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PREFACE

“If there's a book that you want to read, but it hasn't been written
yet, then you must write it.”

Toni Morrison

I wrote my thesis with this in mind. I wanted my thesis to be
different in content, diverse in its objectives and enlighten what is still
unfamiliar.

Let me briefly explain my journey. I am a Chartered Accountant by
profession. I was employed in the Middle East from the early period of
my career till 2006 with some time also spent in India. We, Chartered
Accountants, have a self-proclaimed ego that this profession is ultimate
in life for satisfaction and earning livelihood. So, be it.

Stress and anxiety took a heavy toll in 2014 and I experienced
depression. Then, my mentor, philosopher, and guide, Dr. P.C.
Shejwalkar instructed me to do a Ph.D. to get over my depression. As an
obedient student, I started my journey to do the Ph.D. with passion and
determination from June 2014. More so, it was a longstanding dream
and demand from my wife that I should do my Ph.D. The result was that
I completed the thesis in February 2016 with passion, devotion and
steadfastness.

Several research proposals were written but none of them gave me
the satisfaction. My collateral research guide Dr. Vaishampayan then
suggested to do research on a topic called rent-seeking which is still
unexplained, unfamiliar and unrecognized to a considerable extent in India
in particular and the world in general. More so, no one in the world has
compared the rent-seeking with value maximization of listed Indian
companies. Thereafter the research topic intrigued and fascinated me.

The result is my humble contribution to the body of knowledge in
the form of this thesis. So, I dedicate the thesis and acknowledge with
thanks and gratitude to Dr. P. C. Shejwalkar and Dr. Vaishampayan for
their motivation, encouragement and contribution.

Rent-seeking as a term was coined in 1974 by Mrs. Anne Osborn
Kruger, an American economist in her famous “The Political Economy
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of the Rent-seeking Society”. However, it is still relatively unknown and
not discussed widely in the world. The uncomplicated essence of it is
when a company, an organization or institution and individuals use their
precious resources to obtain unjust and unreasonable economic or
monetary gain from the government or any establishment without
working for it. Such gain does not contribute any welfare to the society
at large by asset creation. Rather, it is redistribution and also destruction
of wealth. So, it encourages crony capitalism through political lobbying,
corruption and bribery to curry favor from the government. The subject
is fascinating when you go in depth into it. It allured me to study the
subject with a different angle.

The thesis focuses on how rent-seeking plays its role in the value
maximization of listed Indian companies. It seeks to analyze the trend and
causes for the companies to earn substantial other income with or without
concentrating on its core competency. It also enhances the valuation of the
companies in the market which is not based on fundamentals.

The in-depth study was undertaken carefully with the help of
statistical data of financial performances of the companies and broad
spectrum of accounting ratios, market cues and appropriate statistical
tools. The time period was from 1994 to 2014 covering 20 years. Also,
it is written in a logical sequence.

Though it was a daunting task, the goal was achieved. I was
mystified and pleasantly surprised to find that companies without
exception indulge in rent-seeking behavior to earn that hefty economic
rent called other income. So, without any doubts, further research can be
done with many more parameters in place.

I hope that the thesis will be a valuable reference for researchers,
corporate entities and to the government as an eye opener.

Finally, I am grateful to Dr. P.C. Shejwalkar and Shejwalkar
Education Institute for giving the permission to publish the thesis.

The thesis is dedicated to my late parents whose invisible blessings
were there thoughout the study.

Dr. CA M. Ganeshan
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ABSTRACT

“Rent-seeking and Value Maximization: An Exploratory Study of
Selected Listed Indian Companies”

Rent-seeking as a concept and philosophy was discussed originally
by Gordon Tulloch in his article in 1967. The term “Rent-seeking” was
then conceived by Ms. Anne Osborn Kruger in 1974. Since then, it is in
vogue in the economic world. Rent-seeking is when an individual,
company or organization its their precious physical and financial
resources to pursue an economic advantage or gain from the government
or others in an unproductive manner. In return, they do not contribute
anything back to the society by way of economic creation or adding
value to it.

Rent-seeking then assumed different connotations, definitions,
dimensions and manifestations all over the world. It has become an all-
pervading concept now existing directly or covertly in the world.

In order to understand the concepts and to comprehend the general
perceptions about rent-seeking, detailed pilot of different definitions
study was done. Over and above, in order to crystallize the thoughts on
the subject, study of rent-seeking and its impact on world and Indian
scenario was undertaken. Its general influence on corporate world of
India too was studied.

Then, extensive literature review was done covering 50 articles for
the period 1974 to 2015 touching different facets like economic,
financial, social and political. It also covered several countries and
continents of the world.

Based on the exhaustive coverage of the articles, GAP analysis and
statement of problem was prepared. I found out that Rent-seeking and
its relationship, if any, with the value maximization of corporate was
never studied or researched.
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So, Hypothesis was constructed based on the review and
conclusion as given below:

1. Majority of the Indian companies record Profit after Tax due to
Non-business Income.

2. The dependence on Non-business Income is resulting into value
destruction and not maximization, as expected.

3. The rent-seeking behavior is resulting in value destruction and not
maximization, as expected.

Research methodology and design was decided. The research
would be adopting mixed research design with more emphasis on
quantitative approach. It is an exploratory and descriptive research. The
types of data to be collected would be secondary. 61 Indian companies
were selected from the list of “A” group in Bombay Stock Exchange (BSE)
would form the basis of the empirical research. The financial highlights of
such companies so selected were analyzed covering broad time period of
1992 to 2014, i.e., post-economic reforms in India in 1991.

Different research instrumentation was used including statistical
tools to analyze the data exhaustively. After the varied and demanding
statistical analysis, it was all hypotheses were in consonance with the
findings and results. More so, several general conclusions glaringly
emerged out of the study in depth which can become bedrock of further
research at macro level to develop a suitable model or theory on the
subject in the future.

