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SUMMARY

Pioneering work by de Soto has demonstrated theriguipce of secure property rights for
economic development. This has led to a numberaggts supported by the World Bank
and donor agencies in emerging, transitional ancldping economies designed to create
secure property rights through titling and land isegtion. There is, however, still
considerable uncertainty about the conditions néddeimprovement in security of tenure.
In particular there is a question as to whetheuresecurity interventions can be effective if
pursued in isolation from other policy initiativder example, aimed at changing the business
environment or the ethos of public service. Thipgraakes four measures of the security of
property rights produced by the Heritage Foundatidtme World Economic Forum,
Bertelsmann Stiftung, and USAID and examines tloéofa which are associated with greater
security. It focuses on the countries included e tUSAID study and those in the
Bertelsmann Transformation Index in order to exeltide richer countries which generally
have a relatively high level of security of propetights as it is considered that their presence
in a sample could have a distorting effect. Theepapcludes a critique of the sources of
property rights data. It examines the extent tocWisiecure property rights are associated with
factors such as the strength of the legal systemyjgtion and the efficiency of government,
the quality of the governance of a country, theliuaf corporate governance, the degree of
development of the business environment, the quadt education, healthcare and
infrastructure, the strength of the financial systgender equality, and environmental stress.
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Influences on the Strength of Property Rights

Richard GROVER, UK and Christine GROVER, UK

1. INTRODUCTION
Influences on the strengths of Property Rights

In the 1970s a school of institutional economigtd istorians emerged that argued that
property rights were significant determinants obremmic development. De Soto (2000)
argued that the difference between the succesafulatist economies of the West and poorer
economies in the rest of the world was the secwoffifgroperty rights and therefore the ability
to release capital for productive investment bgirg loans secured against property. Since
De Soto’s work many authors have examined the itapoe of security of property rights to
economic development, social cohesion and envirotahenanagement. The rule of law,
political stability and the protection of propertghts enhance economic growth. Secure land
and property rights are seen as a pre-conditionifeestment. In the absence of these,
businesses are discouraged from re-investing atr@pganeurship is curtailed as effort is
needed to defend these rights, and land is undlsegti Availability of credit is subject to
collateral. For farmers, the ability to borrow tvarsely related to the probability of land loss
from insecurity of title (Feder and Feeny, 1991)cls insecurity exists alongside income
inequality, weak governance and corruption (Grads29007). Bell (2006) gives a measure of
the extent of insecure property rights — 50% ofgglg-urban population in Africa and 40% in
Asia. There is not universal acceptance of theectibn of causation between the
strengthening of property rights and economic dgwelent (Besley, 1995; Besley and
Ghatak, 2009).

Research into the correlation between key indisatdrgovernance demonstrates that such
relationships are complex. Although a higher lewél corruption reflects government
instability, Montinola and Jackman (2002) postuldust the relationship between democracy
and corruption is not linear:

Corruption is typically lower in dictatorships themcountries that are partially democratised. But
once past a threshold, democratic practices inbdviuption.

Whilst causality is recognised, the direction i$ alovays apparent. Dong and Torgler (2011)
conclude “Democracy will work better as a contrbtorruption if the property rights system
works and there is a low level of income inequdlityjowever from the other perspective “If
property rights are not secured and there is agtmcome inequality, democracy may even
lead to an increase in corruption.” They furtheggest that the effect of democracy on
corruption is governed by the extent of properghts protection and income equality. Hence
high levels of insecure property rights, corruptaord income inequality are self sustaining.

The concept of strength of property rights is cépald different meanings. Strong property
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rights could mean that the rights of owners of propare secure. However, it is possible to
conceive of a situation in which the rights of owgare strongly protected but the rights of
occupiers are not. In other words, strong ownershits could exist alongside weak security
of tenure for land occupiers. Similarly, it is pids to conceive of a situation in which formal
property rights are strongly protected whilst imh@al and customary rights are not. A further
issue concerns the perspective from which to exanproperty rights. Should these be
examined from the perspective of the householchdividual rights to land? Women often
have fewer rights to land than men within a houkkhad their interests may be subordinated
to those of their menfolk (USAID, 2007, vol 1, pl0Yhere may also be variation in the
security of property rights between social and ietlgnoups, including indigenous peoples. It
is important to be clear as to what the data opegnty rights refers to.

Ostrom (2009) defines five types of property righthese could be regarded as hierarchical.
At the lower level, a person may have a right toeas a property, often described as an
‘authorised viewer’. An example would be the rightaccess public land. Withdrawal rights
allow the *authorised user’ to harvest crops, fieflber, and extract water. Management rights
allow the ‘claimant’ to enclose and improve thedaand thus improval productivity and
sustainability. Proprietors have substantial rightduding the ability to exclude others from
their land. At the top of the hierarchy is rightadienation whereby the owner can sell or lease
the land without impediment. However such a classibn ignores the more complex tenures
which transverse the customary-formal spectrum. dvhis (2007), based on research in
Kenya, makes the point that the progression frommanal to individual rights is not linear
but there are “multi-tenure systems with differkamd uses calling for different tenures”. A
country’s property rights reflect economic and fpcdl forces and in many cases are a
product of colonial history. An adaptive approdwms been undertaken in many African
countries to give legal legitimacy to such locaghts (Musembi, 2007). An alternative
taxonomy lists open access where there are nonaskigghts and where land is neglected,
communal property managed by a group of individgelg. tribe), private property and state
land. These are not mutually exclusive, for exanwahen there is a long lease (Feder and
Feeny, 1991).

