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Using the share society as a metaphor for the economic system, we
construct a microfoundation for stylized observations about rent
assking and aconomic performance. We introduce the concept of rent
a8 value—adding productivity rises. rises with rent seeking reward and

mmber of participants. A rudimentary dynamic counterpart is
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Reckoning the social cost of rent—secking i=s among the favored
fascinstions of public cholce Hiterature in the 8078, (Tullock, 188%; Hillman and
Katz. 1984-Fabella, 1989; Hillman and Riley, 1990; Hillman, 1880). The preferred
‘analytic vehicle seems to be the Tullock dissipation rate d which is the ratic

8 Loral qlpendmnm total rent. In a good deal of this literature, total rent
__" d the an=lysic is focused on a single market. This together with

‘other assumptions such as Cournct-Nash behavior, symmetry and risk

‘neutrality, allows an explicit solution ford. Various influences on d in this

i dign have been identified (Fabella, 1992). If cne’s concern is the impact

* rmt _seeking on the total economic pericrmance, however, the dissipation

J m not be much help because rent size may depend on economic
lf_ It is true that under a fixed rent aaaumptmm the
jve scme idea of the impact on the whole economy of rent

one, say, means that the cost to society is equal to the

5 £np11r higher spending on rent seeking.
h lr'

‘mmﬁhﬂﬂ and lively economic cur-ent relating inferior economic
srmance with rent-seeking (Myrdal. 1970; Krueger, 1973; Olson. 1984; Brock,

F¥oung. 15589; Eaumol. 1990; Murphy. Schleifer and Vishny, 1990). This
e theoretic view of economic performance transcends the narrow
irket arena lorded ocwver by the Tullock dissipation rate. Economic

are confronted with two competing opportunities for wealth
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acquigition: on the one hand, there is the universe of value-adding {alsc
sroductive) activities where the agent lays claim to value-added not
accounted for by the cost of materiale of production. OUn the other there is
the universe of rent-seeking (alsc vnproductive or redistributivelwhere the
object is to snag a prize {rents) available in the economy largely as a result
of the state-related activities. Agente aliccate resources ito these
competing activities. The purpose of this paper is two—fold: (i) To provide
a simple microeconomic Toundation for some of the accepted and intuitive
propositicns in the marriage of public choice and sconomic performance using
the machinery underlying the dissipation rate studies, {ii} To provide a
rudimentary growthmodel that nevertheless dynamically predicts progressive
impoverishment. The first i of interest because most analysis in this
literature tend to gloss over the microeconomic underpinning of aggregate or
economy—wide claims. Brock. Magee and Young. op. cit, is one exception In
their comprehensive inguiry into endogenous protection, they include three
models of resource allocation in a rent—friendly economy. The first one has
a fraction of capital stock redistributed each period which gquickens the pulse
of rent prospectors. The second has an agent’s income dependent on his own
{(positive) and his rivals (negative} lobbying effort. The third ia a neo—
classical optimal growth model without technical -::hange:‘ where an agent's
sipare in optput is once again subject to lobbying Om the whole Brock, Magee
and Young's results are rather counter-intuitive: {a) it is pasaible for GNP
growth $o rise with rent—-seeking early in the game (contra Baumoli(b) negative
association between growth of GEF and rent-seeking morae likely among young
nations (contra Olson of secure and stable borders) and (c} from the dynamic

growth model, no long-run association between rent seeking and economic




3

_: es. e.g. GNP growth{contra casual ahservation) The latter is amalaise
x 5t neoclassical growth model which cannot relate a change in the savings
- e ecopomnic parameters with steady state growth rate. Curiously,
Young candidly state that “these theorstical resulte
Eﬂﬂl section of the chapter reports some empirical

49_.‘:1"1;!5.3 34 coymtries in the period 1980-1580 is
awyers to physicians" (ie., the Mages
another exception that
an anation for weak long-
Clever as the model is. its

=5 *.

___' cullarities are pronounced. For example, if the productive sector is more
inc ~me elastic than the rent-sesking sector, even fairly large changes in the
in ive structure does not change the long-run growth picture. The second
purpose of the paper is of interest because Murghy. Schleifer and Vishny as
w=ll as 2 whole gamut of the new endogenous growth models seem To lgnore an
sresting phenomenon in the last 25 years: negative growth. Summers {1992)
hac documented the experiences of countries that went the opposite direction

The simple dynamic counterpart of this model in contrast, tries to relate

. progressive impoverishment with rent-seeking.