Conclusions
1. It is proved that majority of the Indian companies record Profit

after Tax due to Non-business Income.

2. The dependence on Non-business Income is resulting into value
destruction and not maximization, as expected.

3. The rent-seeking behavior is resulting into value destruction and
not maximization, as expected.

4. Practically, all the companies have shown the tendency of
overvaluation when you look at Tobin’s Q since they are above 1.
Their PE ratios are also either beyond reasonable or acceptable
ratio or very high ratio. So, market seems not counting on the
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book value and fundamentals of the companies or the companies
indulge in rigging the market for various purposes. The IT and
Telecom sector are showing maximum Tobin’s Q.

5. Most of the companies have very high SGR or above acceptable
limit. It is reasonable to have good SGR but it was found that
companies are still leveraging their strengths on the basis of good
SGR and borrowing more funds to diversify their risk-bearing
investments other than in long-term assets related to core business
activities. The engineering and infrastructure sector is showing
maximum SGR, but their borrowings are also questionable.

6. Most of the companies have investments appearing in current
assets either more or less equal to Gross block of assets or
exceeding them showing their short-term intentions to make profit,
thereby to increment their value. Hence, it shows that the
companies are sidelining the very objective of the high economic
growth of the company in order to be more competitive in the
market as compared to their peers with the increase in their
productivity and efficiency. Such misplaced priority is actual
value destruction and not value maximization. So, question arises
as to what are the corporate objectives in real terms?

7. Invariably, the Profit after Tax is very marginal and in single
figures. But, the return on ROCE and RONW are above the
benchmark. So, where from the companies are making profits is
questionable?

8. It was also found out that there is a huge gap between PBIDTM
and PATM. Why such a huge gap – is it because of interest or
depreciation, or both? If the company has good SGR, then what is
the necessity of having huge interest outlays?

9. Wherever the current ratios are above the acceptable benchmark,
it shows that its investments are more than its core current assets
like inventories, accounts receivables and cash and bank balances
confirming that the companies are indulging in investments other
than in its core business. The tendency is not proper since the
value maximization does take place but not necessarily from
profits from business activities. The FMCG and lifestyle mean
current ratio is 5.
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10. In recent years, companies are increasingly concentrating on
short-term value maximization of the firms – not long-term value
creation. It has become the primary explicit objective, attitude and
way of thinking. Also, they cannot monitor meaningfully their
diversified investments.

11. Commitment, governance and leadership of top management of
corporates needs discussion. The mindset and strategies of
corporates requires further inquiry.

All the above observations affirm that companies are indulging in
some sort of rent-seeking activities to earn more profit, thereby to have
value maximization for shareholders and also to project themselves in
the market for various purposes. It is also questionable whether Indian
companies take care of the interest of their shareholders or stakeholders!
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1
CHAPTER

Overview of Rent-seeking
“Rent-seeking isn't really about the rent,

which is a transfer. The cost of rent-seeking is the
wasted resources devoted to capturing the rent.”

Rent-Seeking

Kids Prefer Cheese

July 5, 2010

Rent-seeking in economics signifies rational
activity of agents in an imperfect world, where the
design and function of institutions allow an agent to
cut corners for gain. Instead of playing by the rules,
the agent would engage in action that would provide
shortcuts to the gain envisaged if it is substantially
larger than the risks involved. Rent-seeking was a
traditional and widespread way of allocation of wealth
in most of the world. Talented and ambitious people
used to seek special privileges and invest most of their
time and resources in the process of rent-seeking.

INTRODUCTION
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According to Tulloch, this kind of activity became unimportant in
XVIII century England during what he calls the “English Revolution”.
Whereas in equally or more civilized country such as China, talented
people engaged in flattering, finding connections and keeping them. In
XVIII century England, “Watt invented the steam engine, and Edison
the incandescent lamp”, as a result “the steam engine and the electric
light not only made their inventors wealthy, but also the rest of us far
better off. The Chinese official who obtained the right to draw part of
his income from one of the merchant houses that had monopoly on
foreign trade became equally wealthy, but he contributed nothing to
other people. Indeed, the results of his activities were to make them
worse off.”

Genesis of the word “Rent-seeking”
Rent-seeking slowly developed from the time of Mr. Gordon

Tulloch whose essay in the economic journal of 1967 informally
described the concepts of rent-seeking (not in the same term) (“the
welfare cost of tariffs, monopolies and theft, Western economic journal,
volume 5, 1967, pages 224-232). He argued that any increase in price of
a product in a domestic market due to imposition of prohibitive tariff
and related collection costs is in fact transfer of income or wealth from
some members of the community to others. He further argues that due to
tariff no one benefits since it only increases the inefficiency and cost of
domestic production due to protective policy of domestic market with
tariff. So, according to him, such social costs are wasteful expenditures
and wasted resources. The welfare cost of tariffs becomes negative and
the loss of cost of protective tariff is the cost of a product in domestic
market less the cost at which the product is available in the foreign
market without tariff. Same is the case with monopoly and theft. The
economy of the country becomes poorer. Without mentioning the word
“Rent-seeking”, he explained in so many words and gave birth to the
concept of rent-seeking.

