the rentsecking activity. This assum ption view s governm ent spending as self-
serving by the goverrm entrather than as an altruistic regoonse to the neads of public.

K atz and R osenberg’s second assum ption w as that the aggregate netbenefit from this
soecial rentsecking is zero, ie. resources are expended untl the m argnal benefit from

budgetary allocations is equal to m arginal cost. Thus, the activites of gpecial nterests
groups In pursuit of rents are a pure w aste of national resources. This point can be
explined better with an example. Katz and Rosenberg considered an economy
consisting of three sectors; an agriculiural sector, an industrial sector and a service
sector. Titally it is assumed that there is no goverm ent ntervention m this
economy. Later, it is considered the case that the goverm ent ntervenes m the
econom y by taxing people, who an ployed in the service sector and announces that this
collected tax w ill be given either agriculiure or ndustry. Under the circum stances that
there are no ncom e and substitution effects of those taxes and tensfers, it can be
speculated that either agriculture sector or mdustrial sector butnotboth groups) w ill
obtan these benefits which are the tax recepts from the service sector). From the



rentseckng perspectve, it is obvious t© expect that both groups @griculiural sector
and ndustry sector) w ill have an centive t© lokbby the governm ent In the attem pt to
divert these funds thorough them selves. K atz and R osenberg comm ented on that the
am ountto be given to either group is equal o the rentsecking activity, which uses up
resources but do not ncrease the size of the national pie. Th partcular, shce these
governm ent transfers generate waste, they lower actual national incom e, but not
necessarily reducing the accountng of national incom e. Therefore, this rentsecking

actvity is considered as a social cost o the whole society .

I the next section, under the Iight of these assumptions, I explan Katz and
R osenberg ’s technique and how they estin ated the extend of rentsecking w aste due t©
certan types of governm ent transfers and spending.

31. KatzandRosenberg’sM odeland Their RentSecking M easures

K atz and R osenbery ntended t© capture the total change In the proportional allocation
of govermm ent spending for different purposes. Since they assum ed that; (@) rent
seeking activity done by pressure groups which use up real resources n thelr rent-
seeking , and (i) the total rentsecking done is equal © the total change In the budget’s
proportional allocation for differentpurposes, they define a variable R, as rentseeking

for budgetary allocation f(as a proportional of overall govermm ent spending). Ry IS

based upon absolute changes m the proporton allocated t© different budgetary

categories In year (f) overyear (1) as follow s:

=—2‘S - S (-1, &)

where S ().

5 and S (t— 1), are the proportions of the budgetgoing to purpose iin year
() and (&1) regpectively, n is equal t© the num ber of categories In the budget, and the
division by 2 is done t© avoild double counting, j is the number of countries, j =

123...20. So that R is one half of the sum of the sum total of the absolute changes



n the proportion allocated t© differentbudgetary categories n year (f) overyear (&1).
Tt is accepted o liebeaten 0< R <1. Th Katz and R osenberg ’s paper the value® of Ry

is calculated for each year for the period of 1970-1985 for20 countres by dividing the
budget nto nne purposes including; D efence, Health, Education  etc., and by using

UN ’s G overrm ental Fhancial Stadstics. The m ean values of R, over tm e for these

20 countries Tre calculated as follow :
T
chzsz' /T @)
=1

where T is the num ber of years and R; can be view ed as representing the m ean rent=

secking n country Jj.

Another measure of the waste nduced by rentseeking is denoted by W, which
depends on R and governm ent expenditure as a percentage of GNP, G /GNP) that
the goverrm ent expropriates by its spending. W hilstR ; tells us of the mefficiency n

governm ent soending itm ay be of little consequence if the governm ent sector is am all.

Thus, the m easurem ent of W ; is in portent if a jadgem ent is t© be m ade of the social

costof rentseckng. This calculation ofw aste is:

G
W =R,.( ) @)
GNP,

where G is them ean of governm ent expenditure and GNP is the m ean of national

ncom e n each country . Again itisassum ed thatO<W <1.

A ctually, they consider thatm ost renttsecking takes place betw een sub-departm ents or purposes. So
that these aggregated data are likely to Jead to underestim ates of the am ount of rentsecking taking
place.



Our am is o rpeatK atz and Rosenberg’s study for the period 1974-1994 for the
sam e 20 countries using the sam e technique. The nital year of our analysis is 1974,
not 1970 as K atz and R osenberg used. This is because, our data sources are different
(our data are from I F's G overrm ental Financial Statistics and their data are from

UN ’'s G overm ental F hancial Statstcs) .

