THE POLITIGAL EGONOMY OF GROWTH:
INSTITUTIONS AND INGENTIVES FOR e
INVESTMENT

POLICY LESSONS FROM THE iiG PROGRAMME

Many of the most significant and durable barriers to economic growth — conflict,

instability and poor economic governance — are the product of particular polifical I

economies in which leaders and ordinary people face incentives to focus on shorterm
personal gain and security rather than longferm investments in stability, national
infrastructure, and sustainable development. Removing these barriers requires us to
understand the way in which institutions and information shape the decisions made by
individuals at all levels of the political game. This paper summarizes the confribution of
Phase 1 of the iiG research programme on the political economy of growth in three

specific dimensions: electoral accountability, conflict and instability, and public services.

KEY FINDINGS

m Societies that are small, low-income and resource-rich have litfle chance of holding free and fair
elections, but this can be mitigated by a free press, strong institutional checks and balances and

international pressure.

m Low quality elections increase the prospects for political unrest and ethnic violence, while reducing

the incentives for governments to deliver good economic performance.

m Ethnic voting and violence often occurs because individuals who do not wish to act ethnically or
irresponsibly feel compelled to do so because there is a lack of credible institutions to safeguard

their interests.

m Violence intensifies mistrust between rival communities and undermines domestic accountability,

investment in the local economy, and export performance.

m The provision of public goods can rapidly increase the willingness of individuals to pay
taxation and the legitimacy of the government and encourages citizens to demand more

responsive government.

m Decentralizing responsibility for development expenditure while increasing the information

available to local residents can strengthen accountability mechanisms.
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ELECTIONS AND ECONOMIC PERFORMANCE

Political leaders in new democracies frequently use dirty tricks such as electoral violence and bribery.
Almost a third of the respondents we interviewed around the 2007 election in Kenya reported that
politicians in their area had openly advocated some degree of violence in the previous year. Our
research also found that political viclence and bribery was widespread in Nigeria and Sdo Tomé and
Principe. Perhaps unsurprisingly, when it comes fo elections cheats prosper. Incumbents that use dirty
politics stay in power 2.5 times longer than those who don't. In turn, dirty politics, and the lack of

electoral tumover, reduce frust in institutions and among people.

This process is well demonstrated by events in Kenya, where electoral violence erupted following
disputed polls in late 2007 . The instrumental use of violence by the government of Daniel arap Moi

in the 1990s created a fear within most communities that they would be targeted this time around.
Before the election, more than half of the Kenyans we interviewed expressed fear of political violence,
while only 16 per cent of respondents stated that they were unconcerned about becoming a victim of
violence or infimidation during the election. These fears encouraged groups to arm themselves prior to
the polls, which in turn confributed to the rapid escalation of the violence once the official results had
been announced. This vicious cycle keeps turning: those affected by electoral violence in 2007 now
report that they are more willing fo resort fo violence to solve their problems, to ignore the law, and to

disagree with the holding of elections as a way fo elect leaders.

Violence and political instability has major economic consequences. The postelection violence in
Kenya had a defrimental effect on regional economic growth and significantly undermined the
performance of key sectors of the economy. In the wake of the violence, flower exports fell by nearly
one quarter on average and by 40 per cent for firms located in conflict areas. Moreover, iiG research
in Nigeria suggests that individuals in more insecure areas become more likely to save rather than to
make business investments, dampening local entrepreneurialism. Thus, security and stability shapes

the prospects for economic growth.

Cheating is also significant because it enables incumbents to cling on to power even when they are
unpopular, and so helps to insulate poorly performing leaders from popular frustrations. This has @
dramatic effect on the incentives facing leaders to successfully manage the economy. Crossnational
research reveals that incumbents standing in clean elections are penalized if they do not deliver
economic growth. Indeed, their time in office is about 40 per cent shorter compared to incumbents
that achieve economic growth. But presidents standing in dirty elections face a much smaller penalty:
economic stagnation shortens their time in office by only 23 per cent. They therefore face significantly

less pressure fo get the economy right.