From the global viewpoint. the source of rent must itself be the wvalue
1 generated in the productive sector of economy - the sconomic pie. Thus, there
. is a natural connection between the productive and the unproductive sectors
. which is bound to affect individual agents’ decisions to allocate rasources.
" Ina stylized feudal society, for example, the lsvies on the produce of ths
various feudal estates also form the spoils of feudal warfare. Psasants in

a limited way and feudal lords decide the allocation of resources aither to
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production or to the bearing of arms in pursuit of spoila. To the victors go
the spoils — land and the corresponding rent. The picture was certainly more
confused in historical feudal socisties but ample traces of this diiemma
surface (cf. Sansom, 1958, on feudal Japan). inl. Myrdal's "soft states” (13700,
the state functions as a condult for rents which engage legions of rent—
segkers, Inmany LoCs, atata —spa::-r;ﬁumﬂs rent cowe are the biggest. if not the
only. game in town and they engage the best minds and considerable resources.
While more propounced in LDCs. this is true as wall of developed countries
(Vishny, Schleifer. Murphy, 1880; Baumol. 1880: Olson. 1984). In pr=—1989
Eastern Burcope. the avowed allocation principle was "vo each according to
his work.” but the economic system retreated in time to the principle "to
sarh according to his party connections” with the nomenklatura system being

the incarnation of this allocation principie (Haitani. 1886} Eventually the

system failed to carry its own weight and collapsed in 1985,

There are three stylized views concerning the relation between rent—
seeking and econcmic performance in most of tie literature. First and more
in currency. rent-seeking resulte in inferior economic performance. One can
view the Philippines. Latin America and a lot of Africa through this lens.
Cacond and less articulated is the idea that inferior economic performance
ttself intensifies rent-seeking Prolonged econcmic stagnétionbecomss self-
perpetuating This second view is also inherent in the claim that Japan has
avoided many doveloped country problems and conflicts by growing so fast.
With slower growth. social conflicts will intensify which will make faster
growth more difficult. Third. larger institutions tend to exhiblt more renb—
seeling and thus slowsr growth. To cover this ground. we introduce the idea

of rent intensity which seems more appropriate than dissipation rate for




-Erming:Enqu rents models.
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In this paper. we will use the share society as a metaphor af
-t.he. economic system. Bigman (1991 has also suggested the metaphorical
'ILII!E'fUlHjBBIé..G.f. the share society. At the enterprise level, the share society
am 10t in qnmmc:n with cooperative teams (Holmstrom, 1982: Fabella. 1888} or

' ﬂﬁMﬂm labor enterprise (Cuttman and Schnytzer, 18989; Sen. 1968
e B

[ Which operates pernaps by & constitution and o systemSflans phemigated
ﬂi:-:r persons elected by the general public is harder to characterize as such
Peopie in this ideal setting have the capacity to affect the rules under which
they operate. Thiu is t.hs ideal of the democratic slogan of "government of the
;&np}s, by the people and for the people™ It is this abhstract lib=sral

= "' cratic system for which the share socisty is being proposed as a

':'Ehg gut of the share society as is well-Imown is 3 sharine rule

' system.

.

| In II. we focus on formal structure of the share society incorporating
e e g e e e e s e DR s scse s o wnins. ADSUMING SYTME LTV
. and Cournot-Nash agents. we generats tha Nash Elqu."r.lfhr_."r.}m intensity of rent
. seeking and genercte ©F 2 atwlizad chaservations. The dynamics counterpart of

the model and its predictions are then discussed in IIL
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- By = q[%] + {1-w) e . DCELT, (1)
= f::_,
structura constant a gives the conduciveness of the share saociety to rent-
seeking, As™ g - 1. only valve—redistributing investment matters in the
allocation. This is the pure comnections defined allocation. As q = 0, the
share society reduces to a cooperative team with natural team sharing
{Fabella, 1989). Pie share eguals effort share and the rent-seeking problem
iz nonexistent. & can also be endogenous but we dont treat this here. lote

that

Tz, 355
ﬁ == + (1=ix)

i = 1. (=}
i Bz, 3

Thue, exhaustiveness is assured. Substituting {(S: - Ra) = It for all i, the

problem of member { is

max fa | =1 |+ 1-g) |- B ’{ﬂ%‘*ﬁ:}) (3)

= £z, 57,

Motice that nowhere in (3) does the rent figures as a fixed

L
~nantity. alBi/ZRF 9 iz the expected rent for 1 but its size depends on {R4}
and {li}. Thus rent is endogenous and the dissipation rate d is not very

meaningful. We propose a simple analyvtic tool.