Ms. Anne Osborn Kruger is an American economist. She was the
World Bank’s Chief economist from 1982 to 1986 and first deputy
Managing Director of the International Monetary Fund from 2001 to
2006. She coined the word “Rent-seeking” (“The political economy of
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rent-seeking societies” American Economic Review, volume 64, 1974,
pages 291-303). To quote in her own words, In many market oriented
economies, government restrictions upon economic activity are
pervasive facts of life. These restrictions give rise to rents of a variety of
forms, and people often compete for the rents. Sometimes, such
competition is perfectly legal. In other instances, rent-seeking takes
other forms, such as bribery, corruption, smuggling and black markets”

Now the term is used widely as a theory as well as in literature.
Due to changing times in terms of political, government, economic and
social environment, different meaning was given to the same definition
of rent seeking-keeping the core concepts in mind and also empirical
studies were made on the impact of rent-seeking in general, social
welfare and economy. Basically, rent-seeking touches the chord of
socio-political economy.

Rent-seeking does not refer to the normal rents which are paid to
the landlords. However, the original meaning of Rent can be stated as a
kindling reason for the term imagined, conceptualized and used by
Ms. Anne Kruger in her book in 1974. Different unproductive activities
came under one roof with the expression of “Rent-seeking”. The term
rent is the compensation or payment to owner of resources over and
above the opportunity cost. It is the choice of best alternative among
several alternatives while making a decision. Rent-seeking is an
extension of meaning of rent used in normal parlance.

Authors have gone at length to define rent-seeking from an
economic activity to robbery to organized crime to corruption to crony
capitalism. However, it is clear from definitions that any income earned
by an individual, organization or institution other than from their core
competency will be treated as rent-seeking. It is creating wealth in an
unproductive manner without working for it or adding value. However,
it is not to be compared with windfall income. This proves that we are
living in an imperfect, influential and infinite world of rent-seekers.

Rent-seeking behavior in an age-old phenomenon which existed
much before the concept was introduced to the world. It is very much
prevalent in modern days and in 21st century in one form or another in
every country and every continent. In fact, it has gone up in terms of
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ingenuity of creating new rent-seeking methods and also in the sense of
proportions and magnitude. It resonates in the world now. It has and had
geometrical effects and has become manifold becoming endemic
throughout the world.

Basically as a result of rent-seeking the rich became richer and
poor became poorer due to inequality of income. There are rent-seekers
and rent-givers in every society and nation as if they are two sides of the
same coin. Slowly, people started understanding nuances of rent-seeking
but little effort has been there to eradicate it from the society.

A Different Perspective
Rent-seeking vs. Profit-seeking

Rent-seeking does not always cause harm to common good, it
could actually be socially beneficial in creating a competitive market
economy, which Buchanan defines as profit-seeking. He further clarifies
that “the term rent-seeking is designed to describe behavior in
institutional settings where individual efforts to maximize value
generate social waste rather than social surplus.” The concept of rent-
seeking provides explanations of the motivations of social activities
such as corruption, financial machinations, lobbying, drug smuggling,
and monopolization from the viewpoint of the rational person. Thus,
rent-seeking is not an end activity; it is a connecting part of, for example,
utility maximization (greed). Furthermore, the field of economics called
“public choice” does not provide moral judgment to the activities listed.
According to the public choice economist, rent-seekers are not
necessarily immoral or bad people, they are just rational people who
seek to maximize their profit, but are in the condition where rent-
seeking is easier or the only way to maximize their profits.

The term ‘rent-seeking’ is more controversial than it may appear at
first glance.

Even though the term is widely used—or rather, because it is
widely used—there is no unanimous consensus on how to define and
describe rent-seeking which goes beyond the abstract discussion of
transfers. This apparent lack of clarity often becomes a source of
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confusion or unjustified critique. Having this caveat in mind, this
chapter devotes sufficient space to defining and describing rents and
rent-seeking activities.

It has been roughly two decades since the term ‘rent-seeking’
became an established expression in socioeconomic and political
literature. For an early but excellent introduction on rent-seeking, see, in
particular, Tollison (1982). In the 1990s the terminology finally entered
the vocabulary of donors and Policymakers at the operational political
stage. As with many widely-used expressions such as ‘corruption’,
‘good governance’ or ‘bounded rationality’, there exists no single valid
definition for rent-seeking that specifies in detail the entire domain of
activities it covers. Depending on the author, context and audience, the
term may be used differently. In addition, there are other expressions
and concepts like directly unproductive activities, soft budget
constraints or corruption, which are either used as a synonym, subset or
related but different aspects of rent-seeking.

The most important counterpart to rent-seeking is profit-seeking.
But even here, the attempt to draw an unambiguous dividing line has
turned out to be trickier than it may appear at first glance. The situation
is made more difficult if the distribution of property rights is not just
taken as given but challenged in a more fundamental way.

The term ‘rent-seeking’ was introduced by Anne Krueger in 1974
in her famous paper ‘The Political Economy of the Rent-Seeking
Society’, but as Tulloch (1994, p. 147) himself notes, the relevant theory
had already been developed by Tulloch in 1967. His original article
‘The Welfare Costs of Tariffs, Monopolies, and Theft’ (Tulloch (1967))
already specifies many of the important issues rent-seeking theory is
dealing with. Strictly speaking, the term ‘rent-seeking’ is a poor
description of what rent-seeking is all about. It should actually contrast
with profit-seeking—the more common type of individual maximizing
behavior. In either case, however, rents are sought and dissipated.
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Important Definition
Based on the above understanding, the following definition has

been constructed:

Rent-seeking is neither an art nor science but a deed or an act
other than being productive, indulged by an individual or firm or
company or organization or institution by spending or allocating or
wasting funds or resources, directly or indirectly to influence by
using their clout on bureaucrats, politicians and/or government in
order to seek or pursue or explore undue or unfair or undeserved or
unjustifiable advantage or favor or benefits from them. Such an act
distributes or redistributes disproportionately the wealth among
few privileged at the cost of the society at large, social welfare,
economic growth and development of the state or the country.

Examples: Subsidies, tariff or tax concessions, allocation of
natural resources, allocation of telecom spectrum, reservations etc.