2. PROPERTY RIGHTS DATA

A number of organisations have either collectedegularly collect data on the strength of
property rights. This can be done in various wa&yse approach is to combine a number of
different indicators into an index that can be usedtudy changes over time. This is the
approach adopted by the International Property Ri¢hdex (IPRI) (Jackson, 2011), which
uses data on the legal and political environmerd physical property and intellectual
property rights to produce an annual index of priypeghts. As the focus of this paper is to
identify the factors that influence or are assedatvith strength of property rights, sources
that use approaches such as that adopted by tHeh#RR been rejected as there is a danger
that the process of combining indicators could sitmamt variability in the underlying data
and result in spurious correlations. Instead thacs used have been ones where data on
property rights has been collected directly rattiian the strength of property rights being
derived from other indicators. The sources useaaes which have data for large samples of
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countries. This has meant that some sources willhcaestructed methodologies, such as the
World Bank’s Land Governance Assessment Framewdideld Bank, 2010), have had to be
rejected because the number of countries for wheda is available is too low to permit
statistical analysis. Four sources of data abaagaty rights have been investigated, namely,
those produced by the Heritage Foundation, the dvBdonomic Forum, the Bertelsman
Transformation Index, and USAID.

2.1 Heritage Foundation

The strength of property rights is one of ten congras of the Index of Economic Freedom,
produced annually by the Heritage Foundation dm@ Wall Street Journa(Miller &
Holmes, 2011). It is an assessment of “the abibityindividuals to accumulate private
property, secured by clear laws that are fully ezéd by the state (Miller & Holmes, 2011,
p455).” The approach is one of expert assessmanftdtiaws principally on sources such as
the Economist Intelligence Unit'€ountry Profiles, Reportsand Commerce the U.S.
Department of Commerc€ountry Commercial Guidegnd the U.S. Department of State,
Country Reports on Human Rights Practicegpplemented by news and magazine articles.
The Index has been compiled since 1995. The 20déxlmises data for the period 2005-09
and covers 179 countries. It uses a 100 point sd@ieled into 10-point steps, through
intermediate scores are possible. A score of 10&8nséhat private property is guaranteed by
the government; the court system enforces contedfitsently and quickly; the justice system
punishes those who unlawfully confiscate privateperty; and there is no corruption or
expropriation. A score of 0, by contrast, meand thravate property is outlawed and all
property belongs to the state; people do not hageaight to sue others and so do not have
access to the courts; and corruption is endemiscdke of 40 means that the court system is
highly inefficient and delays are so long that tkeyer the use of the court system; corruption
is present and the judiciary is influenced by otlheanches of government; and that
expropriation is possible.

The Heritage Foundation seems to define freedorheasy the ability to operate without

government interference. This would imply that sewuproperty rights is not a public good

to be financed by the government. The measurenfgmbperty rights includes the degree to
which the courts are effective agents of protectomrt not whether there are systems of
property registration in place and are effectivel &ee from corruption. It states that its
mission "is to formulate and promote conservatiublig policies based on the principles of
free enterprise, limited government, individualeflem, traditional American values, and a
strong national defense.” The other ‘freedoms’dussy the Heritage Foundation are
described as business freedom, trade freedom,| fiseadom, government spending,

monetary freedom, investment freedom, financiaédwm, freedom from corruption, and

labour freedom. There is a clear ideological stdved@nd the measurement of property rights.
The question is whether this invalidates the data.

The data can be tested in terms of its internasistency and the extent to which the patterns
in it can be confirmed from other sources. The athge of the Heritage Foundation data is
the period over which data has been collected, wallows the consistency of the patterns in
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it to be tested over time. The trends for individe@untries generally look to be as expected
from external events. For example, the propertigteigndex for Zimbabwe (shown in Figure
1) shows a decline from 50 in the late 1990s ta 8009 after the development of the "Fast
Track” approach to land reform and the expropriatd white-owned farms, adopted by the
Zimbabwean government in 2000 following the incosole donor conference of 1998.
However, there are also exceptions. For exampléhencase of Bulgaria (also shown in
Figure 1), the data would appear to suggest tlagiguty rights are less secure since Bulgaria
joined the European Union in 2007 than they werth@1990s, and at a comparable level to
those in Zimbabwe after the 1998 donor’s conferesmue the break-down of the Lancaster
Gate agreement, though before the Fast Track pelimy announced. Mortgage debt in
Bulgaria as a percentage of GDP increased from 0r4¥999 to 12.6% in 2009 (European
Mortgage Federation, 2010, p 70), which would ssgdbat the finance markets take a
different view of the security of property rightsBulgaria.

Figure 1 Trends in property rights in Bulgaria and Zimbabwe
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Source: Heritage Foundation

2.2 World Economic Forum (WEF)

The World Economic Forum data on property rightspert of an annual study of
competitiveness that has been undertaken for 3@syé&de 2010 survey covered 139
countries (Schwab 2010). It examines what are térh2 pillars of competitiveness —
institutions, infrastructure, the macroeconomienelie, health and primary education, higher
education and training, goods market efficienchola market efficiency, financial market
development, technological readiness, market $imsiness sophistication, and innovation.
Property rights form one part of the institutiondlap. The quality of the institutions of
government and the legal system, crime, and thieadtbehaviour of companies also form
part of this pillar. Data is collected by meansacfurvey of executives. For the 2010 report
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15,000 executives were polled between January aag 2010 resulting in 13,607 usable

responses, a median response of 87 respondenteyoary. The survey was translated into

20 languages. Respondents were selected randortilycatie taken to ensure a balance of
industries. The survey method should reduce thenpial for bias that could be present in a
small panel of editors. The typical question in thevey requires respondents to rate their
country on a Likert scale according to how strorthlgy agree or disagree with a statement.
This does mean that the quality of the responsperiks crucially on the experience of the
respondents and their ability to calibrate respsrnalout their countries compared with

others. This could result in responses that mayapuiore favourable gloss on the state of a
country than may be justified objectively or an uadiegree of pessimism.