Definition 1- We —all the "rent intensity’ of rent seeking the

it
ratio of ERi to E5¢, e, 2 H1-5:5) When He = R and 5: = §.

Y. = 1.2.... . then rent intensity is MR/SL

ts advantage over the clizeipation rate lies in the denominator being
clearly sxogencus and the saare o Lotal budget being a more common
instrument in economics. The flrst order condition assuming that i = 1.2...n
is a Cournot—-Nash behaving agen e

LI |- fiee) £ —— P+ s F-1) =0, (4]
(,ﬁx] E(s-RF
- ;

i=3. 2 n
These can be solved for {Ri4*}. i = 1.2....n. Let us assume symmetry, or that all
mumbers are identical., (=, 5. = 54 = 8 ana

Res=R*3y=R*. ¥ 1 =1, 2, ..n. Ther (4 simplifies into
(n-1} {m-1) F
AR F - (1) 2l {1t p—t =y (5
{u[ R ] [n‘-“is-}a':-J} e

which can be solved for lons R=. stmplifving {5), we get

(n~1} } [a(s-2)-Q-a)B"] _ F i3
Fra E{5=R) nr

or

{n-1) | &iS-8* -{i-)R* | _ Fn{s-R")

n PR nF (7)




g9
Hote that by the homogeneity of F. we have hEF = F'n{S5-R). Thus, F'nlS-RWVE =
he wé' aleo have [a(5-R) - 1-gRIE = alS3/Ry - 1 =oh/An-1). Thus. (S/R) = (ohyf{o-

1) + (L/a) = [oh + (n-1]}/(n-1a. The 19 conditicn {5}, can be written as

5 _fhe @Dl

8
and the second derivative is clearly negative. Finally, we have
[E . UL (©)
S) Tk + (-1

(R™/5) is the optimal individual rent intensity at the symmetric Cournot-Hash

equilibrium  The following properties of (R*/5} are of Interest and obvious:

Propasition 1= At symmetric Cournot-Nash equilibriom, (R*/53(1)

fails as h rises, {(ii) rises as n rises and (iii) rises as a rises.

The more society rewards rent-sesng (Tae higher i= a) the more
resources will dapleyed in that _sect.q;r' and the less will be available for
walue—adding activities {PLiiik Ecopomic performance is therefore infericr:
(PLii} says that the larger the societies that have the features of a share
society with rent sseling (o>l the more prone they &re to the rent malaise
and the worse is sconomic performance. Free riding rises with larger
membership and hamstrings performance. This may help explain why the four
Agian dragons are relatively small Hoth (PlL.ii} and fPLiil.ﬂ are similar to

Farrel and Lander’s resuits (op. eit.k Finally, the more productive is the

society (h highl. the less temptation there is for rent-seeking among ite
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members (less B*/S) and the larger is the total output (PLili} Thus, we have
stylized observations well covared. To get st the impact on economic

performance. we have the following:

Proposition 2:- Leth=1+ e, e = 0. Then. there exists and e* > 0 such that

for every & < e*, [F/n] falls as n rises.

Proof- From (9). we now that (5-R*}/5 =fh + (-1} 0—-a}l/nh +
(n—1H = H. Thus., ni* = nS5H. Differentiating with respect ton gives [nS{(dH /dal]
+ SH. But {(dH/dn) = —alh + (n-1)12 < 0, Thus, we have &nl*)/én being

s E- —nak ¥ + (5— —gl=
L.;, Z {n-u]l[ni B A '}]

{ﬁt +|5::n—l}l [[nﬁ ﬂm{n-l}

] + h*ll{l-—u}}

Since F is homogeneous of degree h, we have at Cournot-Nash equilibrium hF

= nSHF' and [F/nl = SHE /h. & F/nlén gives

| ) o)