So, the meaning of Rent = Income (illegitimately) and seeking =
ways and means to get that income by the beneficiaries on either side or
all sides by unfair means (Corruption, lobbying, graft etc.)

Different Definitions on Rent-seeking
“In many market-oriented economies, government restrictions

upon economic activity are pervasive facts of life. These restrictions
give rise to rents of a variety of forms and people often compete for the
rents.”
Source: Krueger, Anne. O. “The political economy of a rent-seeking society” ,

page 291, June 1974

“The use of resources for the purpose of obtaining rents for people
where the rents themselves come from something that has negative
social value.”
Source: The economics of special privilege and rent-seeking – Gordon Tulloch

1989, page 79
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“When a company, organization or individual uses their resources
to obtain an economic gain from others without reciprocating any
benefits to society through wealth creation.”
Source: Investopedia

“In economics and public-choice theory, rent seeking involves
seeking to increase one’s share of existing wealth without creating
new wealth. Rent-seeking results in reduced economic efficiency
through poor allocation of resources, reduced actual wealth creation,
lost government revenue, increased income inequality and
(potentially) national decline.”
Source: http:#en.wikipedia.org

“People are said to seek rents when they try to obtain benefits
for themselves through the political arena. They typically do so by
getting a subsidy for a good they produce or for being in a
particular class of people, by getting a tariff on a good they produce
or by getting a special regulation that hampers their competitors”
Source: Rent-seeking by David R. Henderson

“Rent-seeking requires spending your own resources so you own
someone else’s surplus in the end.”
Source: What is Rent-seeking behavior? David John Marotta

“The idea of rent is an old one in economics. In mainstream
economics it refers to the owner of a fixed factor of production over and
above its “Opportunity cost” that is, what it could fetch in its next most
profitable use.”
Source: Rent-seeking: A primer written by Sandy Ikeda

“The expenditure of resources in order to bring about an
uncompensated transfer of goods or services from another person or
persons to one’s self as the result of a “Favorable” decision on some
public policy.”
Source: A glossary of political economy terms by Dr. Paul M. Johnson

“The act of using one’s assets and resources to increase one’s share
of existing wealth without creating new wealth. (Specifically) the act or
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process of exploiting the political process or manipulating the economic
environment to increase one’s revenue or profits:”
Source: Dictionary.com

“The practice of an individual, company or government attempting
to make a profit without making a product, producing wealth or
otherwise contributing to society”
Source: Rent-seeking behavior – Farlex financial dictionary

“When a firm uses its resources to procure an unwarranted
monetary gain from external elements without giving anything in return
to them or society, it is termed as Rent-seeking.”
Source: Definition of Rent-seeking – The economic times

“Rent-seeking is a concept used to describe the activity of
individuals or firms who attempt to obtain or maintain wealth transfers,
primarily with the help of the state.”

Source: Pasour, E.C. Rent-seeking: some conceptual problems and implications
1983, page 1

“More specifically, instead of making a productive contribution to
an economy, a Rent-seekers attempt to obtain benefits for themselves by
manipulating the political environment.”
Source: Henderson, David “Rent-seeking” Oct. 2011

“Rent-seeking is seen as unproductive or a wasteful activity, as it
results in wealth being transferred from productive individuals and firms
to the Rent-seekers.”
Source: Thomas DiLorenzo ”How capitalism saved America: The untold history

of our country, from the pilgrims to the present” 2005, page 126

“Rent-seeking is distinguished from corruption in that Rent-
seeking is legal and corruption is not. Both are searches for privilege
and personal gain through political process.”
Source: Thornton, Mark “The economics of prohibition” 15 September 2006

“The opportunity to capture monopoly rents provides firms with an
incentive to use scarce resources to secure the right to become
monopolist. Such activity is referred to as Rent-seeking. Rent-seeking is
normally associated with expenditures designed to persuade
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governments to impose regulations which create monopolies. Examples
are entry restrictions and import controls. However, Rent-seeking may
also refer to expenditures to create private monopolies.”
Source: OECD – Glossary of statistical terms, Jan. 3rd ed., 2002

“Rent-seeking behavior refers to the ability of the wealthy and
powerful to influence the political process, keep top tax rates low and
increase their income at the expense of everyone else.”
Source: www.cbsnews.com Explainer: How economic “Rents” affect inequality –

Mark Thoma, April 1, 2014

“Rent-seeking isa culture in which theprincipal route towealth is not creating
wealth,but taking possessionoforbenefitting fromwealthcreatedbyothers.”
Source: Lexicon.ft.com

“Expenditure of scarce resources (capital, human, natural) to
produce or gain an asset that generates economic Rent.”
Source: www.businessdictionary.com

“Rent-seeking as the pursuit of profits via the use of government
coercion.”
Source: Anderson, Rowley, and Tollison 1988, page 100

“Rent-seeking focuses attention on the resources expended by
competing interest groups in order to persuade the governments to
provide returns higher than they could earn in the absence of
government protection.”
Source: Rowley 2000, page 141

“The process of expending resources in an attempt to influence
public policy outcomes is called Rent-seeking.”
Source: www.rrojasdatabank.info “Corruption and Rent-seeking” by John

Mukum Mbaku, page 195

“In economics, Rent-seeking is an attempt to obtain economic rent
by manipulating the social or political environment in which economic
activities occur, rather than by creating new wealth.”
Source: the lawdictionary.org

“Rent-seeking is a way of transferring previously existing wealth to
oneself by something other than voluntary trade. It typically involves a
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transfer of wealth, not a creation of wealth like that which occurs in a
market with voluntarily trade driven by utility and profit.”
Source: www.e-education.psu.edu

“Rent and Rent-seeking are both ubiquitous and inevitable, and as
long as there are rights, there will be rent-seeking, both between private
and public actors and between private actors themselves. There is no
single correct definition of waste and choice of any definition is
selective. The real issue is not minimizing Rent-seeking, but how to
allocate rents.”
Source: Steven M. Medema, 1991

“Rent-seeking means the attempt to profit by manipulating the
economic or political environment especially by the use of subsidies.”
Source: www.youtube.com – chasphanson

“Rent-seeking is attempting to use the political process to allow a
firm or group of firms to earn economic returns in excess of their
opportunity costs.”