2.3 Bertelsmann Transformation Index (BTI)

The Bertelsmann Transformation Index (Bertelsmatiftu8g, 2010) examines the progress
towards democracy and a market economy in a nurobeteveloping and transitional
economies. The 2010 BTI covered 127 countrigsp{//www.bertelsmann-transformation-
index.de/en/bti/ranking The Index falls into two parts: the Status In@samines a number
of aspects of democratic government progress tavanharket economy, including the rule
of law, political participation, the stability ofechocratic institutions, economic performance,
market organisation, and currency and price stgbithe Management Index examines
aspects of governance, including the ability teestgolicy, resource efficiency, consensus
building, and international co-operation. There &recriteria made up of 48 questions. The
questions on Democracy and Market Economy in tHE2@dex reflect the situation at the
end of January 2009 and the Management part thatisih between January 2007 and
January 2009.

The BTI is created by country experts who prepane@ort on their country and assign
rankings to it under the various questions. Th@arses are subject to a calibration and
reviewing procedure which includes a blind revieyabsecond country expert and regional
and international co-ordination. The outcomes eamsparent with the country reports being
available on-line. The answers to the questionssamed from 10 (best) to 1 (worst).
Property rights are addressed by one of the 14tigussthat contribute the Market Status
element of the Status Index. The question thatoredgnts were asked to address was, to what
extent do government authorities ensure well-definghts of private property and regulate
the acquisition of property? A score of 9 or 1Gwa be awarded where property rights and
the regulation of property are well defined in terof acquisition, benefits, use, and sale and
they are limited solely by “basic liberal rightsScores of 6, 7 or 8 were to be awarded where
property rights and the regulation of the acqusitof property are well defined in principle
but there are problems with implementation underrthe of law. A score of 3, 4 or 5 was to
be awarded where property rights and the regulatibthe acquisition of property are
formally defined in law but are not implemented sistently nor safeguarded adequately by
law, especially against state intervention. A samoré or 2 means that property rights and the
regulation of the acquisition of property are nefided in law and are extremely vulnerable
to the whims of the state.
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2.4 USAID

In 2007 USAID published a method for assessing lkemdire and property rights issues in
order to review how significant land tenure andpemy rights constraints were in a country
and the impacts of USAID-financed land tenure araperty rights reforms (USAID, 2007).
This was based upon a pilot study of 80 countrigsliphed in 2005 (USAID, 2005). The
selection of countries reflects where USAID hasnbeetive and all the countries can be
regarded as developing, emerging, or transitionahemies. Countries were scored on five
land tenure and property rights issues: violenflahpost-conflict instability, unsustainable
natural resources management/biodiversity lossecing tenure and property rights,
inequitable access to land and natural resouroeispaor land market performance. The latter
three of these can be regarded as measuremehis stiéngth and security of property rights.
The scores varied from 7 meaning that the issuexigemely serious and warrants urgent
attention, down to 1 meaning that the issue is angiroblem and there is no need for
intervention. A score of 3 means that the issuanderately severe and merits close
monitoring but not intervention. The assessment wadertaken by an expert committee
using material from USAID and other bilateral andiltidateral donor agencies with a
reconciliation process to achieve consensus rankivgas recognised that the quality of the
material was variable and that the depth of infdromaavailable for the different countries
was not consistent. Inevitably the process hadite down complex information into a series
of six attributes per issue which raises a numbbgroblems (USAID, 2005, pp 6-8). It is
important to respect the ranking team’s caveatpaiticular not to “infer an impossible level
of precision and specificity” from the final rankjrscores.

The USAID approach does have a number of advanthgésnotwithstanding the crudeness
of the scores and the caveats, mean that thegdatarih exploring. It is a ranking system that
takes a view of property rights that differs fronose of the other systems with an emphasis
on the strength of property rights and security tefiure from the perspective of the
disadvantaged. It has a distinctly pro-poor stakoe.example, there are six criteria by which
the issudnsecure Tenure and Property Rigidgo be scored, each of which on a scale of 1 to
7. They are:

* Individual private ownership rights in land are ggalefined, have limited utility, are
of insufficient duration, and lack assurance inoecdément due to inadequate
legislation and implementation or to state intexfee (Weighted at 25%);

* The land tenure and property rights legal and gditamework fails to protect the
rights of women and other disadvantaged racialniethand religious groups
(Weighted at 20%);

» Conflict over land ownership disputes, overlappinghts, and inheritances is a
frequent and serious occurrence (Weighted at 15%);

e Legal or de facto recognition of common propertyland and natural resources is
lacking (Weighted at 15%);

* Broad-based land rights definition and enforcementlacking due to a land
administration system that is dysfunctional, notederalized, or lacking adequate
stakeholder participation (Weighted at 15%); and
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* Incompatibility between formal legal and customdapd tenure systems (legal
pluralism) is contributing to tenure insecurity (Myeted at 10%).

