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sbstract gy ‘ \
s paper studied the benefits of secured property and contract rights to foster economic development

specially for developing | economies. It examined this through individuals especially the poor
umulating and protecting properties in accordance with the Laws of the State in order to access
s.ance for wealth creation. It described the rate and extent to which property rights protected by the
wate s an indication of hO\M effective, or ineffective the Laws of the States are with regards to the
vanches of government in existence especially the judiciary which is saddled with the responsibility to
siforce the Laws of a State. It also showed the harmony between property rights, access to finance and
wonomic development in relation to a market based economy.

feyWords: Property rights, access to finance, developing economy and economy development,

L Introduction , ‘

The general believe amongst economists and scholars worldwide is that property rights occupy
¥y important role in any developing economy. The belief is that strong property rights are at the
“n of econcmic growth and development. This assertion has however generated a lot of
“oversies amongst different economists, policy-makers, legal luminaries, academic scholars and
;u‘::Sfthe world over. The interest in this topic stemmed from trying to determine and unde;s::ndath{;

® lactors for economic growth. The need to explore and understand the reasons for the we

rr

“eation and th .
e different growth rates in'countries. property
general concept of formal prope

The purpose f v A i
this paper is to analyse and understand the _
" from the -9 pap Y ir place in developing ecoNOMIES.
e purview isati rights and their place in d€ :
s g of the formalisation of property rig gimes play in accessing finance

vgp DY €xamining the role formal and informal property rights re

“onomic development in'develo

ping economies Sovhe
of ne‘zelzzper also assesses the place of the State in the provision of :o ﬂ;::imﬁ““
«g“’iar.dt . ar\( social, legal, political and economic institutions for the lphts o nfnged upon.
L . assistance of these institutions in the enforcement of such rig N per. The gt e
{;amtt. Drgaper is divided into five sections. The first section introduces It er:dients and benefit of
8l ang N PEMty rights in q market based economy. Here the concep:jt,r en:how O ihe state
"ein 2 Property rights regimes were discussed. It also conside
5 tting in Structures to protect private property rights. economy developmcm-.n
t e th "d section of the Paper examined property rights in relation to b he econamic
a«:ﬁ\onmente Ways through which formal and informal prope rlgh,t:ts = ation
: olf ® State. The paper did this by examining how propertv rig
N Stateg thereby encouraging trade and market activities.

affect t
isted In the allevi

Jligmson .
Happenad?' 1,17 (Joha W
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Washington Mens by Policy Reform, in Latin American Adjustment: HO¥
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The fourth section evaluated the link between property rights and access to finance. It analyseq
Property rights as a bridge to the growth of market and finances which in tU"}; gives way to econom;,
growth and development thus helping the poor secure access to finance in other to increase pEl’Sonall
and societal wealth. The Paper argues that the connecting nexus between poverty anf:l p"OSPe.”tY is
property and concluded by reiterating the place of a well-defined and secured property rights regime in
economic growth and development. The last sectlon concludes the paper.

2. Property Rights In a Market Based Economy . . "

The essential elements of property rights are excluslvity, transferabihty and unlversa'hty. Harold
Demsetz defined property rights as “an instrument of soclety and [they] derive thei.r slgnlflcance from
the fact that they help a man form those expectations which he can reasonably hold m. his dealings with
others. These expectations find expression in the laws, customs, and mores of a society. An owner of
Property rights possesses the consent of fellowmen to allow him to act in particular ways. An owner

expects the community to prevent others from interfering with his actions, provided that these actions
are not prohibited in the specifications of his rights.”?

.

In market based economies though the prices for goods and services are primarily determined
by the market forces, government intervene at various levels and to varied extents by providing 2
favourable environment. With regard to property rights, it raises the question as to what extent the
y rights? The role of government in securing property rights is
rence should be limited. There is a need for government to
interfere with property rights because they must protect the legal rights of property owners if resources

are to be used efficiently.® The importance of this is discussed fully below.
Although not the main focuy

ic growth occurs whenever people take
ore valuable”® Where there exists strong property:
sily tradable and assignable thereby leading to an

resources and rearrange them in ways that are m
rights in any economy the properties become ea
exchange economy which fosters growth.

place. This is where the government plays an Important role by putting in place an efficient legal and
social framework. There is need for a regime w

i here legal rights such as Property rights and contractual
rights are well recognised and enforced. The recognition and en

