First Place

Owning Development

 “Thus, societies that have well-defined private property rights and where the rule of law is properly and strictly observed, tend to have more economic stability.”

· Nonoy Oplas
Nonoy Oplas, in his article, argues that without well-defined property rights, people lack peace of mind and fail to improve upon their productivity. As an economics student, I understand that this would lead to under-employment of the human resources of the nation. From this intuitive understanding, De Soto’s work goes to establish the link between economic development and property rights. With property rights not being sufficiently guaranteed by the State, people will find it hard to trade on the basis of property and the economy could fail to attract investment. As De Soto argues, there are states that fail to protect property rights of its citizens and hence, fail to capitalize on these assets to propel their nations forward.

Capitalism is a system that thrives based on incentives provided to actors. When there are no enforcement regarding property rights, there is a constant fear of losing the accumulation of assets. No one would want to work hard and earn income, only for it to be taken away by the government or any other private agent, due to lack of property rights. In such a situation, there is no economic security. This lack of security would lead to instabilities in the economy, which will further inhibit growth and development of the nation. As De Soto rightly argues, we understand that for capitalism to contribute towards economic development, property rights are a necessity.

Let us travel back in time to John Locke, who first suggested the idea of right to property as a natural right. Right to property, Locke argued, was fundamental to human freedom and the government must take all its efforts to protect them and maintain public order. Anything that has a value and that has been earned by an individual belongs to him. Most of us today invest our incomes in different assets, including physical and financial assets. Moreover, these need to be guaranteed to be ours. Economic insecurity is a basic infringement upon human freedom. 

The Case of Asia

In the case of Asia, the problem, as I see it, arises due to cultural factors. We have inherited a culture where we value the principle of collectivism more than individualism, and we regard the common possession of property higher than individual property rights. Take the example of the community-based ownership patterns that are established in India. For example, the slums of Dharavi are not owned by individuals, but by the government, as a trustee of the people who live in those areas.

Common goods, as we study in economics, are a source of confusion. They are very good examples of ill-defined property rights causing trouble regarding the usage of the public resources – namely, the tragedy of commons. For example, if there is a piece of land that is commonly held by the people of a particular community, then there is a tendency on every member’s part to overexploit it. This may lead to increasing returns in the short run, but in the long run, the land will lose its fertility and the value arising from the land will be lost. And, such a situation also makes people pay a social cost. There is mutual suspicion, leading to social and political instability among the members of the community. Replicate the same model at a national or international level, and one will find the argument regarding economic development and property rights more than compelling. 

Some light can be shed on the specific case of Asia using the latest IPRI report (International Property Rights Index report), published by the Liberty Institute. According to this report, Asia performs close to the international average, lagging behind North America, Western Europe, Middle East as well as CEE and Russia. It is an Asian country, Bangladesh, that remains at the bottom most of the entire ranking. A look at Exhibit 6 of the report will tell you that Asian countries figure more prominently in the bottom 10, rather than the top 10. The report also informs us that the bottom 10 are also among the lowest in terms of per capita GDP. When the entire world is talking about the abilities of the Chinese and Indian economies to become superpowers, it is easy for one to gauge that Asia, endowed with abundant resources, must be able to grow at a much faster. The gap between the potential and the actual achievements of the Asian countries could be attributed, at least in part to the weak implementation of property rights.

India's tryst with Property Rights

The moment of the IPRI report release could not have been more apt in the Indian case. As India slipped away 10 ranks from 2008 to 2009, the Government was challenged to answer the repeal of property rights as a fundamental right. With the Nandigram violence generating huge publicity regarding government acquisition of land for public purposes, a number of Public Interest Litigations (PILs) have come to the forefront, questioning the philosophy behind such a categorization.

A little historical perspective could be of help here. In 1978, the Government of India passed the 44th amendment to the Indian Constitution. Prior to this amendment, the right to property was guaranteed as a fundamental right under Article 19(1). However, the Government made necessary changes to the right to property, making it a mere legal right. There was a further qualification added – that the government could take away land if it is for “public purpose”. We will take a look at particular incidents in the State of West Bengal to add further perspective to our case.

The Case of Nandigram

The events of March 14, 2007 are something that most Indians would like to have erased out of their history. West Bengal has had the tradition of the ‘tiller’ being the ‘owner’ of the land. However, these property rights are not legalized and there are a different set of patterns of land ownership that work here. 

The Government of West Bengal had planned to sell out some property in the village of Nandigram to Salim group of Indonesia for the construction of a chemical hub. The farmers of the village, whose livelihood depended upon the agricultural activities carried out in these lands were aghast at this plan. They took over the administration of the village and shut all modes of transportation to the area. With some political support, they managed to stage a protest, only to be stamped on by the ruling government. Gory events of violence ensued.

If we examine the issue carefully, we can understand the importance of property rights. If the farmers were given clear property rights that were enforced and not the mere philosophy of it, this situation would not have arisen. The farmers could have chosen not to sell the land to the corporate group, if they wanted to retain their lands for cultivation purposes. If they did want to sell the land for a decent compensation, property rights would have played a role in ensuring they landed a decent bargain.

This incident is not the only one to have caused some concern. The events of the Tata Singur project are something that would lend themselves well to this analysis.

Tata Project at Singur

Most of us are aware of the path-breaking innovation associated with the Tata Nano car model. Nevertheless, it is possible that we aren’t aware of the property rights issues that arose in association with this project. The Tata group was encouraged to set up a plant in the Singur village of West Bengal, wherein the government interfered in the purchase of land from the owners. Violent events erupted and destruction of property was pervasive. As is argued, many villagers will lose their source of livelihood. The company may generate employment, but this would mean of no use to these villagers, for most of whom livelihood equalled agriculture. 

  As Locke would argue that this point, the fruit of any man’s labour must accrue to him and him alone. When the land’s produce and the revenue belong to the farmer, must not it be with equal legality that he has a say in the sale of the land? At any point, it is logical to assume that if there is going to be a sale of the land, the farmer must be given the preference in the purchase of the land. It is true that the setting up of the projects would have induced industry-led growth in the country. However, it is also safe to assume that if there were stringent applications of the property rights, there would have been smooth transfer of property, with least transaction costs. In addition, property would have not been damaged and political and economic stability would have been in place.

Lessons for Governments

The question being raised is that of governance and implementation. Every government in the world, especially in developing countries located in Asia, must understand the need for defining property rights in the most effective manner and implementing them. The process of economic growth could come to a grinding halt if there were constant property disputes erupting, that could disrupt the political and economic stability of the nation as well. The role of governance in this issue must not be underestimated. The strict enforcement of property rights could act as a driving force in the growth and development of several Asian nations, as De Soto argues in “The Mystery of Capital”.
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