The iiG research projects on elections and economic growth therefore demonsirate that elections in
undemocratic contexts make civil unrest and low levels of economic growth more likely. So how can
this bleak situation be avoided? Our research suggests two main solutions. Stronger democratic

institutions can prevent dirty politics in the first place. Term-limits, a free press, an autonomous electoral

IMPROVING INSTITUTIONS FOR GROWTH - WWW.iiG.OX.AC.UK - MAY 2012



commission, and constitutional checks and balances, are the most effective instruments o protect
free and fair elections and must be put in place if electoral competition is to promote accountability.
Infernational pressure has an important role o play in this struggle. However, the provision of aid
may be as much of a problem as it is a solution, because aid funds are often diverted to fund the
campaigns of leaders employing dirty politics. Policy makers should therefore target their efforts

fowards improving the effectiveness of checks and balances before making aid freely available.

The provision of information is just as important as the strengthening of institutions. For accountability to
fake place, voters must have the necessary education and information to evaluate candidates critically.

An experiment that provided antivvote buying and antiviolence education fo citizens in a selected

number of areas during Nigeria's 2007 general election found that where the education was

provided there was less violence, fewer votes for violent politicians, and higher voter turnout. More

comprehensive voter education programmes are therefore likely to contribute to more peaceful polls.

ETHNIC VOTING AND ACCOUNTABILITY

Perceptions of past violence and cheating, along with a history of winner-takes-all politics, and deep
inequality between different communities, increase the likelihood that individuals will vote “ethnically’.
Where ethnic voting is pronounced, citizens do not support a candidate because he has
demonstrated the qualities needed to effectively manage the economy, but because they can be
relied upon fo look after a particular ethnic community. In the Kenyan context, the vast majority of
Kikuyu, Embu and Meru votes supported one candidate, while most Luo and the Kaleniin voters
sided with another. Although some Kenyans did vote on the basis of the previous performance of

the incumbent, the salience of ethnicity made it less likely that individuals would vote on these

grounds; leaders therefore faced fewer incentives to govern responsibly.

The impact of ethnic voting is illustrated by our survey data. While policy considerations were not an
important factor in determining political support for Kenyans who selfidentify in ‘ethnic’ terms, policy
issues frump ethnic politics for Kenyans who identify in ‘non-ethnic’ terms (for example, by identifying
themselves first and foremost by their profession). Among more civically minded Kenyans, the most
important factor shaping vote choice is the performance of the president on the economy and

on corruption.

This suggests that if we want to see elections in which presidents are evaluated on the basis of their
policies, rather than their identities, we need to find ways fo persuade people to optout of ‘ethnic’
identification. The critical question is therefore: what leads to a nonethnic outlook? Our research
reveals that a range of social factors are important. Kenyans whose parents came from different ethnic
groups are more likely fo report a ‘Kenyan” identity than an ‘ethnic’ identity, while those Kenyans that
no longer reside in the province in which they were born are more likely to identify themselves in non-
ethnic terms. There is also evidence that individuals that work in cerfain professions that are associated

with working away from home such as being an artisan in the formal sector, businessperson, or
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feacher, are more likely to be ‘non-ethnic’. The abandonment of ethnic identities and the emergence of

policy voting should therefore be understood as twin products of geographical and economic mobility.

Policies that promote the integration of different communities are therefore likely to reduce the salience
of ethnic identities over time. This is particularly significant in post-conflict countries, because ethnic
violence is often followed by the balkanization of the country, with people of different ethnic groups
refurning o their 'home’ areas. Our research suggests that this is only likely to increase the significance

of ethnic identities and to undermine the prospects for policy based politics.

A second important factor influencing the willingness of people to leave behind old ethnic logics is the
fear that others will continue to play by the old rules of the game - and that as a result, those who act
‘non-ethnically’ will be disadvantaged. When asked, Kenyans resist defining themselves in ethnic terms
and do not say that they want their candidates to be of the same ethnicity. However, they also fear
that other Kenyans do think and act ‘ethnically’. Less than one in ten Kenyans expressed high levels

of frust in people from other ethnic groups. And half of all respondents reported that the ethnicity of
candidates was an important factor in determining the outcome of the 2007 polls. After decades

of winnertakes-all politics, feelings of ethnic discrimination run deep: in Kenya, 64 per cent of the

Luo community think that their group’s economic conditions are worse than others as a result of
government discrimination. But citizens that do not favour ethnic politics are therefore reluctant to
cease voting ethnically because they believe that if others continue to do so they will be further

discriminated against.

Overcoming such a profound lack of frust is not easy and may be dependent on longferm processes
of social and economic change. But institutional reform can also help. Stronger political institutions that
can be relied upon to deliver fair oufcomes and prevent exploitation reduce the danger of actfing 'non-

ethnically” and so free citizens to act on the basis of other considerations.