32. EmpircalResults:

M TABLE.1,Katz and Rosenbery ‘s results are given In the third and fourth colmns,
whilst Dan fthas’s findings are presented I the fifth and sixth colimns In order t©
facilitate com parisons. Both R, and W, are multiplied by 100 In order t© m easure

rentsecking, In cents, pereach dollar spentby the governm ent.

TABLE 1 E stim ates of R ent=Secking In a C ross-Section of C ountries

KATZ & ROSENBERG : DEM IRBAS:

1970-1985 1974-1994
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No | Countries R, 100 W 100 R100 W 100
1 Australia 287 081 403 124
2 Belgim 213 0.73 291 148
3 Canada 261 059 326 074
4 France 128 051 261 110
5 G am any 138 020 202 061
6 Greece 528 125 658 115
7 Taly 731 265 555 226
8 Spain 292 066 523 176
9 Sweden 259 092 326 149
10 Switzerland | 210 1.77 017
11 UK 255 0.89 312 121
12 USA 2 .80 0.62 240 057
13 Chile 532 199 1022 233
14 Egypt 1019 519 822 349
15 Thdonesia 785 180 647 172
16 Israel 758 543 951 463
17 Kenya 397 099 548 448
18 Korea 6.08 099 451 066
19 | M exico 1016 175 1110 255
20 Turkey 7.70 178 973 186
w here;

R : Them ean value of R, overtin e <100 to find the rentsecking waste, n

cents, perdollar spentby the governm ent) .
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W_.: A m easure of the w aste nduced by rentsecking forbudgetary

cj
allocation as a percentage of GNP (100 to find the rentsecking w aste,

n cents, perdollar spentby the goverm ent) .

A scan be seen from TABLE 2, after Taltered the period and extended it from 15 years
to 21 years, I ranked both D an Itbas results and K atz and R osenbery results t see if
there are significant differences. Degpite faw m apr changes I found out that m any
countries m oved only one or two steps, but sayed in their developing and developed

econom Jes groups. For example, Korea was I the 12th place n ranking by W ;

Katz and Rosenberg’s study, How ever, K orea clinbed the 4th place m Deanm Ibas’s
study. Ttm eans that In K orea, rentsecking w as subgct to a reduction that is achieved
either by reducing the renttsecking w aste as a proportion of GNP or by reducing the
governm entshare N GNP. On the otherhand, Spain as a developed econom v dropped
from 6th plce t© 13th plhce. Tk means that rentsecking activibes creased
substentially after 1985 in Spain up t© 1994.

T additon, Turkish budgetary rentsecking show ed a reduction n D an itbas study. Tt
was on the 15th place in ranking by W K atz and R osenberg study, then itclinbed o
14th place n Dan Ibas’s result. A lthough it is not a substantal reduction, it stll can

be nterpreted as an In provan ent.

I can alwo see the distinction beaten developed and developing countries of D em Ibas
study N FGURE 3.

TABLE 2 R ank C orrelation Betw een D an rbasand K atz R osenberg R esults

DEM IRBAS: KATZ & ROSENBERG :

1974-1994 1970-1985

C ountries Rank by Rank by | Countries Rank by Rank by

12



ch W cj ch W cj
Switzerland | 1 1 Switzerland | 3 1
USA 3 2 G em any 2 2
G em any 2 3 France 1 3
Korea 10 4 Canada 7 4
Canada 7 5 USA 8 5
France 4 6 Spain 10 6
Greece 15 7 Belgim 4 7
UK 6 8 Austalia 9 8
Australia 9 9 UK 5 9
Belgium 5 10 Sw eden 6 10
Sw eden 8 11 Kea 11 11
Thdonesia 14 12 Korea 14 12
Spain 11 13 Greece 12 13
Turkey 18 14 M exico 19 14
Chile 19 15 Turkey 17 15
M exico 20 16 Thdonesia 18 16
Taly 13 17 Chile 13 17
Egypt 16 18 Taly 15 18
Keva 12 19 Egypt 20 19
Tsrzel 17 20 Tseel 16 20