=

Zut nHSF® = (h-1F since ¥’ iz homogeneouns of degres (h-1). Thus HSF” = (h—

11F'/n. so we get

e b ) D _
E‘]F'r{ e L b v ﬂl"’{ﬂ-l}ﬂuﬂ} (20}

vwhere {1 =[BF/nh + n-1Jsh] > 0. Howh=1+e,e20. Fore=0, {4 <0in 10,
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There is thus a small enough e = e* > 0 so that {* in (10} remnains

negative. G E.IL

D2 says that where there is rent-seeking (a > U, there is always a small
encugh inereasing returns to scale in F 8o that the average output falls with
population growth. Note that this cannot happen witha=0. If a =0, (10} is
always nonnegative if h =1+ e. & > 0. Thus, averags output alwaye increases
with populationwithout rmm"uqulg_ing. Increasing returns can be nullified by
pent-seeking. The higher is 4. i= the lerger the scale economies it mullifics.
The following gives the limiting values of (R*/S) and are cbvious:

Proposition 3: (i}(RE*/8) = 0 as a = 03 (ii) (R*/5) =~ {n-1¥nh + (n-1Y] as a —~
1; (i (R*/S) ~gasn — o

£ no influence iz allowed distributional effort (a = 0). the latter will be zero.
1f distributional effort slone determines allocation{a—l} allocation ior this
activity still falle short of S5 as long as value- adding investment is
productive (F >0 or b > 0). As nrises without limit, distributional effort will

approximate o of total resourcas.

I h=1. a+D or h = 1 + e. & < &%, people become poorer and pooOrer asn
rises. Yet the share society is unable to stop the slide. Everyone knows the
situation iz remarkably silly with sveryvone scrambling ever harder for a
bigger slice of a slow growing pie. But nobody stops because if ons stops.
he/she falls behind the others and the added misery iz net ghared This is the
spacial feature of Cournot-Nash eguilibrium. The downward spiral should
settle at a peint where nne longer rises because of absolute poverty. The

share society will stay there and in poverty. indefinitely.
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Chatout Loss

The total product in the share society at symmetric Cournot-
Nash equilibrium is FinSH). H<l. Had a been zero, then the total
produoct is F(nf) since Ke1F) /3 > O where 54 = fIi,-'EIJ]-
Therefore the total outpot Soragone (or the cost of allowing vent—

saeking for some reason or other? is
" =« F(nS)-FnSH) 1)
The following follows readily from previous discussion.

Proposition 4- (i) rises with a rise in o, {it} falls with &

rise inh and {iiilriseswith arise mn if h =1

Az we would expect the ocutput loss behaves very much like rent intensity
itself. i.e.. rising rent intensity leads to rising outout loss. Output loss and
rent intensity are two sides of =ame coin which recommends rent intensity

ahead of the dissipation rate for thizs type of models.

o
Lat there be two societies sharing the same technology (h zame} and

exactly the same mumber of mewbers n. Let the initial individual endowment in
society 1, 51. be larger than that of society 2. So. Let S2 = AS: 8clal. Let o
be the rent-seeking

conduciveness of society 1 Total cutput in society 1 at symmetric Cournot-
Nasgh equilibrium is FinFiH). Saciety 2 has a choice of a. What should asz be for

society 2 to cutperform society 1. Total value—adding investment in two




should equal or exceed that in 1, ie.,

riS,(h + (A-1)(1-e,)} = »S\(k + (n-I¥1-a.})

2 ~ (r-1)] 2 - (a-1)]
which collapges into
e, - de, > ﬂ—i{a‘k;_-—:-l]

Thus wa have:

Eroposition §: With identical technology and population size.

initially poorer Sz cutperforms Si if and only if

& (1-3){& + n-1
ey R o ] g

{12} gives the range of o=z for 2's output to egual or exceed Si's. If simple
eqguality obtains. ag rises with X, increases with k and falls with . More
productive deployment of smaller resources allows initislly poorer sociaty

two to match or outperform more the initially affluent one.