A second version of the criteria (not used in tbering) included illegal or unprincipled
expropriations depriving land holders of their tigh

The criteria against which theoorly Performing Makets issue was assessed include the
ability of small holders to purchase, contractremt land due to biases in favour of larger
farms or plot sizes; legislation on land transadics unclear, too restrictive or undeveloped;
contracts between landowners and tenants and sbppects are non-existent or
unenforceable; the land administration system dussenable land transfers at affordable
cost; commercial financial institutions are reluttéo provide smallholders with mortgage-
based credit using land as collateral; and womenestmic and religious minorities encounter
legal, cultural, or administrative obstacles totiggrating in the land market. The criteria for
Inequitable Access to Land and Natural Resouroetides high levels of landlessness in
rural areas, land distribution being highly skewddmale-headed households being
marginalised, informal or illegal settlements onblpu or private lands, and the policy
framework for land reform being lacking.

The three Land Tenure and Property Rights issuesatrwell correlated with each other and
therefore would appear to identify different aspetftproperty rights strength and security of
tenure. Although the correlation, using Kendallau,t betweenPoorly Performing Land
Markets and Inequitable Access to Land and Natural Resoursestatistically significant
little of the variability has been explained. Thdyosignificant correlation of any magnitude
is that betweerinsecure Tenure and Property Riglded Inequitable Access to Land and
Natural Resources

Table 1 Correlations between the USAID indicators fostrength of property rights

Inequitable Access to Land  Poorly Performing Land
and Natural Resources Markets
Insecure Tenure and Property 0.390 0.139
Rights p = 0.000 p =0.152
n =380 n =80
Inequitable Access to Land 0.197
and Natural Resources p = 0.040
n =80

Source: Calculated from USAID (2005)

2.5 Comparisons between the property rights indices

The consistency between the different propertytsighdices can be assessed by examining
the extent to which their results are correlatedas decided to use Kendall's tau as much of
the data is ordinal. The various sources studedfit countries resulting in the sample sizes
for which comparisons can be made varying betwedns pf sources.
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Table 2 Correlations between USAID scores and propy rights data from the
Bertelsmann Transformation Index, Heritage Foundaton, and World Economic Forum

USAID LTPR Issue World Heritage Bertelsmann

Economic Foundation | Transformation

Forum Index
Insecure tenure & property rights -0.002 -0.147 -0.138

p =0.985 p=0.144 |p=0.148

n = 64 n=71 n=73
Inequitable access to land & naturaD.006 -0.060 -0.126
resources p =0.952 p=0.546 |p=0.180

n =164 n="71 n=73
Poor land market performance -0.054 -0.047 -0.059

p = 0.585 p=0.648 |p=0.547

n = 64 n="71 n=73

Source: Calculated

from USAID

(2005), http://www.bertelsmann-transformation-

index.de/en/bti/rankingSchwab (2010), and Miller & Holmes (2011)

Table 2 sets out the degree of correlation betw#®AID’s three Land Tenure and Property
Rights issues scores that examine the strengtmopfepty rights and the scores on property
rights from the BTI, Heritage Foundation, and WEFhe data from BTl was from the 2008
Index and the Heritage Foundation data was an gedwa the years 2004-07. There were no
significant correlations between the USAID data #mel other three property rights indices.
Each of the sources is subject to potential ereord the caveats on the USAID data in
particular should be noted. However, a plausiblplamation is that USAID examined
different aspects of property rights than the otheee sources. Specifically, USAID took a
pro-poor stance in the measurement of propertytgigimereas the other three sources tended
to take a more business-orientated approach. thesefore quite possible for there to be
relatively secure property rights for businessdsteg alongside poor security of tenure for
the disadvantaged, including women and minorityietior religious groups. Secure property
rights for businesses in urban areas could exmstggide poor security of tenure for the rural
poor. Poor correlation might mean that differerghts were considered by the various
sources.

Table 3 Correlations between the property rights sores in the Bertelsmann
Transformation Index, Heritage Foundation, and World Economic Forum

Heritage Foundation World Economic Forum
Bertelsmann Transformatign 0.687 0.399
Index p = 0.000 p = 0.000
n=123 n =103
World Economic Forum 0.646
p = 0.000
n=137

Source:

Calculated fromhttp://www.bertelsmann-transformation-index.de/éhdnking

Schwab (2010), and Miller & Holmes (2011)
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There were statistically significant correlatiorefveeen the property rights scores for BTl and
the Heritage Foundation and the WEF, although wthtt the latter is significantly weaker.
The scores for the Heritage Foundation and the \&ifeFalso significantly correlated. These
two surveys cover a wider range of countries thenBTI| and include the richer developed
economies which are characterised by the strerfgieed property rights. This may account
for the higher correlations between the Heritagan@ation and WEF data when compared
with that between BTl and WEF.

Comparison between the property rights data froenHkritage Foundation and the WEF for
the countries they both cover shows that the HgitBoundation data has a greater skew
towards lower values with less symmetry than thainfthe WEF. The WEF data also has a
lower coefficient of variation than that for the iHage Foundation indicating that it is more
tightly clustered around the mean with fewer outlyiassessments of countries’ security of
property rights (Grover R & C, 2011). A possiblgenmpretation could be that the WEF
respondents were more reluctant to award their coumtry a low score compared with the
Heritage Foundation’s expert panel.

The two property rights scores that make use okexjdgement, BTl and the Heritage
Foundation, show a high level of correlation. ThEMHata suggests that there may be issues
about how the respondents calibrated their answidre. USAID measure of strength of
property rights and security of tenure suggest ey are measuring something different to
those of the other three measures.