FIGURE 3 Relaton Between RentSesking and GNP per capia Incom e for
theperiod 1974-1994 .
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The relation ofR ; t© the level of developm ent proxies by GNPC is illustrated by the

scatterdiagram N FIGURE 3. Ttcan be seen thatdeveloping and developed countries
distinection sl exists am ong countries (w ith high GNP per capia and relhtvely low

rentsecking for developed countries, and w ith Jow GNP per capia and high rent
seeking for developing countries). Clearly, it can be comm ented on that developed
countries Iike UK w ith fixed pow er structures show s Jess evidence of w aste than m any
developing countries, likke Turkey. As also can be seen, there is a tendency for
developing countries t© congregate in the upper left hand side of the scatter diagram

and fordeveloped countries to on the low er righthand side.
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T order to an phasise this difference better T carried outa sinple analysis. By taking
average rantseckng and stendard deviations of D em has’s study, I ntend t© show
how waste is com paratively higher In developing countries. If I classify developed
countries as; Austtalia, Canada, Belgium , France Gem any, Span, Ialy, Sweden,
Switzerlend, UK and USA, and developing countries as; Chile, Egypt, Thdonesia,

Israel, K enya, K orea, M exico, G reece and Turkey, I can getthese results:

TABLE.4. AverageRentSecking and Standard Deviation ofD an irbas’s

Study
C ountries Average R enttsecking Standard D eviation
Ry W Ry W
D eveloped C ountries 2.73 0.89 084 048
D eveloping C ountries 771 246 234 134

I can apply a test satstic t© see if the m ean value for developing countries is really
higher than developed countries’ m ean value ornot.

I can test our null hypotheses that the m ean of population of developing countries is
equal o the m ean of population of developed countries or am aller than the m ean of
population of developing countries. To conduct the test, T select a sample for
developed countries as 12 and for developing countries as 8. W hen our sam ple sizes
are an all (Jess than 30) and I assum e both populations are norm ally distributed, the test
statistic has approxin ately a tdistribution w ith the degrees of freedom .

Snce the m ean value for developed countries,m is 273 and the mean value for

DC

developing countries, m ., is 7.71; and the stndard deviation for developed

countries,d pc , Is 0.84 and the stendard deviation for developig countries,d ipc , iS
2 34, the teststatistic value can be calculated as 4 49.

This value is a realisation of random variable approxin ately ollow g a tdistribution
w ith degree of freedom is8 24.

15



Iround downw ard from 8 24 and use the approxin ation df = 8. The critical pointin a
one-ailed testw ith @ = 0.05 fora tdisrbution with df = 5 is1 86. Then, I rejctthe
null hypothesis that the m ean values of tw o populations are equal t© each other. Th
other w ords the m ean value for developing countries is greater than for developed

countries.

321. Two Cross Secton Studies for 20 C ountries

Follow Ing K atz and Rosenberg’s argum ent, I also apply very sin ple analysis n order
o exam e rentsecking M both developed and developing countries. O ur ntention is
o see if there is any relationship beaten quantitatve m easures of the ‘proneness’ of
different countries t© respond to pressure groups I determ ning the com position of
their spending and ther GNPC . A lthough these m easures are only ndicative rather
than conclusive, I believe that they provide som e m eans of com paring the extent of
rentsecking across countries. The hypothesis is that the higher national per capita
ncom e @s a proxy o developm ent Jevel) the Jess rentsecking w il occur. Tkm eans
that optam al governm ent transfers, better nsttutional developm ent, w ell protected
property rights  ete. reduce rentseckng activities. To testthe hypothesis Tused K atz
and R osenberg ‘s idea for 20 countries, but this tim e for the period 1974-1994. To do
that, T estim ate a regression equation of w aste as a percentage of the budget (R_) on

the GNP percapim GNPC _ ) for20 countres. This regression takes the form :

R, =a +bGNPC + e, @)

a) Katz and Rosenbery ’s cross section results (1989) for 20 countries for the
period 1970-1985

16



K atz and Rosenberg estim ated this linear regression of waste as a percentage of the
budget (R) on GNP percapita (GNPC) for 20 countries and their resultyielded as

follow ng:

A

R, = 765- 044GNPC R* =061 ()

3 q124) (535)

The values In parentheses are tvalues. They found that one unit an Increase I
GNPC Jeads o a 044 unitdecrease In rentseeking. The sign is as expected and

coefficients are satistcally significant.

b) D am rbas’s cross section results for 20 countries for the perdod 1974-1994 :

This Inear regression of w aste as a percentage of the budget (R;) on GNP per capia

(GNPC,,) for20 countries yielded the follow Ing result In our estim ation:

R, =822- 031GNPC,, R® =044 6)
(888) (=3776)

The values In parentheses are tvalues. T find that one unit an increase n GNPC

Jeads t© a 0 31 unitdecrease in rentsecking w aste as a percentage of the budget. T can
see this relhtion In equation Q) for both developed and developihg countries nn
FIGURE 5. Diam ond dots are foractual values, square dots are forpredicted values.