PUBLIC SERVICES AND THE SOCIAL CONTRACT

In many countries in which politics has historically been characterized by neo-patrimonial or winner-
takes-all politics, governments have rarely sought to provide services for all of their citizens. Rather,
they have used their positions to reward their own support base, while excluding opposition supporters
from access to resources. As a result, voters do not expect leaders to provide public goods and are
reluctant fo pay taxes because they do not believe that they will be spent productively, or in a way
that will benefit them. But research on Nigeria demonstrates the potential for public goods provision

fo transform the relationship between voters and the government.

In the case of Lagos State, Govemnor Babatunde Fashola launched a reform agenda that involved
asking citizens and businesses to pay more fax in return for improved public services and a better,
cleaner, state. The popularity of these reforms — despite the fact that they significantly increased the tax

burden — demonstrates that African leaders can build a crossethnic support base by providing public
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goods. Most strikingly, the provision of basic public services dramatically increases the willingness of
individuals living in recipient communities fo pay higher levels of taxation. In other words, ordinary
people can be persuaded to buy into the notion of the sfate remarkably quickly once effective and

visible action is taken with regards to public services.

The provision of public services is therefore critical to the evolution of social contracts in which citizens
invest in their sfafes and subsequently seek fo hold leaders accountable. The provision of effective
public services not only benefits the very poor who cannot afford to pay for education and health
care, it is also crifical to generate public willingness fo pay taxes and public support for future reform
agendas. Extending new services can also help to boost government legitimacy among marginalized
and disgruntled communities and can therefore help to reduce the risks of civil or political conflict. But
public goods need to be visible — the more tangible and visible services are, the bigger the impact on

public aftitudes.

Decentralization is one way fo render such changes more visible. It is no coincidence that in Nigeria

the evolution of a social contract has occurred at the level of the State, rather than at the national level.

In Kenya, control over local development expenditure was decentralized to the constituency level
through the infroduction of a Constituency Development Fund [CDF) in 2003, which is managed

by a committee selected by the Member of Parliament. CDF funds are usually spent on projects of
importance fo local communities, such as the construction of schools, hospitals, clinics and other local
services. iiG research carried out in Kenya found that how MPs were perceived to have performed on
the CDF was one of the key factors that shaped whether or not individuals supported their reelection.
By moving decision-making power over local development expenditure closer to voters, ordinary

Kenyans were empowered to reward or punish their representatives for their performance.

But in line with the findings from Nigeria, the iiG project in Kenya also found that in order for
decentralization efforts to have a positive impact on poverty and accountability, voters need to

have, and fo use, information about the quality of locally provided public goods in making their
voting decisions in local elections. One of the virtues of the CDF was that some of the defails of CDF
activities are made publicly available via the internet and by their nature CDF projects are high profile
and are therefore susceptible to monitoring by local communities. But the low quality of information
made available to citizens means that their judgment about when an MP has performed well or badly
with regards to CDF projects may not always be based on reliable data. Where this is the case, MPs

have far less incentive to invest time and energy into improving their CDF schemes.

Similarly, research in India has demonstrated that properly designed public information campaigns
can significantly increase knowledge and take-up of public health insurance and other health services
among the poor. This is significant, because it helps to overcome problems of traditionally low uptake
of welfare schemes by the poor. But for information to be effectively disseminated, individuals must be
incentivized fo get the message out. Campaigns are most effective if information providers are

employed on the basis of performance related pay schemes — in other words, if state agents or
ploy P pay , 9
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civil sociely activists get more wages the higher the knowledge about the programme among the
farget population. Such awareness programmes are also more effective if the information provider
comes from the same social group as the targeted villagers — in this way, strong communal identities

may actually facilitate the provision of pro-poor services.

Taken together, iiG research has revealed the capacity for the provision of public services fo improve
the lives of the very poor and strengthen accountability mechanisms. But this only holds if systems are
put in place fo communicate the existence of services to the wider population and if sufficient
information is available so that people know when services are not performing well - and can

identify who is responsible.

IMPLICATIONS FOR POLICY: THE POLITICAL ECONOMY OF GROWTH

m Maintain international pressure for free and fair elections and be more critical of

poor quality elections.
m Encourage governments to allow a free and vibrant media.
m Focus on building strong and autonomous institutions.
m Invest more in conflict detection and prevention.
m Empower poor governments to provide public goods.
m Provide further fraining and support to fax revenue authorities.