0 forcement of Property rights go hand in
hand and cannot be substituted for each other.' This will consist of 3 system of functional regulatory

! Michael Trebilcock and Paul Frik Veel, ‘Property Rights and Development: The Contingent Case for
Pennsylvania Journal of International Law 403

' Harold Demselz, *Toward a Theory of Property Rights* (1967) Vol §7 The American Economic Review 7
‘ Bruce A. Reznik, ‘Property Rights in a Market Economy’ (1996) Economic Reform Today 29
" Armen A Alchian, ‘Property Rights’ The Concise Encyclopedia of Economics,

Formalisation® (2008) vol. 30 University of

rhup]lw“w,cconhb orgibr :
July 2014 Hbrny/Enc/Property Rights htmi> accessed 27
® Ibid
" Ibid ) ,
*Paul M. Romer, *Economic Growth’ The Concise Encyclopedia of Economics <http Hwww cconlib.oryhhm,n;“
June 2014

“/Economic Growth hmi> accessed 20
* Richard A Posner, ‘Creating a Legal Framework for Economic Development® (1998) Vol. 13 The World Ba

: p ‘ . Nk Rese
'” Chong-En Bai, Jiangyong Lu and Zhigang Tao, *Property Rights Protection and Access to Bank Loans: Evidcnc‘;n;":og? ::r::::el Enterprises in China'
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m
o e
ram 0 : ! ,
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7 en i
opmen™ o hether th gence of views on whether or noy tt:) erty rights for economic
e ¢ property rights or whether the informal system wij| function 3 €re is a need for a formal

tated to functi ; s effe
s been, > unction more effectively on the followingtt :;EI: : e fom o
nds. Firstly a formal

ut:an an informal system. Secondly,
certainty is reduced or completely

pn1E°

pmpe ' more definite and secure in protection property rights
; ays a role in implementing property rights the *
“helret e Thirdly, a formal system of property rights will reduce t,
;imind s.s 0 information to a person’s rights over property without hrarjsactlo_n Costs as third parties
e aIC:: cearch can easily be carried out in a registry for title to prope :\y’l{:.g to incur so much cost. For
amp broponents of informal property rights have argued that an inform-al system of -
effective and that a formal system of property rights can be quite EXpenshrfz t; eprope,?y rights is
;olj‘r}nal legal system tO function and a poor country may not be able to afford this, How(:::: itlth"eids a
© o that “without 3 good legal system” a country “may never be rich enough to aff das een
115 plso Hernando Desoto a renowned economist stated that "[t]he formal property orst::,ch :
ydroelectric plant."*® Posner has suggested a solution to this problem by recommen?ing th:;:
iseloping country need not invest in expensive legal reforms at the outset but begin modestly.””
Michael Trebilcock and Paul Erik Veel have explored the literature supporting the fact that an
Jormal system of property rights will function effectively. They. explore the suggested alternative
weans to formal property rights such as the game theory analysis' and the development of informal
oms. The game theory suggests that where a ‘tit for tat’ approach is imbibed it may lead mutual
mperation between parties and subsequently even lead to respect for land tenure.”® In addition, they

t where there is cooperation amongst a close knit set of people, this would lead to the
maximizing rule were in

serté
gstem.
[apital's h

%o opined tha
felpment of norms with regard to security of land tenure if a welfare-

tie® However, one would immediately note that these suggested alternatives to formal property
ifts are limited in their applicability. This is because they would only function effectively amongst

tiduals who trust themselves. Although there is evidence to show that informal systems of property
erty rights regime it is safe to

it function effectively®® based on the arguments for a formal prop

“ee with the view that a formal system would function more effectively. This is because it v.vould be
" widely recognised and where there is a need for external transactions informal property rights il
"ufice because they are only recognised within small communities.
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inextricably linked and that Nations prosper when private property rights are well defined ang
enforced.”** In explaining the importance of property rights to economic development they assert that a
strong property rights regime is a determinant of how effectively prices in an economy Wl'! allocate
resources and that the more effectively resources are allocated, the greater the V\{ealth creation. They
stated further in support of the importance of strong property rights in economic development that
property rights is the sole means by which countries can use what they own to promote economic
development without external help.? -