3. INFLUENCES ON PROPERTY RIGHTS
3.1 Methodology

The influences on and extent to which factors asoeaated with strength of property rights
was explored through correlation, using Kenda#is.tMuch of the data used is ordinal in the
form of scores given by experts or responses tertikcale questions by survey panels. The
comparisons were made between two groups of cesgntthose that formed part of the
USAID study and the developing and transitionalrtaas in the BTI. This resulted in the
exclusion of the richer developed countries. Thasoa for this was concern that these
countries might act as outliers and thereby bdustidvel of correlation between the strength
of property rights and a number of variables comedrwith governance and economic
development. The countries in the BTI contain aemmriety of countries including some
with a high level of economic and institutional éepment such as Malaysia and Singapore,
European Union members such as the Czech Repubtida and Lithuania, and members of
the EU’s Euro zone, such as Estonia, Slovenia donvbka. As comprehensive data did not
exist for all the countries in the USAID and BTudtes, some had to be excluded. Wherever
possible, the data from around 2005 was used iralag¢ysis of the USAID countries as the
study was published in 2005, whereas that used th@&hBTI countries was generally from
2009-11.

The principal sources of data used were as follows.
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— World Economic Forum. Data from the WEF was used to examine the reiship
between property rights and the institutions ofegoment, the legal system, corporate
governance, infrastructure, the quality of educatiand healthcare, market
competitiveness, the level of business sophistinatine development of the labour
market, the development of the financial systeng tlegree of sophistication of
business management, innovation, and the macroegommvironment.

— Bertelsmann Transformation Index Data from the BTI was used to examine the
level of democratic government including politigadrticipation, the rule of law, and
the stability of democratic institutions, the extéa which a market economy had
developed, such as competitiveness and liberaisaturrency and price stability,
environmental sustainability, and economic perfaroga and the development of
management, including resource efficiency, conseisiiding, and international co-
operation.

- The World Bank Institute’s Governance Indicators. These are derived from a
variety of sources (Kaufmann, Kraay & Mastrizzi,12). There are six indicators of
governance: voice and accountability, that is théitg of a country’s citizens to
participate in selecting the government, freedonexgression and association and a
free media; political stability with low risk of ghgovernment being destabilized or
overthrown by unconstitutional or violent meansygmment effectiveness, which is
concerned with the quality of public services ane tivil service, the degree of civil
service independence from political pressure, &edquality of policy formation and
implementation; regulatory quality, which is comoed with the ability of the
government to formulate and implement policies thatmit and promote private
sector development; the rule of law; and the comtrcorruption, including both petty
and grand corruption and the “capture” of the dtgtelites and private interests.

— The World Bank Doing Business property registrationdata. This is one of ten
indicators of the ease of doing business in a e¢gut standard scenario of the
transfer of a 929 square metre warehouse in aupean area between two limited
liability companies is used to examine the numbgrocedures, time taken, and cost
of registration (IBRD & World Bank, 2011). The dataclude any other costs the
buyer may incur because of the poor quality ofstgtion.

— OECD Social Institutions and Gender Index The Index examines various aspects
of discrimination against women, including womeatcess to land and bank loans
and inequalities in inheritance (Branisa et al, ®0@ three-point point scale is used
which means that a country is given a grading atingrto whether there are equal
rights for men and women (score of 0), women haveights (score of 1), or that
women have some rights but less than men (scdépf

— Yale Environmental Performance Index The EPI seeks to rank countries on 25
performance indicators (Emerson, 2010). Of these é¢hvironmental burden of
disease, access to sanitation and water supplyngebain forests and stock, and
greenhouse gas emissions have been used to exi&thiewe is a relationship between
environmental factors and the security of propedgits.

A number of the variables used from different searpotentially overlap. As the method
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employed was bivariate correlation rather than, sayltiple regression, this does not distort
the results but provided an opportunity to exantime differences between measures from
alternative sources, including ones that use exm=ponses and those which use panel
surveys.

3.2 The Bertelsmann Transformation Index countries

Data was available for approximately 100 of thentoas that feature in the BTI, though the
precise number of countries used in each analyaigess according to data availability.
Appendix 1 shows the statistically significant eations between strength of property rights,
principally measured using the BTI data, and a remalb other variables. The variables have
been grouped together so that those that are detate be compared. In a few instances of
data taken from the WEF there was no statisticaignificant correlation with the BTI
measure of property rights but there was a stedidyi significant correlation with the WEF
measure. This could be due to the way the panedspiondents answered the questions, with
the dispersion being different from that of the BTdxpert respondents.

The strength of property rights is correlated witle strength of democratic government,
including free and fair elections, freedom of exgsien and association, and the strength of
civil society. Owners of property in a democratarigety have greater potential protection,
particularly against dispossession, than those orendespotic regimes. Moreover, the
efficient functioning of a property market requirefgedom of information so that all
participants can be fully informed about marketcemstances, as well as freedom of
assembly so that trading can take place. There als@ significant correlations with a
number of measures of governance, particularly thality of administration, the
effectiveness of government, the efficiency withishhgovernment uses resources, and the
extent to which there is consensus between therrpajdical actors on the market economy
and democracy as long term goals. There were @jadisant correlations with indicators of
the strength of the rule of law. Unsurprising, pdp rights are better protected by
independent courts charged with deciding upon lgledrafted rules and regulations than
where the holders of property rights are subjet¢hédecisions of an arbitrary authority. The
protection of property rights was correlated witie absence of significant corruption, both
petty and grand corruption, including the “captuoéthe state by an elite or private interests,
and abuse of office. Where grand corruption fldwess there is likely to be the favouring of
monopoly interests. The data collected by Transmarénternational on corruption in land
matters is available only for a relatively small nmaer of countries (Transparency
International, 2009) but corruption in land matteésshighly correlated with corruption
elsewhere in society (Grover R & C, 2011, pp 10 €d the use of these broader measures
are likely to indicate the level of corruption iand services. Although the correlations are
weaker, the strength of property rights is assediatith the quality of corporate governance.