Joe Stevens –“The economics of collective choice” Feb. 15, 1993

“The fact or practices of manipulating public policy or economic
conditions as a strategy for increasing profits.”
Source: www.oxforddictionaries.com

“Rent-seeking means pursuit of interest groups, companies and
other market actors to the development, defense or improvement of
income generation opportunities in the market area using politically
obtained privileges.”
Source: Prof. Dr. Hagen Kramer

“Rent-seeking means when a large group of competing
corporations hope to use the government to protect or enhance their
interests.”
Source: dictionary.reverso.net

To conclude, the common thread among all the generalized
definitions is that an individual or an organization or a corporate by
wasting or using their scarce resources expect tangible or intangible
benefits or favors from the government or institutions or individuals
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thereby actually creating no additional wealth but redistributing the
existing wealth creating social imbalances with no benefits to the
society at large. Hence, it is defined exhaustively.

Salient Features of Rent-seeking
There are various salient features of rent-seeking.

To Quote a Few

1. Economic loss to the country

2. Government loses its precious revenue

3. Reduces drastically the efficiency of the economy of the
country

4. Vitiates the economic growth and Lowers the development

5. Promotes crony capitalism

6. No contribution to the productivity

7. Wasteful expenditures

8. Increases inequality of income in the society

9. No benefits to the society, in fact it is harmful

10. Poor reputation outside the country

11. Leads to lower foreign direct investments

12. Red tapism, political interference and nepotism increases

Let us take an example as a demonstration of what happens?

Most countries are endowed with natural resources. It is a great
capital for any country to start with. The natural resources are blessings
from unknown sources for a country since they have not worked for it to
create. The presence of natural resources leads to weak institutional
quality due to rent-seeking habits. In reality, it becomes a curse since
many contest to exploit and to obtain resource rent. It is like law of
demand. Here, supply is constant but demand to exploit is more, hence
rent-seeking price goes up. Plenty of competition among corporates to
get rights to exploit the natural sources for commercial purposes leads to
rampant rent-seeking activities among corporates, bureaucrats and
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politicians. Such activity hampers the economic performance,
development and growth. Then the very blessings of natural resources of
a country become opposite to economic growth. This is more so with the
developing countries.

Rent-seeking and Global Scenario
We are aware that rent-seeking activities are not isolated only to

India. It is a universal phenomenon prevailing all over the world. Only
the degree and intensity varies in each country. This is the main reason
that we have to analyze a few countries’ scenario before forming an
opinion about India. The following countries were chosen for the study.
Overall criteria was to ensure a mix of developed and developing
countries. Further, a country from each continent in the globe is chosen.

We find that despite the macroeconomic status of a country, rent-
seeking is enshrined in the system when we see by magnifying an event
or process or passing or not passing legislation.

The countries chosen are:

1. Australia

2. China

3. South Africa

4. U.K.

5. U.S.A.

1. In the U.S.A

Let us see first a simple but a very effective and good example of
rent-seeking. In New York City, putting up an unrealistic cap on the
issue of taxi licenses restricts the overall taxis that can run on the road in
spite of burgeoning population and ever-increasing demand for cross-
town transportation. This happens due to two main reasons: 1. Strong
lobby of taxi owners who contributes to campaign funds. 2. To ensure
supply and demand remains without competition and competence.
Consumers without their express knowledge pay higher taxi fares,
thereby transferring abnormal profits to the taxi owners. Now, a taxi
medallion (Yellow taxis) in New York City costs $1 million.
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Now, we will see in detail the rent-seeking practices in the USA.

Rent-seeking in U.S.A. mostly happens due to contributions to
campaign funds and lobbying. It is a common knowledge that large
donations or contributions received towards campaign funds, in any US
election, influence the legislative process in favor of the donors. This is
applicable to Federal (Presidential and Congress) and State (Governor
and State Congress) elections. This is especially applicable to the
contributions to the candidates or political parties or their Political
Action Committees (PAC) or Super PACs. Donors like wealthy
individuals, big money holders and corporations wield their power,
through their elected candidates, to regulate government policies,
legislations and actions after every election. For major donors, the
contributions are investment and cost of doing business. It is difficult to
measure the exact degree of its influence on government policies and
decisions.

The contributions or donations as a second step lead to lobbying
that covertly or directly affects the legislative process thereby being
detrimental to the common interests of the society at large. The
lobbyists are also fondly called as poachers. It also affects the economic
policies of the country and slows down the economic growth and its
development. Contributions and Lobbying is a form of rent-seeking and
indirect corruption since the rent-seekers are greatly benefitted.
Redistribution of wealth and precious resources takes place from the tax
payers to rent-seekers.

The candidates in the US are focusing their energy and attention
towards seeking contributions and donations. Thus, sacrificing their
ideologies and not employing their energies on framing a
comprehensive manifesto with good economic policies and other
pertinent national interest issues. Politicians accept large contributions
generously to return them by way of political favors once elected. As the
saying goes that no lunch is free in this world especially in the world of
business. Hence, contributions do matter in elections.
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Campaign Finance Reforms

The federal election commission is an independent regulatory body. It
oversees the election process and enforces and administers the Federal
Election Campaign Act. Successive governments sincerely brought reforms
based on experience and consequences from the year 1757 onwards.

