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PROPERTY RIGHTS THEORY: A SURVEY OF RECENT LITERATURE

INTRODUCTION

*PFroperty’'in  a legal szense. consists not of obiecls but
rather of "man®'s rights with respect to material objects™,
(Reinold Noyes 1936 p 353). The nature of property ownership
and what have come to known as property rights has long been both
a practical and theoretical issue. Theoriats and philsophers
suggest variations in property rights create "better aoéieties".
‘Claims or rights to property, especially private property, have
variously been conceived historically; as theft or bounty, as a
rewasd vfor mixihg one’s labour with soil, as source of economic¢
power or ‘repression, as a vehicle for transgenerational
retention of status and rank, as a natural institution waiting
autogeqetically to appear, as the gin-quo-non institution to
permit ‘efficient allocation of scarce meansg among alternative
ends, as an indicater whose interest really matter, and as a

legally specified range of chnices over the use of an item.

The crucia; difference among various Qchools of thought is’
the way in which they justify and struﬁture propert& rights.'
The approaches range from various formSof anarchism te strict
state ownership, from the property rights held in common to
private property rights. The nature of this system of property
rights influences the relationghips between individualsv and

between individuals and social groups.

Property rights as a theme of research has enjoyed a

reemergence particularly in the hands of main-stream economists



from the early sixties of this csntairy. The main thrust of thisg
group of gqogqmists ;s to extend thetgcope_of‘ the copyent@onal
theory of prédﬁction aﬂd sxchange. The founding fathers of this
approach especially Alchian, focussed the property » rights
problem, as the root cause of a range of economic problems.
To him, the economic system in any society is defined by its
property rights (Steven Cheung 1987, p.76). ﬁThe term property
has been equated with private property 7::mpetition for the
gcarce resources is implied and the use of price as a c¢riterion
is inherent in private property rights. But the rocle of price
as criterion is/ secondary to that of allocation of property
rights in this scheme of analysis. Cheung, guotea Alchian that,
"[iln essence..... economicshis the study of property rights ovef
scarce resources...... The allocation of resources in a society
is the assignment of property rights over scarce
resources......the gquestion of scoromics, or of how . prices
should be ‘“determined, is the question of how property rights
should be determined and exchanged and on what terms.” (Cheung
1987. p76). On this line of argument a significant body of
literature has grown, suggesting that property rights analysis’is
to be incorporated into main-stream economic analysis and given
serious attention. In a series of vpapers, Buchchanan,J.M;
Coasé;R.H; and Stubblebine,W.C; focussed on property rights as

the root cause of a range of economic problems {[Buchchanan,J.M
(1959), Coage,R.H (1960), Buchchanan and Stubblebige{ (1962)1].
Thé body of literature déveloped in this area is quiet diverse in
style and content. All the same the thrust is to supplement the

classical marginalism towards developing a single analytical
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framework Lo  Lthe theory of prodaction and exchange. The

properly rights tTheory bhasgins with The presumptian that
modifications must he made in  ihe Eénventianal analytical
framework if economic models of wider applicability are 1o be
developed. To solve the problem of resource allocation aqd"the

related goals for instance, efficiency; the common emphasis is
on .‘the interconnectedness of ownership rights, incentives and
sconomic behaviour. Alan Ryan (1987) points out that ‘property
rights are as fundamental to economics as rationality and
scarcity to this school of thought (Alan Ryan 1987. pl1029). To
sum up in the words of Hans Nutzinger the new property rights
school <c¢laims that the economics of property rights is:

-"one of the most important advances in economic

thinking that has occurred in the post-war period”

(Furubotn/Pejovich,1974 XV),but it also provides in

particular the following improvement in knowledge:

- the standard model of production and exchange is
generalised by considering the interrelationship
between legal ownsership rights, incentive systems

and economic behaviour.

-  in doing so, the property rights analysis does

not only explain human behaviour under given
alternative structures of property rights, but
moreover their development of property rights
itself.

-finally, the economics of property rights
provides a general foundation of organisation

theory by explaining structure and performance of
enterprises (and other type of organisations) from
the interactions among the utility-maximising
members of those organisations. )
Nutzinger(1982,p 81)

To sum up, the standard theory of production and exchange

ig generalised by considering the interrelationship between legal



rights of ownership, incentive system and economic behaviour.