Governments can help to strengthen property rigjintaigh effective land administration such
as land registration. Therefore, the correlatioagvben the strength of property rights and
governance indicators are not surprising. There thaggh very limited correlation between
the strength of property rights and the measurethefefficiency of property registration
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taken from the World Bank’s Doing Business datautih that with the cost of registering
property showed the expected inverse correlatior. Nave previously found correlations
between the number of procedures, time taken irstragon, and cost of registration and
corruption in land services, and significant rankles correlations between the Heritage
Foundation’s measure of property rights and the eagproperty registration (Grover R & C,
2011, pp 15-17). The poor correlation found betwidenBTI indicator of property rights and
the Doing Business measures of ease of properigtraigpon could be due to the World
Bank’'s choice of scenario and that different oneght produce higher correlations.
Alternatively, the data could be measuring the itypalf property registration in a relatively
crude fashion by focussing on numbers of procedtiras taken and cost. Whilst simplifying
procedures is likely to make registration easiedl &ss prone to corruption, and thereby
strengthen property rights, there may come a paintvhich the quality of the process
becomes more important to securing confidence @& dystem than further reductions in
procedures, time and cost. For example, high casy e because the system is very
effective, enabling the government to levy transées, whereas low cost may disguise the
true cost of transfer by excluding privately contedl title insurance.

Correlation measures association and not causdkizere is some evidence to indicate that
the strength of property rights is associated wiité level of economic development. A
number measures of the stability of an economy vexamined, including anti-inflation
policy, the liberalisation of foreign trade, thesahce of structural constraints on an economy,
as well as indicators of business maturity, suchpesduction process sophistication,
marketing, supplier quality, and value chain brhadthese indicate that stronger property
rights are found in economies that are more deeelophere were similar correlations with
the development of the financial system, the qualftinfrastructure, and the quality of the
education system. It is difficult to be sure of theection of causation but secure property
rights could assist in the development of the faiansystem by permitting lending secured
against property, Higher standards of educationdcbe argued to help property owners
protect their rights and could result from risirandl values from better protected rights
enabling families to pay school fees and to forige ihcome that children could otherwise
generate.

There is some evidence to suggest that strong@epsorights were associated with greater
equality of opportunity for women and those frorhret, racial, and religious minorities.

Where women’s and minority rights are protectedytare likely to be able to gain access to
land, including through inheritance, and retain pemby, for example, on marriage or

widowhood, whereas exclusion from fundamental adasociety implies weaker property

rights. Stronger property rights were associateth wgironger environmental policy and

inversely related to the environmental burden sédse.

3.3 The USAID countries
A similar analysis was carried out for the courstrileat were the subject of the USAID study

(USAID, 2005). The set of countries is a narrowee chan the BTI because it is limited to
countries that were either in receipt of aid or @vbeing considered as potential recipients.
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For example, the only European Union countriesh@ study were the two most recent
entrants, Bulgaria and Romania, which were not Eduniver states at the time of the USAID
study. The analysis focused on approximately 5htas for which a consistent set of data
could be assembled and used data, where possiblepproximately 2005. As was discussed
above, the USAID study graded countries on thretra that indicate the strength of
property rightsinsecure Tenure and Property Rights, Inequitaideess to Land and Natural
Resourcesand Poor Land Market PerformanceA high score indicates poor strength of
property rights and security of tenure. Therefaygalations with the factors associated with
strength of property rights can be expected tonwerse. As with the BTI study, correlation
was measured using Kendall's tau. The correlat@mashown in Appendix 2.

The most striking difference between the studyhef YSAID countries and the BTI ones is
the limited number of correlations with the USAlBdicators of property rights. The ones
which were found had lower correlation coefficiersd the confidence level had to be
lowered from 99.99% (p = 0.000) to 95% (p = 0.0%ne of the correlations met the test of
statistical significance used in the analysis efBTI| countries.

Three correlations were found witiisecure Tenure and Property Rightise liberalization of
foreign trade, the willingness of management teegiaie authority, and the effectiveness of
government in implementing reform policy. There &elrl correlations witinequitable
Access to Land and Natural Resour@esluding the rule of law, political stability arttie
absence of violence, and crime. In other wordstgreaquity in access is associated with low
crime, political stability, and the rule of law. iEhenvironment is associated with civil rights
being ensured, reliability in public services, andlity in education. The positive correlation
with the availability of financial services suggeshat property rights for the poor may be
weakened in situations in which finance is ava#dbk others, perhaps to fund their resource
acquisition. The negative correlations wilRbor Land Market Performancalso suggest that
property rights are enhanced when there is ani@ftidegal system, the government has a
monopoly on the use of force, and there is acceptan the legitimacy of the state, public
trust of politicians, and a low level of terrorisamd violence. These conditions are also
associated with women having rights of inheritanod having access to banks. There was
also a correlation with the low cost of registerprgperty. The positive correlations suggest
an intriguing possibility. These correlations wéretweenPoor Land Market Performance
and the enrolment rate in tertiary education, nelphone subscriptions per 100 of the
population, access to adequate sanitation, andréstictions on capital flows. They could
indicate that property rights for the poor might weaker in societies in which only some
groups have access to finance, higher educatiot,t@chnology, resulting in significant
inequalities. Such possibilities require furthesearch to test and confirm the underlying
relationships.
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4. CONCLUSIONS

This paper has examined a number of measures strigregth of property rights. These have
been constructed in various ways and take diffepemspectives on security of tenure and
property rights. Although some of the measureshagély correlated, this is not so in all
cases. It is important therefore to understand timvmeasures are constructed and how the
security of property rights in each is defined Ibefthey are used.