Significant Reforms Are
(a) Contribution limits on donors of all classes

(b) Disclosure requirements of source of contributions and their
disbursements

(c) Spending limits and Public financing

However, the US supreme court ruling on “Citizens United vs.
Federal Election Commission” said that independent political
expenditures by unions and corporations (including non-profit
corporations) are protected by the first amendment and are not subject to
restrictions by the government. This ruling opened the floodgates to the
wealthy, big money holders and corporations to have bastion on politics.

“Once the Nobel Prize-winning economist Joseph Stiglitz explained
that rent-seeking not only wastes tax dollars on unnecessary or inefficient
projects—redistributing money from one part of society to the rent-
seekers—but it is a “centripetal force” that hollows out the economy
because “the rewards of rent-seeking become so outsize that more and
more energy is directed toward it, at the expense of everything else.”
Source: www.americanprogress.org

Justice Brennan of the US Supreme Court observed in his
judgement while concerned about contributions in the case of Buckley
V. Valeo 424US1 (1976) that

“To the extent that large contributions are given to secure a
political quid pro quo from current and potential office holders, the
integrity of our system of [424 U.S. 1, 27] representative democracy is
undermined. Although the scope of such pernicious practices can never
be reliably ascertained, the deeply disturbing examples surfacing after
the 1972 election demonstrate that the problem is not an illusory one.”
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“If the interest group has high leverage vis-à-vis the politicians the
group can extract all the “Rents”. In these models politicians are willing to
give away valuable benefits in order to get some small amount of interest
group support because competing politicians might undercut them because
there is no electoral consequence or personal cost to such deal making”
Source: Scholor.harvard.edu “Campaign finance regulations and the return on

investments from campaign contributions” Stephen Ansolabehere; James
M.Snyder. Jr, Michiko Ueda, pages 1 and 3 August 2004

Empirical Evidences of Rent-seeking through Campaign
Contributions and Lobbying
1. Oil and Gas industry

The industry has its heavy presence in campaign finance and
lobbying expenditures and it is one of the top rated in such activities. In
2012 while the Presidential candidates Barack Obama and Mitt Romney
were actively talking about climate change and potential curb on carbon
emissions, companies active in oil and gas industries contributed more
than $70 million to the federal candidates in 2012 election cycle to
maintain a status quo position on such policy decisions. For the election
cycle 2016, $29 million has already been contributed. The Oil and gas
industry by spending more than $145 million in 2013 as lobbying
expenditures remains one of the top sources of lobbying firms.

The end result is that there is no support by way of policy decisions
or legislations or regulations to promote clean energy and to curb or
reduce carbon emissions. Environmental groups and alternate energy
production also suffered. The irony is that the oil and gas industry
enjoys tax breaks too. To sum up, they prevent any issues to come up
which impact their business adversely.

“Political action committees, lobbyists and executives do not give
money to politicians or parties out of an altruistic support of the principles
of democracy. They are savvy investors expecting a return on their
investments. Politicians routinely deliver on campaign contributions that
are provided to them... [By] giving goodies to the industry.”

Tyson Slocum, director of Public Citizen's Energy Program.
(www.citizens.org)

www.pbs.org “Big oil, Big Influence” (Lindsay Renick Mayer, 2008)
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2. Pharmaceutical and Health Products Industry

Pharmaceutical and health industry (which includes drug
manufacturers, dealers of medical products and nutritional and dietary
supplements) spent a total of $2.6 billion in contributions and lobbying.
Since 1990 the industry has given $304,927,993 by way of contributions
to campaign funds. Why? They want to keep up the marauding pricing
policies and practices for drugs, want fast approval process for drugs
and other health products to enter the market and also want to enjoy
exclusive property rights and protection. In addition, they want to keep
the health care of the government at bay.

3. Finance/Insurance/Real Estate industry

The industry remains one of the top contributors for campaign
finance and lobbying expenditures.

Election cycle Total contributions
2016 $208,598,171

2014 $508,837,595

2012 $676,843,412

2010 $330,191,595

2008 $517,919,427

1990 onwards

Till date $4,102,515,912

2014 Lobbying expenditures $498,150,832

The motives behind such large contributions are to influence the
government policies on market regulations especially to go soft on the
issue, to oppose strongly taxes and regulations of hedge funds and other
financial instruments such as derivatives.

4. Construction Industry
Election cycle Total contributions

2016 so far $17,254,856

2014 $67,722,181

2012 $124,634,531

1990 onwards till date $764,699,758

2014 Lobbying expenditures $52,066,114
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The amounts contributed are to influence the governments’
overspending on infrastructures and to have favorable tax policies on new
buildings and home ownership. Now, they also support comprehensive
immigration reforms in order to get cheap labor for construction industries.

5. Transportation Industry
Election cycle Total contributions

2016 Till date $22,272,050

2014 $60,963,281

2012 $79,281,438

1990 onwards till date $622,896,764

2014 Lobbying Expenditures $219,635,696

To influence transportation safety and security, travel taxes and
budget allocation of funds for roads and railways.

6. Sugar Industry

The sugar industry gave members of congress $1.3 million in
contribution in 2001 and 2002 and the agricultural bill contained $1
billion in price supports for sugar industry. The sugar industries have
been contributing to candidates, parties and PACs continuously for past
two decades especially to democrats which includes lobbying costs also.

As of March 2015, they have contributed $2,419,295 for 2016
election cycle and since 1990 they have contributed $41.7 million. The
top contributor is American Crystal Sugar.

7. Education-Related Industry

Even this industry has not been spared for the sake of the welfare
of the students’ community.