This paper attempts to make a critique of the method and
approach of the main-stream economic analysis of property rights

and its claim while doing so.

THE CONCEPT OF PROPERTY
quoting ;

Andrew Reev (1986) while /Frank Snare’'s article ‘The
Concept of Property’(1972), sets out to tell us what is involved
in the ordinary language of the term. He claime that in
ordinary - language ‘property and ownership’ are interchangeable.
For this claim, Snare is correct in the sense that in many cases
a contemporary statement about ownership can be translated into a
statement of property and vice versa, without confusion. But
Snare’s claim that propefty and ownership are interchangeable in
ordinary talk does not entail that they are interchangeble in
legal thinking, even if they are synonymous. One reason uged in
thig context is that rights in rem and in personam. Rights in
rem and in personam are respectively rights congeived primarily
as existing becausg of a relation between a person or thing, and
rights conceived primarily as existing because of a relation
between persons. Obviously, all rights refer to 'relations
between persons. The distinction lawers have in mind 1is often
illustratéd by contrasting the result of my owning soﬁething with
result of my making a contract with another person. In the first
cage,taken Biﬁply, everyone else has to respect my ownership. In

the second case, the only person I can enforce my claims igs the

other contractor. Athough my rights in both cases are rights



agalnat other persons, the rights arise in the firgt case because
of my legal relétions with a thing (my property) and in the
second case because of my legal relation with a person (the other
contfactoc). It soon appears, however, that the digtinction can
be brokéh down, and different judgements about the extent to
which rights in personam, atleaét in some cases, reproduce the
features of rights in ~em (Dias,1976,pp.396— 406, esp.p.39%n.3).
The relationship between ‘property’ and ‘ownership’ isg more
complicated in legal usagé than it ia in ordinary language, asa
analysed bty Snare. Honroe® pointsb out that ownership ia
equivalent to property in one of its senses.Dias, listing
meanings of property, confirms this judgement, showing that
‘propérty‘ can refer to things, both physical and incorporeal,
and to legal relationg; and that the sort of legal relations it

encompasses is a matter over which analystg disagree.

Honroe’A.M.(l?él) made a helpful analysis of ownership by
making it c¢lear that he is falking about the standard case of
anership a3 recognised b&‘a matured legal sysfem. Hig claim is
that thére are some things which are capable of being owned in
the samé way in all mature legal systems (Honroe' p.108). The

category of things owned Iin this way be greater or smaller in

various systems: for example, some societies do not recognise
private property in the means of production. Honroe’s claim is
that all mature legal seystems recognise ownership (as he

describes 1t) In some things, not all socleties recognise it in
all things or even in the same things. He calls the particular

concept as liberal concept of ownership.



As to ask why does Honroe® call the concept of ownership he
deseribes, the ‘1iberal one? The answer is that the general
character of rights over property is that they besgtow on

individuals the power to decide what should happen to particular

resources or “things’'. On one view of rights, it confera a sort
0f freedom. On one view of rights, their central logical -
characteristic isg that they distribute freedom between
individuals. Property rights share this characteriastic, and to

the extent that ownership of the kind described by Honroe’
embraces guch rights, it accords freedom to individual owners.
The 1liberal concept of ownership, then, is one which is

concerned with the freedom of individual owners.

BASIC NOTIONS AND IDEAS OF THE MODERN CONCEPT

When a theory of property ls examined, historically and
logically, it can be observed that the concept of “property’ has
changed more than once, and in more than one way, in the past
centuries (Macpherson 1973, p 122). A theory of property, -in
this context, ie a theory which both explains and justifie37 the
institution in terms of purpoge served or the need filled.
Maépherson claimed, fi;st that the contemporary concept of
property emerged in the twentieth century; secondly, that it is
a peculiarly capitalist concept; and thirdly that it hasg began
to change; and finally it needs to c¢hatige further. To him the
contempofary concept of property is:

(a) identitical with private property- a on

individual (or corporate) right to exclude others
from the use or benefit of scmething.



(b) a right in or to material things rather than a
right in revenue.