There is a rich source of economic, political, ahcand environmental indicators available
from BTI, WEF, the World Bank, OECD, and Yale Unisiy, amongst others. These enable
the factors that are associated with strength opgnty rights to be explored. The analysis
suggests that strength of property rights is assedi with the level of development of

business and the economy, with democratic goverinhggh standards of governance, and
respect for the rule of law. The correlation aniglysrried out in this paper does not enable
causation to be established. Therefore it is unchdaether stronger property rights have
contributed to economic development or are thelresfuit. For example, does greater

prosperity encourage investment in land, whichum tstrengthens property rights or does
investment in secure property promote economic trewkFurther work needs to be

undertaken in modelling the associations betweapeasty rights and the various factors

identified in this paper.
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Appendix 1 Significant correlations of the BTI property rights index with key variables

Strength of democratic government

WBI Voice & accountability 0.544

BTI 1.1 Monopoly on the use of force 0.476

BTI 2.1 Free and fair elections 0.453

BTI 2.3 Association / assembly rights 0.476

BTI 2.4 Freedom of expression 0.505

BTI 4.1 Performance of democratic institutions 0.497

BTI 5.1 Party system 0.466

BTI 5.2 Interest groups 0.575

BTI 5.4 Associational activities 0.512

BTI 13.2 Civil society traditions 0.526

BTI 14.1 Prioritization 0.585

BTI 14.2 Implementation 0.576

BTI 14.3 Policy learning 0.575

BTI 16.2 Anti-democratic actors 0.493

BTI 16.4 Civil society participation 0.481

BTI 17.1 Effective use of support 0.579

BTI 17.2 Credibility 0.590

BTI 17.3 Regional cooperation 0.642
Property Registration
| DB | Cost of registering property (% value) -0.216*
Governance

BTI 1.4 Basic administration 0.615

WBI Government effectiveness 0.647

BTI 15.1 Efficient use of assets 0.651

BTI 15.2 Policy coordination 0.580

BTI 16.1 Consensus on goals 0.656

BTI 16.3 Cleavage / conflict management 0.419

WEF 1.08 Wastefulness of government spending 0.429 WEF

WEF 1.09 Burden of government regulation 0.301 WEF

WEF 1.12 Transparency of government policymaking 0.226 WEF

WEF 1.13 Business costs of terrorism 0.228*

WEF 1.15 Organized crime 0.423 WEF

WEF 1.16 Reliability of public services 0.345

WBI Political Stability & absence of violence/terrorism 0.456
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Equality of opportunity, including for women and ethnic, racial and religious minorities

BTI 1.2 State identity 0.368

BTI 6.1 Socioeconomic barriers 0.605

BTI 10.2 Equal opportunity 0.624

BTI 13.3 Conflict intensity 0.396

OECD Women's access to land 0.273*
Rule of law

WBI Rule of law 0.670

BTI 3.1 Separation of powers 0.549

BTI 3.2 Independent judiciary 0.620

BTI 3.4 Civil rights 0.577
WEF 1.6 Judicial independence 0.407
WEF 1.10 Efficiency of legal framework in settling disputes 0.595 WEF

1.11 Efficiency of legal framework in challenging

WEF regulations 0.555 WEF
Corruption and state capture

WBI Control of corruption 0.646

BTI 2.2 Effective power to govern 0.452

BTI 3.3 Prosecution of office abuse 0.616

BTI 4.2 Commitment to democratic institutions 0.497

BTI 7.1 Market-based competition 0.751

BTI 7.2 Anti-monopoly policy 0.598

WEE 6.03 Effectiveness of anti-monopoly policy 0.288

BTI 9.2 Private enterprise 0.705

BTI 15.3 Anti-corruption policy 0.666

WEF 1.03 Diversion of public funds 0.330

WEF 1.04 Public trust of politicians 0.442 WEF

WEF 1.05 Irregular payments & bribes 0.476

WEF 1.07 Favouritism in decisions of government officials 0.493 WEF
Corporate governance

WEF 1.17 Ethical behaviour of firms 0.345

WEF 1.18 Strength of auditing and reporting standards 0.491

WEE 1.19 Efficacy of corporate boards 0.425 WEF

WEE 1.20 Protection of minority shareholders' interests 0.615 WEF

WEEF 1.21 Strength of investor protection 0.245%*
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Environmental sustainability

BTI 12.1 Environmental policy 0.645

YEPI Environmental burden of disease -0.424
YEPI Access to adequate sanitation 0.395

YEPI Access to adequate drinking water 0.482

YEPI Forest cover change 0.241

YEPI Greenhouse gas emissions per capita 0.251

Economic Development

WBI Regulatory quality 0.673

BTI 8.1 Anti-inflation / forex policy 0.572

BTI 8.2 Macrostability 0.574

BTI 10.1 Social safety nets 0.610

BTI 11.1 Output strength 0.477

BTI 12.2 Education policy/R & D 0.595

BTI 13.1 Structural constraints 0.556

BTI 7.3 Liberalization of foreign trade 0.632
WEF 1.02 Intellectual property rights 0.403
WEF 6.01 Intensity of local competition 0.418
WEF 6.02 Extent of market dominance 0.274
WEF 6.04 Extent and effect of taxation 0.347 WEF
WEF 6.08 Agricultural policy costs 0.453 WEF
WEF 6.11 Prevalence of foreign ownership 0.324
WEF 6.14 Degree of customer orientation 0.398
WEF 6.15 Buyer sophistication 0.326
WEF 11.01 Local supplier quantity 0.348 WEF
WEF 11.02 Local supplier quality 0.503
WEF 11.03 State of cluster development 0.332 WEF
WEF 11.04 Nature of competitive advantage 0.431
WEF 11.05 Value chain breadth 0.412
WEF 11.06 Control of international distribution 0.254
WEF 11.07 Production process sophistication 0.442
WEF 11.08 Extent of marketing 0.454
WEF 3. Macroeconomic Environment 0.260
WEF 7. Labour market efficiency 0.254 WEF
WEF 12. Innovation 0.368
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Development of financial systems