(a) As student loans have increased dramatically—doubling over
the last 10 years—the student loan industry has kept a high
profile to maintain government policies favorable to its bottom
line. The student loan industry has spent $50.1 million
lobbying Congress and $7.7 million in campaign contributions
since 2000.
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(b) For-profit colleges get 80 percent of their revenue from
government-backed loans and grants, and they spent $10.2
million in lobbying last year and $3 million in campaign
contributions so far in the 2012 elections to keep the money
flowing.

(c) Even as textbook costs have risen from under $325 in 1986 to
$1,168 today, the textbook industry has dumped $1.4 million in
campaign contributions to political candidates and parties and
$35 million in lobbying since 2000. They have used this
influence to push for draconian intellectual property policies
like the Stop Online Piracy Act, to help shut down competition
that could save students money.

Source: www.publicampaign.org Sep. 2012

8. Health Services/HMOs
(Health Maintenance Organizations)

Election cycle
Amount – contributions and/or

lobbying expenditures

2016 so far $5.7 million

2014 $16.4 million

2012 $24.8 million

2014 Lobbying Expenditures $72.7 million

Its aim is to have the government implement the patient protection
and affordable care act. It includes Medicare and Medicaid restricting too.

9. Gun Control and Gun Rights

Gun lobby in US is one of the most powerful lobbies and
consistently holds clout in congress. Congress failed so far to pass gun
control legislation due to contributions and lobbying. National Rifle
association is a pre-eminent lobbyist for pro-gun. There are more
reasons for not passing the Gun control legislation like political
opposition, US constitution and lack of collective public opinion. There
are already many laws on the books that aren’t enforced

“Barack Obama made no attempt to hide his anger at US gun laws
in the wake of the latest mass shooting at Umpqua Community College.
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The US President gave a speech from the White House saying that
thoughts and prayers were ‘not enough’ to stop the successive rounds of
carnage that have become ‘routine’

(Dearden, 2015)

Election cycle Amount contributions and/or
lobbying expenditures

2016 so far $441150

2014 $3,771,851

2012 $4,424,491

2014 Lobbying expenditures $12,013,482

10. Defense Industry

It is one of the most powerful sector influencing politics and
politicians, though its contributions are far less than many other sectors.

Election cycle Amount contributions and/or
lobbying expenditures

2016 so far $6,010,463

2014 $25,400,775

2012 $28,546,010

2010 $23,931,981

2008 $25,992,447

1990 onwards $231,466,522

2012 Lobbying expenditures $136,823,651

The objectives in contributions and lobbying are to secure
government defense contracts. Also, they want their influence in defense
budgets.
Sources for all above: Open Secrets.org – Center for responsive politics

Figures are released by the Federal Election Commission

Above findings and several empirical studies have demonstrated
that Campaign contributions and lobbying expenditures have become an
all-embracing legalized rent-seeking activity. Interest groups pour
money into the coffers of the candidates’ campaign funds to pursue the
favor from them once elected whether it is federal or state or local
elections. For example allotment of government contracts, lowering tax
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rates, lack of banking regulations, beneficial policies and regulations to
suit the requirements of the donors, preferential tariffs and subsidies,
overlooking environment and climate change requirements etc. Such
quid pro relationships are getting worse year after year shaking the very
foundation of the democracy and putting economy in stupor. It has
resulted in net social loss since the precious resources are either wasted
or diverted in nonproductive activity. It is not beneficial to the society as
a whole. It has vitiated equality among citizens and not provided level
playing grounds in politics.

“Over recent decades, the wealthy have translated their wealth into
political clout and used that clout to increase their wealth.”

(How the dominance of politics by the affluent and business undermines
economic mobility in America) – www.demos.org/stacked-deck

Indeed, some economists argue that due to rent-seeking behavior,
2008 financial crisis and recession started e.g. due to lack of financial
institutions regulations several financial institutions collapsed and
government has to bail out wasting tax payers’ money. Credit extended
by the financial institutions were unchecked by the regulators resulting
in their getting out of control.

“Furthermore, several studies indicate that the businesses that are
most likely to make contributions or lobby are also those with the
highest payoffs from favorable policy decisions, providing credence for
the position that business political activity is to a significant degree
about rent-seeking.” John Craig and David Madland May 2, 2014.

While talking about, how such contributions and lobbying exert
pressures on policymakers at Washington DC, Mr. Marvin Ammori, a
fellow at the New America Foundation, calls it as “corruption
economy,” in which firms compete over political influence rather than
product innovation.

Campaign contributions and lobbying are stand-alone exercises by
the interest groups and each have its own influence on policymakers at
the federal capital or state capital but in combination it is a lethal
weapon to get the things done and skew the policies in their favor,
Either they influence the policy or the contents of an existing policy.
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Both of them are two sides of the same coin. There is a great affinity
between politicians and corporations or business houses when it comes
to campaign funds and lobbying. It is understood without doubt that
how much influence each have is difficult to quantify and varies in
degrees depending upon the amount coughed up but it is firmly
understood that both do exercise influence without which nobody gives
it as a charity.

Rent-seeking has proved to be a successful tool for the interest
groups and politicians alike resulting into serious economic concerns.
More so, successful rent-seeking provides further incentives to go for
rent-seeking activities resulting into never ending tenacious cycle.

In U.K.

“For some time now there has been recognition of an inverse care
law relating to the allocation of welfare resources (Hart, 1971), that
those in greatest need often receive the least in terms of services and
resources. This can operate through the greater awareness of processes
and resources by the 'middle classes', through the systems of welfare,
but also through taxation policy. We would argue that there is another
dimension to this issue, which is that private institutions are also
consuming public resources to a large extent in ways that are opaque
and unexpected.” (Johns, 2013).