The share posiety iz cxtreme in its assumption of there being no
posaibility of isclating individual output and thus avoiding shirking via
adverse selection (in the case of complete observability)l. The cther extrene
is the atomistic society where individual cutput is perfectly ocbservable.
Then rent is financed through an imposition on individual value—adding income

which the state enforces as say a tax. Here no adverse selection nor moral
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hazard is possible. This is treated somewners =lse (Febella, 1953%

Although the results of the previous section are static. one can
construct a dynamic (if decidedly degenerate} model which replicstes the
static result. Time enters the vsual growthmodels in two ways: through the
capital stock which is carried over from pariod to period and through the
growth of labor. In this model which is motivated by simplicity rather thsen
realism. and in common with Murphy, Schleifer and Vishny. (op. cit.), there is no
fized capital accumulation and so no asset begquest fromone period £o the next
degenerate. The econcmy may be using capital services but not owning the
fized capital that renders them. Thus time enters only via the growth of
membership which is assumed excgencus. At the beginning of period to. no
identical and Cournot-Nash agents with objective defined by (3) have in the
aggregate noS of investible rescurces of which (molS-Rol)l goes to the
productive and noRo to the unproductive activity with Ro being the Cournot-
Nash equilibrium rent spending. At the end of to, Fino{S-Fo) is total Cournot—
Nash equilibrium cutput while nolo is assumed either consumed. a:-rtanguis}md
without cost or joins capital flight. Total output is now proporticnally
distributed among the no agents. Uf sach agent’s share. he raserves
H1/nFlno{S5-Ro} — Ci. as investible fund for period t: and Ci funde his
consumption in pariod t1. Thus. shsolute savings £ is constant mat;ad of the
usual savings rate. The latter will be rising or falling depending on income
growth. In the beginning of t: new entrants join the ranks of the membership
at rate [([m-nomo). Each t: entrant is a clone of previous members and has

identical endowment Flno(S5-Reli/n as the rest of the membership. The cycle
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repaats itaslf with the aggregate investible fund mS in the beginning of t1 anc
aggregate output Firy(S1-F1)) at the end of t1. Again each agent reserves S to
finance investment in tz and new entrants join up. And sc on. This economy
has a potential steady state (F/nconstant)jata=0.h=1
Wﬁi Suppose that the share economy with rent seeking (a>0)

exhibits increasing returns to the extent of h=1 + &, @ < * defined in
P!-‘ﬂﬂﬁlitmn = Then over time as population grows, average
output falls and progressive impoverishment results.

I!'I:'lf.fﬂﬂt..‘.l'-_tﬂ t:huhnrhmhdmppadiﬁbnmindlﬂﬁchmﬂlwcll
m for the mﬂar of participants. Thus static optimization is itself
dynamically optimal. The price of this convenience is the constancy of
absolute savings, the identical endowment of each entrant and the no-bequest
condition. Very heroic aggregative assumptions are usually called for by
microeconomically specified growth models. All these, of course, could be
relaxed at the expense of a more complicated model or one that lacks complate

microeconomic specification.

With rent-seeking {a>0) society becomes poorer as population grows
despite productivity in the value—adding sector (h>l) and despite (impliad)
rising savings rate (constant absolute savings and falling income) if
increasing returns in F is circumscribed (e < =*). One can also view
Froposition 6 in reverse: For any a < 1, there is an h > 1 so that average

outpot rises as population rizes.

Cooclusion

In this paper, we have attempted to provide a microfoundation for many
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aggregate obssrvations in the growth-rent seeking nexus. We also provide

mode] that predicts negative growth - a phenomenon hardly explained even in
the astronomically expanding endogencus growth literature. In the global
seatting. the idea of endogenous rent comes naturally and makes the Tulloc

dissipstion rate unworkable. We, therefore. introduce and use the idesa of
“rent—intensity” for our analysia. "Rent intensity” i= the ratio of rer’

spending to initial rescurces. At the symmetric Cournoct-Nagh equilibrium of
the share society (used here as a metaphor), rent intensity riees with rent
reward, falls with productive sector’s efficiency and rises with population
{P.a) More importantly, cutput per cutput per person falls with populatior
growth if increasing returns is small or nonexistent. Falling output per head
does not occur under these circumstances without rent-seeking.

We then constructed a rudimentary dynamic counterpart for cur static
model. Since the model is fully specified micro-economically. it requires some
strong aggregate assumption. There is no fized capital accumulation so time
enters only through its exogenous effect on population Agents live forever
and at every period a symmetric Cournct-Nash eguilibrium is reached. OF
every agent’s shars at each period’s end the same absolute S is set aside and
the rest is used to finance consumption in the next period. The agent’s total

-
investment S in the next period is divided betwesan productive and
unproductive investments. The aggregate productive investment generates
the aggregate value—added of the period. Now members are clones of their
predecessors. In this model. where increasing returns is small enough. the
averags productivity falls in time and se does average consumption. The

economy s steady state at h = 1 collapses with rent seeking.
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