FIGURE 5 Rehtionshp between R and GNPC_, for 20 countries n

DEM IRBAS'’sstudy
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Relationship between GNPC and Rc

0 2 4 6 8 10 12 14 16 18

Inow carry outa significance teston the slope param etersb , on equation (5), and on
equation (6), n orxder to see ifm eans are significantly differentornotat5% . Ournull
hypothesis is that m eans values for each eguation are the sam e and our altemative
equation is that they are significantly different. For these hypothesis, since the sample
size isgnall f = 20) the teststatistic value isused and itw illbe 5 21.

Since X, is 044 and X, is -031, and stendard enors are calculated as 0 .08 foreach
equations, the com puted value of the test statistic is t= -521, which is an aller than
the crtical value <173 m a two-aild test with a =005 for a tdistdbution.
Therefore, T repct the null hypothesis that m ean values for equation (6) and for
equation (6) are significantly different.

W hen T estim ate the sam e regression equation for developed and developing countries

Separately, Tobtain :

* Fordeveloped countries (1974-1994).

18



R, = 929- 042GNPC__ 7)

9 388 (217)

R>=062,R*> =055

V alues In parenthesis are tvalues.A t5 $  significance Jevel the critical tvalue is -2 23
I conclude that I cannot reject the null hypothesis that there is no significant
relationship beaten the variables at 5 $  significance level, but there is a significant
relation at10 % significance level. The sign of coefficient is as expected.

* Fordeveloping countries (1974-1994) .;

R., = 710+ 069GNPC ®)

(4.65) x27)

R>=061,R%> =058

The values n parenthesis are tvalues. A tthe 5% significance Jevel the critical tvalue
182 .09. So Icannotrerctnull hypothesis that there is no relationship beaten variables.
There is ano significantrelation even at10 $  significance level

As can be seen from our analysis, although T found out that there is a significant
relationship beaten rentsecking and GNP per capia for 20 countres, the same
regression equation did not give the sam e answer when I separated countries into
developed and developing ones.

Inow cany outa significance teston the slope param eters In equation (7) which is -
042),and equation @) which is0.69) In orderto see if they are significantly different.
O urnullhypothesis is that there isno significantrelatonship.

For these hypothesis, since the sam ple size iIsanall 1 = 20) the test statistc value w ill
be-194.
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Sihce X, is 042 and X, is 069, and stendard enors are calculated as 008 for each

equations, the com puted value of the teststatistic is t= -1 94, which is an aller than the
critical points <173 in a wo-ailed testwith a = 0.05 fora tdistrbbution. Therefore,
I reeet the null hypothesis. Tn otherw ords, the m ean values for equation (7) and for
equation () are significantly different.

Therefore, T conclude that cross section studies m ight not be the best m ethod for
m easurhg rentsecking when developed and developing countries’ distnction is the
case I consideration. Th order t© elin nate these shortcom ngs of the cross section
study, T apply tin e series study for Turkey w ith m ore explnatory varables. Th order
o apply a tin e series technique Inead t© explain very briefly the m ethodology of this
study .

4. A Tin e Series Study For Turkey

T the previous section, T applied cross section analysis for testing budgetary rent
seeking for 20 countries and concluded thatbudgetary rentsecking w ill decrease w ith
an ncrease 1n the Jevel of developm ent as proxies by GNP Per Capita. Th addition, T
also found that Turkish rentsecking for budgetary allocation as a percentage of GNP,
W, decreased and itmoved to 14th place from 15th place n Dan bas’s Ranking

Conelation Table, TABLE 2). I consider that although cross section analysis give
som e Nteresting results, it stll far from being very com prehensive and analytical. Tn
the analysis, all 20 countries are assum ed t© have sin flar political system s even
developing and developed econom des distnction is m entioned. Indeed, each country
has different insttutional background and stucture.  Sihhce different nsttutional
settings Jead to different Jevels of rentseckng, the actual consequences of changes n
the discretionary pow er of political agents can be exam ned In tim e-series approach. In
order to exam ne Mnstiutional issue I Turkey I the context of rentsecking, T applied
tin e series study . Therefore, Tw ill exam e the hypotheses that if there is any Jong-run
rlatonship between variEbles in cointegration/fErnor Conection M echanism
fram ew oxk.
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41. Conhtegration Tests

The concept of colntegration was first ntroduced hito the literature by G ranger I
1981. Contegration is the swatstcal inplicaton of the existence of a long-run
relhtionship between econom ic variables (Thomas, 1993). The man idea behind
contegration is that if, n the Jong—n, tw o orm ore seriesm ove closely together, even
though the series them selves are trended, the difference betw een them is constent. Tkis
possible t© regard these series as defining a Jong-run equilibrim relationship, as the
difference betw een them is stattonary H alland Henry, 1989).