(¢) having as its main function to provide an
incentive to labour, as well as or(or rather than)
being an instrument for the exercise of human
~e@apacities.

Macpherson(1973.p.122).

At the core of this modern approach is the extended notion
cf property rlghts whlch goes beyond legal ownership rights - and
comprehends “the santioned behavioural relations among men  that
arise from the existence of goods and pertain to . their uses’’
(Furubotn/Pejovich,p.3). The underlying idea is that society
comprises of voluntarily contracting individuals who seek to
maximise their utilities. The notion of property rights is aimed
at stressing the actual discretion of the agents, but the concept
of the legal ownership is the starting point and an eggential
.element of the generalised notion of preperty rights. Following
the traditlon of Roman law, the rights in property is aplit up
into different components, namely. .,

-the right to use the asset (usus)

-the right to appropriate returns from the asset
(usus frutus)

-the right to change the asset’s form and /or
substance (abusus), which refers to both t. the
physical . .and economic characteristics of a good
(eg, processing, transport, destruction) and to
the allocation of property rights (for instance by
sale, inheritance or donation),.

In this third component, the central problems
of economics— production, exchange and transfer-
are contained. !

[Furubotn/Pejovich (1974,4)].

Whereas the property"rights approach remains.: quite

traditional in this decomposition, it goes beyond the



traditional definition of goods.Here, not only material goods,

-gervices and tradable righis are Included but alsc human and
civil rights are taken into account which leads to the
consequence: "The prevailing system of property rights is then

the sum of economic and social relations with respect to scarce
resources in which individuals stand to each other’ (Furubotn/
Pejovich, 1%74,p.3). The extented notion of goods is inherent
in the notion of an exchange scociety that even "inalienable
rights’’ could possibly be traded and that a trade in those
.assets would perhaps increase social welfare. Here it is right
to ' point it outvthat tﬁe difference between other: inalinable
rights, of assembly, speech, worship, voting etc., and other
property rights stems from the fact that the other rights are
"inefficient” in the economist’s sense of and are ‘DELIBEQATELY
PERMITTED TO BE INEFFICIENT,’ wher=as property rights could be
efficient  and the exchange mechanism actually .allows optimum

efficiency to prevail (Arthur M.Okun 19%75).

The fundamental institutions of capitalism are the right of
ownership in the productive assets, the freedom of contract and

the limited government. The ultimate aim of the contracterian

organisétion of society 1is in the as-complete-as possible
specification. of property rightg and their allocation to
individual agents by means of voluntary contracts. Further,

limitations of property rights are typically caused by the state,
which plays a central role for the non-achievement of the maximal
level of satisfaction in an exchange society. Such restrictions

imposed by State are labelled as attenuated property rightes and |



they appear in two elementary forms, ‘namely, first that certain
property rights are not defined or at least not protected by law,
and the ' second, that the bearer of right is restricted ‘in
exercising certain parts, for instance by 1limitations of the
right of succession, of purchase and of use. Hence the right of
ownership means changes in thé value of asset are borne by the
owner. The right of ownership (as a means of digpergion of
power) means that the mode of»entfy into decision making with
regérd to the use of the:scarce resources is the prerogative of
ownership (directly or through ﬁired managers). The right of
ownership then provides the link between decision making and cost
bearing. A behavioural impiieation ig that the owner hasA strong
incentives to  seek the highest valued uge for the asset. This
leads to the conclusion that restrictions of property rights, as
reflected in the underlying legal structure, bear the neceasary

consequence that - economic value of an asset ig reduced to the

extent of attenuation by the State. To highlight, in the scheme
of "property rights theory” , every thing of value has an owner,
and that owner's powers of control will correspohd to
motivational assumptions of the orthodox theory.