“Price controls lead to inefficient allocation and rent-seeking,
in addition to reduced supply. Even in the absence of any supply effect,
inefficient allocation may cost consumers all the surplus gains they
receive from a lower price and more. The results apply whether the good
is allocated randomly through a lottery without rent-seeking costs, or
whether greater search and other rent-seeking activities undertaken by
higher-value consumers results in a more-efficient than-random
allocation. The results also apply when only some units are allocated at
below-market prices, while others are sold on the free market.

In short, and especially if supply is fairly elastic, it is unlikely we
can be confident that consumer surplus is enhanced by any price
control.” (Jeremy Bulow, 2009).
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In another classic case (Join Uber in a tale of rent-seeking and
empolyment law, 2015) Transport for London passed a law that drivers
should only be able to drive for one specific network. This move
favored expressly Uber and so the rent-seeking. It is done mainly to
restrict competition and thereby to increase incomes of a service
provider, here it is Uber. People have not figured it out so far that such
restriction is detrimental to their interest and gives Uber abnormal profit.

Mr. Richard Murphy points out in his blog “Unless we tax rent-
seeking society will fail” that wealthy people have to be taxed at
abnormal rate likes France. He further says that addressing rent-seeking
behavior is necessary if the society has to survive. Rent-seeking creates
imbalances in wealth, in income, in opportunity and in hope. The
inequalities will crush the society. (Murphy, 2012).

British solar energy businesses or companies are one of the greatest
examples of rent-seeking due to feed-in-tariffs (Subsidy). In the name of
green and renewable energy a lot of tax payers’ money is squandered by
way of concessional tariffs or subsidies to promote solar energy companies.
But most of them are going to be bankrupt shortly leading to innumerable
job losses creating recession in the economy. (Delingpole, 2015).

Inequality is a relative term in economics. But, absolute term
points out not improving the living standards of the people.

In this the institutions plays a vital role which give rise to and
support excessive rent-seeking. Institutions with government incentives
allow effective rent-seeking i.e. appropriation of wealth via non-market
forces. Such rent-seeking not only promotes inequality but also
smothers the economic growth of a country.

Financial institutions in UK are not exceptions due to constant bail
out policies of the government. It encourages indulging in far-reaching
risk-taking, risk offloading through securitizations and risk
underestimation by the credit agencies. Slowly, they sow the seeds for
financial crisis in the market. The excessive risks taken by the
institutions pave the way for indirect transfer of wealth from the tax
payers to the finance service industry. UK banking sector has taken
some steps to increase the competition in the industry and even lowered
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the entry barriers. Such measures will definitely decrease absolute
inequality. So, sweeping reforms are necessary. It is bound to face
resistance which has to be logically tackled. It can ensure stopping the
rent-seeking behavior of the financial institutions and their
misadventures.

(Tolle, August 2015)

Another classic example of rent-seeking where countries itself are
involved is Iraq war of March 2003. USA and UK were deeply
interested in deposing Saddam Hussein not for threats flowing from him
to the world but for the oil flowing in his country. The threats of
Saddam Hussein were perceived and an optical illusion was created.
Liberation of the Iraqis from the autocrat rule of Saddam Hussein was
also a stage-managed strategy. The benefits from Iraq were handsome
and overwhelming to ignore. This is a rent-seeking example where
country as a whole is involved. (Blundell, 2003).

In UK, British Telecom (BT) has won all the government contracts
to build fixed line broadband in urban and rural areas. BT’s rent-seeking
behavior has contributed to the unsuccessful implementation of
broadband roll out project called BDUK so far. BT was supposed to
provide next generation access (NGA) to the whole country by 2015
which is getting delayed beyond deadlines fixed. This is because BT has
good relationship with the government, bureaucrats, regulators,
consultants, advisors and politicians. Hence, it was successful in rent-
seeking which is costing the tax payers. The government itself in its
report admitted the delay in roll out of the project. (Dominique, 2013).

We must conclude that there are sufficient evidences which prove
that rent-seeking behavior exists in UK in various sectors. However, it
may not be rampant since many case studies are not available for Rent-
seeking.

In China

China is not a democratic government. But due to its structure and
multifarious laws and regulations has become a breeding ground for
rent-seeking. Many rent-seeking opportunities in various forms are
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readily available for exploitation. So, corruption is quite rampant in
spite of deterrent punishments given once the crime comes to lime light.

Though it is a communist country, controlled and governed by
Chinese communist party (CCP), it had a sweeping economic reforms
and free market policies for past three decades. It exacerbated and
resulted in rent-seeking behaviors among bureaucrats and politicians at
the cost of public welfare. It exists at all levels of the government
whether it is a municipality or state and even judiciary has not been
spared. It has grown over the years. Every type of illegal or criminal
activities can be seen in the society. It has shaken the macro economic
measures taken by the government and impacted and tainted its
mercurial economic growth history.

Rent-seeking is prevalent in China, more so in the state-owned
enterprises. It has increased due to increase in infrastructure investments
to cope up with the economic reforms and progress. The economic
reforms aim to create public-private hybrids as a step to restructure the
state-owned enterprises. As part of the reforms, licensing power has
been given to bureaucrats. This has led to corruptions among
bureaucrats and politicians as there is strong nexus between them. Over
and above that centralized state control still persists. Economic reforms
without political reforms are the malady for rent-seeking.

In 2011, The People’s Bank of China made a confidential study on
corruptions and then came out with a report stating that nearly 800
billion of Yuan had been embezzled and siphoned off by the bureaucrats
and state-owned enterprises from mid-1990s to 2008. They receive
kickbacks from investments.

Between 2001 and 2005, corruptions in financial sector almost
touched $1 billion of embezzled funds. Collective corruption is more
evident in China than individual corruptions. Hence a support and
protective mechanism and network exist in order to being caught.

Economic reforms without political reforms are the malady for
rampant rent-seeking.
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