Charam za and Deadm an (1992 :144) defined contegration as:

Tine series X, and v, are said to be contegrated of orderd, bwhere d 2 b2 0, written
as;
XY, ~CIdb),
if:
1.both series are jntegzated4 oforderd,
2. there exists a Iinear com bination of these variables, say a,x +a,Y, ,which is integrated
of orderd-b
A ccording to this definition, [a,,a,] is called a comtegrating vector. Cohtegrating
coefficients, which constitute the contegrating vector, can be dentfied with
parrm eters n the long-nmn relatonship between the variables. T the case of
contegration, if these variables are contegrated, they cannot move “two far’ away
from each other. T contrast, a Jack of cointegration suggests that such variables have

no Jlong-mn relatonship O ickey et.al, 1991).

The order of ntegration of the variables is one very inportant topic rehwed t
contegration. In the litemature, much of the theory of comtegration has been
developed for the case where all series are Integrated of order one, ie. are I(1). Tkt
must be stressad that if variables n a Jong run relationship are of different orders of
htegration and the order of ntegration of a dependent variable is lower than the
highest order of Integration of the explnatory variables, there mustbe at Jeast two

4 Tntegration is the representation of a processasa sum of pastshocks. A process is said t© be
ntegrated of orderd ((Id)) if afterdifferencing d tim es the resulting process is stationary ([denoted
I(0))
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explnatory variables htegrated of this highest order if the necessary conditions for
stationary of the ernror term  is to bem et.

There are three notions behind comntegration t© be mentioned here; spurious
correlation, statonary” tin e series and eror correction m odelling ECM ). A ccording
o Granger and Newbold (1974), sourious regressions are typically characterised by a
very Jow DurtbinW atson statstic’. If there is a high degree of conelation betw een tw o
variables, itdoes notautom atically in ply the existence of a casual relationship betw een
the variables concemed Holen and Thom son, 1992). For examplke, a hich R’may
only ndicate correlated trends and a not true econom ic relatdonship M iller, 1991). To
ram edy this problam , the cointegration technique and enor correction m odelling are
recomm ended (B ahm ani-O skooee and A Ise, 1993).

C ontegration analysis confronts spurious regression, atem ptng to dentify conditions
under which the regression relationship is not spurious. Therefore, the problan of
Spourious regression, and the resultng work on comntegration, occurs because m ost
econom ic tm e series are non-stationary. A stochastc process is said o be sationary,
if them ean, variance and covarience of a series to ram ain constantover tim e. Ifone or
m ore of the conditions are not satisfied, the process is nons@ationary (Charan za and
Deadman, 1992; Thomas, 1993). Cohtegraton and ermor correction m odelling
nvolves m ain three steps. F irst, determ ne the orders of integration for each of the
varidbles; that is, difference each series successively untl stationary Series aem erge.
Second, attem pt t© estm ate contegration regressions w ith ordinary Jeast squares,
using variablesw ith the sam e order of ntegration (I the tw o variable case). F nally, if
there is a contegrating relationship between the variables, constuct the enor
correction m odel.

4121 UnitRootTest for O rder of Mtegration

> Stationarity of a series in plies thatgraphs of a realisation of a tin e series overtw o equal-length tin e
ntervals should exhibit sin ilar statistical characteristics. Stationary series have a tendency to retum
to theiroriginal value aftera random shock; them ean and the variance of such a series do notchange
w ith the passage of time.

6 “Spurious regression problem sm ay existw hen the adjusted R ’ s higherthan the DW statistic;
under such circum stences the coefficient estin ates are problem atic” M iller, 1988 :31-32)
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Sce standard regression analysis requires that daa series be stationary, the first step
Is to dentfy the order of tegration of each of the variables. Therefore, I apply the
unitroot test. A Ithough there are several tests for the presence of unit roots In tim e
series data, the stendard testing procedure for determ ming the order of ntegration of a
tine series is the Augmented D ickeyFuller ADF) test O ickey and Fuller, 1979,
1981). The general form of ADF testn levels and In firstdifferences can be w riten as
follow s;

Ay, =a+dy, + Y bAy, +7 T+e, (for Jevels) 9)