In the International property Rights Index 2011 report the success of highly wealthy
industrialized countries is linked to a system of secure property rights.” The Report states that where a
strong system of property rights exists in a country It internalises costs and benefits thereby providing
the proper incentives for good management of resources. Property rights are also believed to play a
significant role in allocating resources to those uses which are most valued by and beneficial to the
society.®

Tim Besley and Maitreesh Ghatak have highlighted four main ways in which insecure property
rights can affect economic activity. They stated that firstly, there is a greater risk of expropriation,
Secondly, it increases the cost incurred by individuals in protecting their properties thereby reducing
productivity. Thirdly, property is not easily transferable to those who will make the best use of it and
thereby it fails to facilitate gains from trade. Fourthly, property cannot be used in financial market
transactions for example as collateral.?®

De Soto asserts that lack of strong property rights affects economic growth. He based his
assertions on facts and figures collected from Africa, Asia, Latin America and the Middle East. He states
that the poor people in these economies already possess enough assets that amount to immense values
of wealth. He however went further to state that the assets gathered by the poor could not be properly
utilized because;

“they hold these resources in defective forms: houses built on land whose ownership
rights are not adequately recorded...Because the rights to these possessions are not
adequately documented, these assets cannot easily be turned into capital, cannot be
traded outside of narrow circles where people know and trust each other, cannot be
used as collateral for a loan and cannot be used as a share against an investment.”?’

He compared this to the situation in the West where every property is properly documented
and registered.” The strong property rights regime in the West enables those in possession of property
rights use the properties to generate capital which ultimately leads to economic development.

De Soto classified assets which are not documented as “dead Capital”?. He further stated that
the amount of dead capital in developing and former communist countries amounted to $9.3trillion and
this amount is about double the total circulating US money supply.>® This amount is huge and if invested
would do a lot to develop the economies where such dead capital is held. In response to De Soto’s
classification of dead capital, Governments in developing countries are seeking ways to turn the dead
capital in their countries to viable assets. It is recommended that one way of turning dead capital to
viable assets would be to develop property rights regime in the country and ensure that minimal
transaction costs are incurred.®

Other case studies have shown severally that there is a relationship between strong property
rights and economic growth. In a paper on development in OECD countries, the authors having carried
out empirical research stated that enforcing strong property rights can hasten the development of
countries. However, the authors mentioned the need to put other factors in place alongside enforcing
strong property rights which include an independent judiciary amongst others. They further stated

** Gerald P. ODriscoll Jr. and W. Lee Hoskins, ‘Property Rights: The Key to Economic Development’ (2003) Policy Analysis, available at <
www._cato.org/pubs/pas/pad 82.pdf*> accessed 28 June 2014
 Ibid o
# The International property Rights Index 2011 Report 19 < hitp://www.intemationalpropertyrightsindex. org/> accessed 28 June 2014
* Ibid
* Tim Besley and Maitreesh Ghatak, 'Reforming Property Rights (2009) <http//www.voxeu.ory/index php?q=node/3484> accessed 14 August 2014
?? De Soto (n16) 6
** Ibid
* Ibid 28
e hts Index 2011 Report (n24)
M i ig eport (n
The International property Rights Index P - L . .
2 Mahmoud Khalil,p Shereef Ellaboudy and Arthur Denzau, *The Institutions and Economic Development in the OECD" (2007) Issue 12 International
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sustainability.”*? A strong property rights regime is an important factor in securing access to finance

because it enables holders of the property rights have access to credit because their Property can pg-
used as collateral for loans, *? . . , .
Some scholars have assested that providers of finance are more likely to give credit where it ¢y,
be secured with collateral and that the non-provision of secure and formally reng}freq Property rights
as collateral can act as an impediment to accessing finance especially for t.he poor. " This is because the
banks usually screen candidates who are in search of finance by assessing whether or not they can
produce adequate collateral for the loan being sought. This is a measure used by t.he banks to redyce
credit risk.”* The need for an efficient legal system for the protection of property flgll’lts comes to play
because property rights can only be effective in promoting access to finance where firstly it is secured
and can be transferred to the providers of finance and secondly where the providers of finance believe

that they will be able to Bain access to the property used as collateral in the event of a defayt in the
repayment of the borrowed finance, ¢
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Cted a study on urban land tilting in Peru. They evaluateq
the effect secured property title had on credi

t supply. In their study they compared loan approval rateg
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