PROPERTY RIGHTS PARADIGH
Economic text-books invariably describe the importance of
economic choices that all societies are supposed to make.
Capitallsm‘relies heavily on markets and private property rights
to resolve conflicts that arises in the society. The fundamental

institutlona of capitalism are the right of ownership in the
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productive assets, the freedom o: contract and the limited
Government. They generate specific and predictable behaviour that
are consistent with efficiéncy and individual liberty. The
theory attempts to establish the interconnectedness of ownerghip
right, incentives and economic behaviour. Every society must
have a social system. and the svstem provides the rules or
criteria to resolve thé economic problem in the society. Such
rules or criteria may be émbedded in the custom, rules and the
moreg of the society {(Renolds 1985.pp.9%41). Economists stress
on the relation between property rights and efficiency, makes
tranaferability central, and this is primarily a matter of
exchange for value (Andrew Reev 1986). The economic approach to
property rights which provides the_ﬂreatest incentive to use the
resources efficiently (Andrew Reev 1%84. pp 243. A causal
connéction  between the set of oproperty righte which ' are
énfqrceable in any society and its level of economic performance
is visualised (Posner 1972). The function of property rights
is to create incentfves to use regources efficiently. »Further he
stresses three characteristica that are essential for an
‘efficient set’ of property rights:

it is universal,in the sense that all resources are
owned, by someone;

it is exclusive, in the sense. that other persons

may be excluded from the enjoyment of object of the

property right; and

the property vtvights are themselves transferable
{Pogner 1973. p 11-133.

Further Demsetz (19673, one of the founding fathers of the

school advocates that T"Property rights are an ingtrument of
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soclety and derives their significance from the fact that they'
help a man form those expectations which he can reagsonably hold
in his deéling with others” (Deméetz 1967, p347j). To him, all
transactions can be treated ag transferring property rights.
"When a transaction 1is concluded in a'market-place, two bundles
of property rights are exchanged..... Economists usually take the
bundle of &rights as a datum and ask for an explanation of the
forces determining the price and the number of units Qf the good
to ‘which these rights attach”.

‘ here
The underlying notion/is highlighted by Pryor (1973):

"property is a bundle of rights or set of relations between
people with regard to some good, service or ”thing*, suéh r;ghts
must have an. economlic value and must be enforced in some
societally recognised manner (Pryor 1973, p37%5). The same set of
.relationship between ‘property rights’ and efficiency provides
the basis for the study by Worth amd Thomas viz., *THE RISE OF
THE WESTERN WORLD (1973), in which they relate different levels
of property rights. +to different sete of ?roperty rigﬁt;
structures. Changes in property rights are baéically accognted
for by seeing them as ‘rational’, since ther go further to reduce
the discrpency between individual activity and the social costs
and benefitg of 1t. The property rights theory attempte to build
a single analytical framework to deal with the resource
allocation problem. The theory admits'that there can be more

than a single property rights structure.
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Harold Dem=zetz (1979) testifies that he does”not believe It
is possible to defend effectivly a particular property rights
strucfﬁre ..... " and consequently he stress the Yinstumentalism”
of property rights systems. According to the proponents of this
new approach the scope and gontent of property rights assignments
over resources affect the way that people behave in a world df
gcarcity. In other words, individuals respond to econ&mic
ingentives,and the pattern incentives present at any time 1is
influenced by the prevailing property rights structure. On this
logic, it is clear that careful specification of the
institutional arrangement of an econmlic problem is essential. The
private property has been visualised here and the snforcement of
property rights on the tresource is assumed. Having schemed to

support the private property and market logic, the property

rights theory goes beyond the legal ownership rights and
comprehends ” the sanctioned behavioural relations among men that
arise from the existence of goods and pertain to their

uge” (Furubotn & Pejovich, 1%74, p.3)

Alchian’s approach is to analyse property rights in terms of
‘pricing and competition. 7This is being complemented with Coasian
scheme in terms of delimiting and enforcement of rightg in their

attempt to nail the emergence of paradigm in ite place in the

literature.

Property rights theory argues that property rights assignments
affect the allocation of resources, composition of output and
distribution of income in specific ways. The individual’'s

behaviour in the realm of economic activity is always
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predictable.  This ié becéuse the prevailing pProperty relations
offers a pénalt&-reward atructure. Property rights structure
refers to the behaviourél relationg between the individual agents
and specify the norms of behaviour. The individual’s behaviour is
controlled by bearing the cost of non-observance of the expected
behaviour. The expected behaviour is guided by the choices of
alternative uses of the scarée resource in question. That there

is a  systematie relationship between property rights and

economic cholces ia the essential assumption in the backgrourd.

in doing so, the property rights analysis does not only
explain human behaviour under given alternative structures of
property rights, but also the development of property rights

themselves.