BTI 7.4 Banking system 0.731
WEF 6.12 Business impact of rules on FDI 0.454 WEF
WEF 8.01 Availability of financial services 0.407
WEF 8.02 Affordability of financial services 0.341
WEF 8.03 Financing through local equity market 0.407 WEF
WEF 8.04 Ease of access to loans 0.295
WEF 8.05 Venture capital availability 0.275
WEF 8.06 Restrictions on capital flows 0.421
WEF 8.07 Soundness of banks 0.287
WEF 8.08 Regulation of securities exchange 0.349

Quality of infrastructure

WEE 2.01 Quality of overall infrastructure 0.387
WEE 2.02 Quiality of roads 0.285
WEE 2.04 Quality of post infrastructure 0.306
WEEF 2.05 Quiality of air transport infrastructure 0.291
WEF 2.07 Quality of electrical supply 0.451
WEE 2.0 8 Fixed telephone lines 0.390
WEEF 2.09 Mobile telephone subscriptions 0.268
WEF 9.04 Internet users 0.255

Quality of education system

WEE 4.09 Quiality of primary education 0.236*
WEF 5.01 Secondary education enrolment rate 0.431
WEE 5.02 Tertiary education enrolment rate 0.399
WEE 5.03 Quality of the educational system 0.281
WEE 5.04 Quiality of math and science education 0.283
WEE 5.05 Quality of management schools 0.308
WEEF 5.06 Internet access in schools 0.526
5.07 Local availability of specialized research and
WEF training services 0.213*
WEE 5.08 Extent of staff training 0.208*

Dependent variable in each case is Strength ofgptppights as measured by BTI, question 9.1, exodere
WEF appears against the correlation coefficientthiese cases the BTI data failed to produce asttatily
significant correlation and WEF data on properghts was used instead.

Correlation measured using Kendall’s tau.

p values in all cases = 0.000 except when markedhé&re the p value is less than 0.005.

Sources: BTI Bertelsmann Transformation Index; Diidnational Bank for Reconstruction and Developngen
The World Bank,Doing BusinessOECD Social Institutions and Gender Index; WBI VWoBank Institute
Worldwide Governance Indicators; WEF World Econofagrum Global Competitiveness RepoiEPI Yale

Centre of Environmental Law and Policy Environmé®@rformance Index
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Appendix 2 Significant correlations with the USAID property rights indicators with key

variables
Insecure Inequitable | Poor Land
Tenure and Access to Market
Property Land and Performance
Rights Natural
Resources
-0.264
BTI 1.1 Monopoly on use of force (0.017)
- . -0.236
BTI 1.2 Citizenship agreement (0.038)
. -0.250
BTI 3.4 Civil rights ensured (0.018)
. o -0.214
BTI 7.3 Liberalization (0.047)
. . -0.255
BTI 8.1 Anti-inflation/forex (0.017)
_ . -0.233 -0.245
BTI 14.2 Policy implementation (0.023) (0.022)
. I -0.293
WEF | 1.04 Public trust of politicians (0.005)
WEE 1.10 Efficiency of legal framework in settling -0.258
disputes (0.013)
. . -0.210
WEF | 1.13 Business costs of terrorism (0.042)
. . . -0.334
WEF | 1.14 Business costs of crime and violence (0.001)
. . -0.200
WEF | 1.15 Organized crime (0.045)
_— . . -0.238
WEF | 1.16 Reliability of public services (0.017)
1.20 Protection of minority shareholders' -0.215
WEF | .
interests (0.039)
WEF | 2.09 Mobile telephone subscriptions 0.200
' P P (0.050)
. . 0.228
WEF | 5.02 Tertiary education enrolment rate (0.026)
WEF | 5.03 Quality of the educational system -0.235
' ¥ ¥ (0.019)
WEF | 5.04 Quality of math and science education -0.347
' Y (0.001)
WEF | 8.01 Availability of financial services ((;)Ozl?f)
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. . 0.211
WEF | 8.06 Restrictions on capital flows (0.042)
WEF | 11.09 Willingness to delegate authorit 0233
' & & Y (0.023)
WBI Political stability & absence of -0.208 -0.287
violence/terrorism (0.034) (0.005)
-0.236
WBI Rule of law (0.017)
DB Registering Property - Cost (% of property -0.338
value) (0.001)
. -0.317
OECD | Inheritance (0.008)
. -0.249
OECD | Women's access to bank loans (0.043)
I 0.231
YEPI | Access to adequate sanitation (0.024)

Correlation measured using Kendall’s tau.
p values are in brackets..

Sources: BTI Bertelsmann Transformation Index; biidnational Bank for Reconstruction and Developn8en
The World Bank,Doing BusinessOECD Social Institutions and Gender Index; WBI VWoBank Institute
Worldwide Governance Indicators; WEF World Econofagrum Global Competitiveness RepoiEPI Yale

Centre of Environmental Law and Policy Environmé/@rformance Index
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