=1

AAy, =a +d\y, + Y bAAy, +7 T+e, (forfistdifferences (10)

=1

where , Ay, are the first differences of the series, m is thenum ber of IJags and tis tim e.
I regress Ay, on a constent, y,,, Ay, (severl lags of Ay, (enough t avoid
autocorrelated disturbences)) and T @ tine trend). Then the tstatistc on the
estin ated coefficientof d isused o test the follow Ing null and altemative hypotheses.
I the ADF test, “the null hypothesis is that the variable under nvestigation has a unit
100t, agalnst the altermative that has not. The substentally negative values of the
reported teststatistic Jead t© rejection of the nullhypothesis” O ickey etal., 1991:72).

Hg: d=0 (1e. the presence of a unitrootn the series levels)  (11.)

My ain Is to test the null hypothesis of noncontegration aganst the altemative of
cointegration and then to estim ate the contegrating regression. If the hypotheses of
the presence of a unit oot Tre not rejected one w ould then the test the differences for
the presence of a second unit root. If the unit root is set out as above cannot be

refected then v, cannotbe stationary and itm ay be I(1) or I(2), orhave an even higher
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order of ntegration [see for more details, Fueller (1976); Engle and Yoo (1987),
Cheram za and Deadm an (1997)].

Sice Ido notknow the true orderofd, when Tused tw o-step procedure, the m odel
selection criteria such as the Akaike Information Criteria A IC) or the Schwarz
Bayesian Criteria (SCB) can be usaed to select the orderof the ADF regression. To do
that T select three Jags, then choose the highestA ITT t© decide which lag Tw il apply.

The rejection of the no-comntegration hypothesis show s that the proposaed relationship
Is a vald comntegrating vector w hich m akes the regression of budgetary rentsecking
on the variables are non-gpurious. Existence of cohtegration m eans that budgetary
rentsecking and the other variables tend t© move together. Follow ng the recent
Iiterature the 1nk betw een comtegration and the error correction are explored by the
tw o step procedure Engle and G ranger (1987). The first stage is sin ply t© estim ate
the static colntegrating O LS) regression, the second is to estim ate the error correction

m odel. The equation t© be estim ated is as follow ;

42. Tine series sudy for Turkey w ith Additional Variables (1960-1994)

I analyse Turkey sihce it is very hteresting country from the viewponnt of the
nsttutons. The sate can be chssified as a ‘soong sate’, which are “those
sim ultaneously capable of resisting pressures and generating public policy Nitatves on
their own” Caporaso and Levine, 1993:183). On the other hand, the Interest groups
are wesk and unorganised. In the case that the state is stong, the budget w 11l also
represent the policy mitatives of the state (the civiland m ilitary bureaucrats) .

T this section, n order t© analyse Turkish case 1 m ore detail, I carry out tin e series
analysis n w hich governm entsize and few dumm y variables are added t© the equation.
M y hypothesis is that the gn aller the governm ent size and the higher is GN P per capia
ncom e, then Thave Jess rentsecking 1 the econom y.

The size of governm entand rentseckng relation has been explored by Tullock (1965),
Downs (1967) and N iskanen (1971). In them anstream public choice literature, while
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Buchanan and Tullock (1962) advanced the central dea that stong nterest groups
determ ne the size of the govemment, Niskanen @1971) has argued that the
bureaucracy contributed t© the size of govenrm ent wih oversupply hypothesis.
Thdesd, T can com bine these tw o approaches by clain ing thatboth nterest groups and
bureaucracy determ ne and contrbute t© the size of govemment together
sim ulteneously. W hen rentsecking costs arise from  politico-econom ic m odels basad
on the size and the growth of govermment, I can emply the size of governm ent
variable as explnatory varables to explain rentsecking activites. It is true thatboth
“bureaucracy grow th and rentsecking reflect governm ent failure; w hile bureaucrats as
agent provocateurs may hduce rentsecking politicians aware of thelr re-election
constraint” M ANutt, 1996:136). Therefore, T expect a positive relationship betw een

rentseeking m easure LnR, and goverrm entsize LnGY, .