THE RIGHT IN PROPERTY

The relations in property ig seen as the right in use of that
property, asset or a thing as reflected in the juridical realm of
the term. To explain,vthe r;ght in the thing allows the owner
of the thing to use it himself and thereby excluding others from
uging the  same, unless otherwise, it iz specified by the owner of
the thing. The owner can change the form and substance .of the
righf.inbhis ﬁo;ding,_by aggigning it fully to othetslot to part
with few of the rights on the property. With this, It is c¢lear
that the right in a property or thing is not a single aspect . in
terms of ‘its comnponents. It is actually a bundle of rights. This
bundle of rights conveys the extent of the power of the owner in

a property. The bundle of rights or simply, rights conveys three
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main characteristics: theextent of the right can be understood by

the degree of exclusivity, the degree of enforcement and the

transfgrability of the asset. The analysis relies on the legal
entitlements of the society for solving the economic problens
that arises in social relations. The power of the owner of the

thing is seen as the ability to exclude others from using the

right legally. The competition for the use of scarcé resources
will ensure the allocation of scarce resources to the most valued
use among alternative uses epted for. To this end, the property
rights theory argues that property rightsAaffect the economic
life wvia contractual arrangements or gimply exchange. The
underlying idea 1isg that society comprises of volountarily
contracting individuals who seek to maximise their utilities.
Then, the  purpose of the exchange is independent of the
instittutional structure in the community. But it is to be no?gd
tbat the terms of contract are not independent of institutional
structure. The terms or the permission to do things are at issue
to this school of economists. The assignment of property rights
is to permit the exchange of right between the individuals. The
property rights structure serves as a controlling mechanism of
the soc;ety, given the rational behaviour and norms of

interaction.

One can obgserve in line with Ryan " The liberal conception of
private ownership and free market implies one another. This
allows most of the economists to feel free to lsave the nature of
ownarship to others while they prefer io address the intricacies

of market interaction(1%87, pl029).
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OWNERSHIP QUESTION

In the scheme of property rights analysis the ownerghip always
refers to the rights that are recognised or sanctioned by the
society. To explain, the right in a thing should be socially
recoghisable right in the sense, the unlawful effect of using
the right kis curtailed by the State or similar authority.For
example, a person may be permitted to plek up applea from a tree
but not allowed to prune it. Then naturally, the next queapiog
is to look into the claim of ownership of the demarcated use of

the asset. The demarcated use may be partitioned among several

people. i.e, more than one person can claim some interest or
other in that resource. To cite another example in land, one
party may own an easement right to till the go0il, while the

another perhaps the State may have the right to traverse or use
the sland for some specific purpoge. Then what is owned 1is not
the rusource itself by tha person or persons, but it 1is the
right in the use of the object in question. To be precise, The
right in Mthat asset is owned in bundle and the power or the

extent of the bundle of rights determines the extent of the use

of that object.

In short, property in an object 12 golely the right, title or
interest. To criticise the ;dea, that property refers solely to
rights. and similar entitlements in asset, it is to be underspood
that the crucial question in the case of ownership of a property
object is not ‘the permission or>sanction of what "law allows” but

the ultimate power of disposal. To explain, The permisgion of the

law in conferring on some persons or institutions the right of
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disposal is crucial.

In the view of proponénts cf thls theory, ownership might rest
with a person, but many of the "attributes” might gpill over to

the public domain and others might exercise their right in it.

In contrast an opposing view is that the property rights
theory simply ignored the fact that taking decigion in the use of
the ésset ia not the same aa ownership in the asset. In any case,
the ultimate power of ownership in the asget iz not the one and
the same asg exercising the right , but more than that. The owner
may a different person and at the same time the ‘user’ may be
another person Qith the permission of the owner to use ao. The
problem of looking ownership on these lines arises becuase of the
simplistic notion of the society. What ws mean here by simplistic
notion of the society i1s the view that the individuals in the
gociety regulate their entire conditions of 1ifs on the basis of
mutual profitability through volountary and basically bilateral
contracts. This idealised «contracts are motivated by the
maximising behaviour of the individuals concerned. They further
claim that being guided by the contractual activities of the
individuals, the solution for the resource allocation lies in the
as-far-as complete gpecification of property. pights in the
resources that are being traded. The property rights theory, with
its liberal conception of ownership and free market visualisegs a
market society where the traded objects are asgscigned with
property rights for the benefit of potential wusers of the

objects.