B Decentralize some development expenditure, but make sure to simultaneously promote

open access fo government information.

FOR MORE INFORMATION

For more on the relationship between elections and economic policy, see Paul Collier and Anke
Hoeffler. Do Elections Matter for Economic Performance@ CSAE WPS,/2010-35.

For more on why people vote ethnically, see Michael Bratton and Mwangi Kimenyi, Voting in Kenya:
Putting Ethnicity in Perspective, Afrobarometer Working Paper No.95, 2008.

For more on the impact of decentralizing decision making power over development priorities see
Roxana Gutiérrez-Romero. Decentralization, Accountability and the 2007 MPs Elections in Kenya.

CSAE WPS/2010:09.

IMPROVING INSTITUTIONS FOR GROWTH - WWW.iiG.OX.AC.UK - MAY 2012



For more on the relationship between public goods and the social contract see Nic Cheeseman,

Adrienne LeBas and Etannibi Alemika. Raising Revenue to Fight Poverty, iiG Briefing Paper 16.

REFERENCES

Erlend Berg, Maitreesh Ghatak, Rajasekhar Durgam, Manjula Ramachandra, Sanchari Roy, How
fo improve knowledge and take-up of public services by the poor: The case of the RSBY National
Health Insurance in India, iiG Briefing Paper 20.

Tim Besley with Torsten Persson, The Incidence of Civil War: Theory and Evidence, NBER Working
Paper No. 14585, Dec 2008.

Timothy J. Besley, Torsten Persson, State Capacity, Conflict and Development, NBER Working Paper
No. 15088, June 2009.

Paul Collier and Anke Hoeffler, Democracy’s Achilles Heel or, How to Win an Election without

Really Trying, CSAE WPS/2009-08.

Paul Collier and Lisa Chauvet, Elections and Economic Policy in Developing Countries, Dial

Working Paper DT/2008-11, Dec 2008.

Paul Collier and Pedro C. Vicente, Votes and Violence: Evidence from a Field Experiment in

Nigeria, CSAE WPS/2008-16, 2008.

Stefan Dercon and Roxana GutiérrezRomero, Triggers and Characteristics of the 2007 Kenyan

Electoral Violence, CSAE WPS/2010-12.

Mwangi S. Kimenyi & Roxana Gutierrez Romero, Tribalism as a Minimax-Regret Strategy: Evidence
from Voting in the 200/ Kenyan Elections, University of Connecticut, Department of Economics
Working paper 2008-35, 2008.

Mwangi S. Kimenyi & Roxana Gutierrez Romero, Identity, Grievances and Economic Determinants
of Voting in the 200/ Kenyan Elections, University of Connecticut, Department of Economics
Working paper 2008-38, 2008.

Christopher Ksoll, Rocco Macchiavello, Ameet Moriaria, The Effect of Ethnic Violence on an
Export Oriented Industry, BREAD Working Paper 287.

Christopher Ksoll, Rocco Macchiavello and Ameet Morjaria, Guns and Roses: The Impact of the
Kenyan PostElection Violence on Flower Exporting Firms, CSAE WPS /200906, 2009.

IMPROVING INSTITUTIONS FOR GROWTH - WWW.iiG.OX.AC.UK - MAY 2012



Marcel Fafchamps and Pedro C. Vicente, Political Violence and Social Networks: Experimental
Evidence from a Nigerian Election, CSAE WPS/2009-14.

Roxana GutiérrezRomero, The Role of Ethnic Identity and Economic Issues in the 2007 Kenyan
Elections, CSAE WPS/2010-06.

Improving Institutions for Pro-Poor Growth (iG] is an international network of applied research insfitutes across Africa,
Asia, the USA and Europe, working fo generate new insights about institutions” influence on pro-poor growth through an
innovative programme of research, capacity building, and dissemination. iiG research is funded by the UK Department
for International Development (DFID), The William and Flora Hewlett Foundation and the Open Society Institute. The

views expressed in this document are not necessarily those of the funders.

IMPROVING INSTITUTIONS FOR GROWTH
Department of Economics * University of Oxford + Manor Road - Oxford OX1 3UQ
T. +44 (0)1865 271084 - F: +44 (0)1865 281447 - E: iig.enquiries@economics.ox.ac.uk

W: www.iig.ox.ac.uk

IMPROVING INSTITUTIONS FOR GROWTH - WWW.iiG.OX.AC.UK - MAY 2012