On the otherhand, the higher the per capita mcom e the Jow er the em phasis on the need
for governm ent ttansfers. Sin ply athigher ncom e Jevels, the m argin of hiterestgroup
com petition s Iikely t© be exercised in them arketplace. H ow ever, w hen the ncom e is
Jow , political allocation yields higher lncom e benefits through transfers relative t© the
ncom e derived from the market. Tn other words, it is m ore profiable for nterest
groups t© Invest thelr scarce resources t© nfluence governm ent policy than it is for
than to mvest their scarce resources In the m arket where the retums are Iow . The
com petition t© control the nstrum ents of w ealth transfers is therefore Iikely t© bem ore
vigorous In Jow incom e countries than n high incom e countries. Tn sum |, the Jow er the
per capita ncome GNPC) the higher the political insability and the low er degree of
political com petition because the ruling coaliton always secks to monopolise the
supply of Jlegishtion and to dissipate its transfers t© the m en bers of the supportng
coalition. T therefore expect a negative relationship betw een the Jevel of per capia
necom e and rentsecking. Th order to capture this relationship T settwo m odels. Tn the
firstm odel T exclude dumm y variables effects and 1n the second Tadd dumm Jes.

M odell

LnR, =a + bLnGNPC_+ jLnGY, + cD 71+ e, 12.)
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M odel2

LnR, =a + bLnGNPC_+ jLnGY, + cD71+d 74+ ID80 + e, 1s.

Here, T took the natural Jog of the variables since this Inear form can also giveus som e

Tnform ation aboutelastcity .
Tn where;
LnR, The Jogarittm of rentsecking (1960-1994 in currentprices, from M F

LnGNPC, :

InGY, :

D71:
D74:
D80:

resources)

The Jogarittim of GNP percapita (1960-1994 in cunrentprices, from

M F resources)

The logarittm of govermm entsize G GNP) (1960-1994), from IM F
resources)

dummy for1971 m ilitary intervention

dumm y forCyprus conflictin 1974

dummy for1980 m ilitary htervention
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TABLE 6 TheADF Test for Integration Level

Levels 1stD ifferences
Variables. ADF cv ADF cv Integer
Levels
LnR, -060 295 732 295 Ia)
L]_’\_GNPCt -0.06 2095 -6 67 2095 Ia)
LnGY, 054 355 -6 68 356 I1)

The results n TABLE 6 suggest thatall the variables appear to be sationary n their
first differences. On the basis of this inform ation, I can now estm ate the Engle-
G ranger contegration test first stage estim ation .

42 1. TheEngleGrangerFirstStage (Long Run) Estim ation for Turkey, 1960-1994

T this secton I estinated two M odels In order t find out Jong-mn relatonship

betw een variables. TABLE 7 presents these results.
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TABLE 7. DependentVariableis LnR,

Regress M odell M odel 2
A -160 0.76
(250) (-1 86)
LnGNPC, 029 -047
(<1.00) (219)
InGY, 0.89 077
(10.01) 867)
D71 —_ 195
291)
D74 —_ 121
L.72)
D80 —_ 121
L.74)
R? 091 094
RZ 090 093
DwW 143 172
F-Statistic 162 83 92 08
SC 168 004
FF 297 219
N 101 027
H 0.00 016
ADF 448 559
ADF CV 5% 400 400

The values in parentheses are tvalues

Sice calculated ADF values are m ore negative than the critical values I can now clain
that a comtegrating relhtonship exists between variables. W hat T mesn with
contegrated relationship betw een my variables is that there is a Jong-nun relatonship
between budgetsry rentseeking (LnR. ) and GNP per capim (LnGNPC, ) and

Goverm entSize (LNGY, ).
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Now Iprocead o is second stage of the Engle-G ranger estim ation, ie. T estm ate an
ECM m odel.

42 2. ErrorCorrection M echanian ECM ) for Turkey

A ccording t© Engle Granger (1987), if there is a comtegrating relationship betw een
variables, there is a Jong-run relationship betw een than . Furtherm ore, the shortrun
dynam ics can be described by the enror correction m odel ECM ). This is known as the

G ranger representation theoram .

If:

% ~I@),y, ~Il), andEnmorConectonTem ,ECT =y, —b x sI(0), thenxandy
are said t© be contegrated M addala, 1992 :597). The G ranger representation theoram

in plies that under these circum stences ¥, and y, may be considered t© be generated

by ECM of the form :

Ay, =a+b ECT_, +d Ax .+ e, 4.

where b is nonzero and e, is whitenoise enors. A fier T found out thatmy set of
variables are contegrated, then I can apply enor-correction m odellng t© describe the
short run dynam ics. Engle and G ranger argue that a sinple way t© estin ate Enor
Correction M echanisn (ECM ) for the dependent variable and to test the satstcal
significance of the error-cornrection termm is t© use a traditbonal titest. A negative sign
and a significant value for b (b |<1) shows that adjisment is made towards
restoring the Jong-run relationship. Below I present two eguations forM odel 1 and
M odel 2 In order t© estimate whether short min adjusm ents are guided by and
consistent wih the long+un equilbbrim or not for the case of rentsecking,

governm ent size and ncom e percapita. Thesem odels are as follow s:
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M odell