17

MARKET MECHANISM AND PROPERTY RIGHTS
introduction
With the / and allocation of property rights into the
market mechaniam, the theoretical uase of property, the specific

social implementation of property atre all important in

understanding the purpose of creating such a system of property

righta. The enforcement of property rights is to seek the
ultimate social goal viz, efficiency, equity and equality. To
address the question of efficieﬁcy, is to achieve a sastate of
equilibrium outcome through market mechanism. The market as an

efficient allocater is a silent assumption here. UWhether market
can be an silent allocater on all occasions Lé a question to be
angwered. It was pointed out by Marshall and Pigou, that  a
competitive equilibrium whethe;“’efficient‘bru not, could mnot .
persist in just any technolegical environment. In particular,in

indugstries where returne to scale continue to increase even at

levels 'compa:able to the size of the market, competition over

time, will "destroy itself”.

Our next instance of market failure ias the presence‘ of
public goods. To explain, no one can be excluded from the uée of
the publie good. Hence the use and the welfare from the use
the public goeod cannot be accrued to any individual uSeEvof the
asget or good. Because of their character, all public goods share
a commomn difficuity, viz, their provision'cannot be entrusted to
the decision making mechanismbof the individuél and hence the

market.

The next instance of market failure, is c¢losely connected with

the attributes of public goods. It is the problem of allowing for
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externalities of production. To explain, it is the problem of

allowing the effects of output of private goods and gervices on
persons other than those who are directly buying and selling or
using the goods 1In Question. Further to the question of
externality fhe economic aﬂéwer calls anothef aspect of the
problem, viz, externalities refer to the fact that cutput of the
by-products (of negative values) does not pass through the

market system.

The property rights theory attempts to address these

questions.

EXTERﬁALITIES: A PROPERTY RIGHTS APPROACH

The externalities sltuation can be defined by the divergence
between the private cost and benefits and the soclal cost and
benefits. To this problem, the Pigovian solution is to impose a
tax on the generator of ekternality (the famcus pollut%on
problem) as correctlve measure TO ensure maximum social welfare.
Pigou used economics to defend Common Law prineiple that a party
who causes a nuisance should be enjoined or required to pay
damages. According to Pigou, the Common Law rules tend to promote
economic efficiency by linternalising social cost. In some
cages,he found gaps in the Common Law vhich regquired
supplementary legislations, such as, imposing a tax upon
poliuters equal tﬁ social cost of pollution. To explain, the
amoke emanating from the factory creates pollution problem to
those who are residing in the vicinity of the factory and heﬁce

i .

a reduction in their welfare. This can be corrected by imposing
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pollution tax imposed on the factory owner and thereby adjusting
the goclal wvelfare. But this Pigovian analysis of externality
based on the Law of Nuisance was attacked by Coase (1960) in his
seminal paper " The Problem of Social Cost”. Coase diségreed

with the concluslon that Government action, through nuisance

taxation ig typically required to achieve efficiency. The Coase

~theorem suggests that the externalities represented by nuisance
be
sometimes,/ self correcting. In the event of that Government

action is required to correct nuisance, Coasé denied Pigéu's
Aclaih that Common Law concept of causality is a useful guide %o a
agsigning of responsiblity. In Coésian view, thae fact that
gomeone ‘causes’' a nuisance, as judged by Common Law principie,
does not imply that holding him liable or enjoining him to

desist is éfflcient. For Coase, the question of efficiency is to
be decided by ba;ancing of cost and renefits in which the role of
causality |is nbt decisive. The Coasian suggestion is that

causality should have little bearing upon legal responsiblity.

(Robert Cooter 1987).