ALnR; = a 1+ bEC Teq ™t dlALnGNPCt+ bi 1ALnG Yete, 15)

M odel2

ALnR, . =a ot szCT + dzALnGNPCt+ szLnG Y +s 2AD 71+y 2AD 74

21
+q2AD 80+ S
1e)
The ECM results can be seen from TABLE 8.:
TABLE 8 ECM EnorCorectonM echanian ) for M odel 1
D ependentVariable is ALNR
34 obsarvations used for estim ation from 1961 t© 1990
Regress C oefficient Standard Error T-Ratio [Prob.]
A 0.07 015 050 [062]
ECM (1) -0.80 020 -4 02 [0.00]
AINGNPC 116 077 <150 [014]
ALNGY 028 032 087 [040]

R*>=035 R” =029 Dw=171 F -Statistic = 560[0.00]
D jagnostic Tests

Test Statistc LM Version

Serial C onrelation 392

Functional Form 132

N om ality 0.76

H eterosoedasticity 0.08
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TABLE 9 ECM EnorCorectonM echenian ) forM odel?2

D ependentVariable is ALNR
33 observations used for estimation from 1962 t© 1994
Regress C oefficient Standard Error T-Ratio [Prob.]
A 014 016 0901[037]
ECM (1) 091 021 -4 25[0.00]
ALNGNPC -1.02 066 -1 55[013]
ALNGY 046 033 139[017]
AD71 134 044 3.06[0.00]
A D8O 0.74 042 1.79[0.09]
A D74 152 041 368[0.00]
R* =059 R? =050 Dw=161 F -Statistic = 6 57[0.00]
D jagnostic Tests
Test Statistc LM Version
Serial C onrelation 477
Functional Form 069
N om ality 067
H eterosoedasticity 065

T both m odels, the coefficients on the ECM s are negative and significant. Thism eans
that adjustm ent is m ade towards the Jong-nun relatonship. n M odel 1, the ECM

coefficient is -0 80 and I M odel 2, it is -0 91 by suggesting very rapid adjistm ents.
Shortrun adjusm ents are therefore guided by, and consistent w ith the Jong-Tun
equilibriim relatonship betw een variables forboth m odels. H ow ever, 1n both M odel 1
and M odel 2 gpart from dummy variables, ALnGNPC and ALnGY Tre found t© be
statistcally nsignificantat5% and 10% percentlevels.

5. C onclusion

T this paper, I have analysed rentsecking waste arisihg for governm ent budgetary
allocations, follow g a m ethod suggested by K atz and Rosenberg. T also exam ed
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Turkey I tin e series fram ework In order to understand developing countries rent-

seekng structure m uch better.

Forstof all, ITwould like to em phasise thatm y findings support K atz and R osenbery’s
result. Hence, thelr distinction betw een developed and developing countries sdll
exists. W hilstgoverm ents 1n both developed and develophg countries stm ulate rent-
seeking, and transfer resources from society t© few privileged groups (Nterestgroups),
rentsecking n developing countries ism uch grater than n developed countries.

Secondly, m my additional work for Turkey, I found that there is a comntegrating
relationship betw een rentseeking as a percentage of the budget LnR, and governm ent

size (LnGY, ), and GNP per capita ncome (LnGNPC, ) m M odell. Talso found that

there is a contegrated relationship betw een rentsecskng as a percentage of the budget
LnR, and goverrm ent size (LnGY, ), and GNP per capita lncome (LnGNPC, ) and
three dummy variables, which are D71 (for m ilitary htervention), D74 (for Cyprus
conflict) and D80 (for m ilitary intervention) n M odel 2. Among them I selected
M odel 2. In otherw ords Independent variables help to explan rentsecking waste n
Turkey during the period 1960-1994. T addition to these comtegrated relationships, T
should that adjustm ents are m ade tow ards restoring the long rmun relationship betw een
rentsecking and othervariables. However, nM odel 2, tw o m ilitary hterventions and
the Cyprus conflict n 1974 had m ore pow er t© explan rentseeking behaviour n the
Jong mun than M odel 1. This also supports my argum ent that som e Interest groups
such as the m ilitary and the bureaucracy I Turkey, have very distnctive pow er upon

governm ents In order to extort resources for than selves.
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