“Externalities’, in the words of Dematez a leadlng advocate
of the school, 1is that "... includes external cost,, external
benefits and. pecuniary as well as non-pecuniary eXterualities”.
(Demsétz 1967 p348 ). He further explains that no harmful or
beneficlal effect is exfernél to the worldi Some persons always
suffer or enjoy these effects. What converts a harmful or
beneficial' effect into an externality is that the cost of
bringing the efféct to bear on the decisions of one or more

interacting persons 1é too high to make it worthwhile and this is

may
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what this term shall neasn Lers. "internallsing” such effects
often refers to a procéss, usually a change in the property
rights, that‘enables‘these effects to bear (in a greater dégpee)
on all interacting persons. He also maintains that the primary
function of property rights is that of gulding Iincentives to
achlieve a greater internalisation of externalities. Every cost
and benefit is potential externality in terme of social
interdependencies. One condltién is necessary to make cosat and'
benefits into externalities:> The transaction cost in the rights
between the parties(infernaliéation) nust exeed the gaing from
intefnalisation. We shall discuss the transaction cost in the

succeeding section.

In the above presentation , it is maintalned that the decision
ag to whether externalities should be internalised completely
cannot - be taken without consilidering the cost of internalising.
Given the fact, sometimes no Improvement will be possible by
further internalising. The Coasian theorem established that in
‘"the =zero transaction cost world the output of the economy is

independent of institutional structure other than changes in the

digtribution of wealth.

Assuming that the objective is to reduce the difference
between privately perceived gains and cost, tb social ¢ost and
galng the implication of the offered solution is ag followa: The
analysis of various forma of externalities suggests that either
a reduction, or Increage in the value of the good will reault in
fuller specification of property rights in that good, aud hence,

an improvement in the accuracy of private accounting, relative
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reduction in transactioncost inter alia on the technical
progregs. At the same time it is difficult to predict whether
future technological developments will make the establishment of
property righta eagier. But the logic¢ of the theory &guggests
that, ceteris paribusg,cld externalities have diminlishing
importance in the dynémic economy though the new ones may be

allowed to develop.

Further, the property rights apprcoach calls attention to the
question of how far an individual or a community should go on in

and
correcting the externalitiss. Given the fact that,/of course the

very existence of large class of externallities can be explalned
by the high transaction éost, it ie not wise to go on further
internalising such costs. This is because this would further cost
resources. It follows that, any indiscriminate sttempt to do
somethlng about externalities, either through market mechanism or
the political process may very well result in a net social cost
over soclial gains. Then what the theory implies is that ‘the
market should not be faulted for the existence of externalities
nor should be eliminated. The optimal solution in the short run

always lies in the careful balancing of the cost and benefits for

reducing the transaction cost.

TRANSACTION COST ANALYSIS

A central insight in micro economics is that free exchange
teﬁds to move resources to their highest‘valued use, in which
case the allocation of resources is said to be Parto efficient.

When Pproperty rights” are exchanged, extension to «classlical
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optimisation principle iy made possible in several directions.

{a) What is exchanged is not ™things” but "contracts”. (b)
‘Uhereas exchange of things is instantaneocus, ie., the supply and
demand are equated at the same instant, the ekchange of
"contracts” may span over time. {e) "éropefty righfs" covers all

the ‘attributes’ of things. So exchange theory is linked to the
information theory, and the cost acquiring information could be
equated at the margin with the benefits for optimal solution.
(d) As information becomes‘crutial, agymmetry of information,

egpecially, between principal and agents, alters the equilibrium

solution. Thus property trights theory is extended to cover

“agency theory’. (e) When exchange is understood as exchange
s

of "rights”, the specification, monitoring, policing and

enforcement costs of guch rights, ‘collectively termed as

“"transaction - cost” which were ignored in the classical theory,

get an extended coverage. {f) Coase theorized that with
perfect specification of rights and zero transaction cost
agsumed by the classical theory, gociety always would, reach

equilibrium sclution. The fact that it does not watablish that
(i) the rights are imperfectly specified (ii) that
ingtitutions very much matter and matter very much in exchange
and that (iii) the externality problem at leas: in principle
could be solved by bargain and specification. Besgides ownership
of resources the law creates many other entitilements, such ae
the right to use one’'s own land in a certain way, the right to be
free from a ruisance, the right to compensation for tortuous

accidents, or right to perform a contract. = The Coase thorem
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suggests that ” the initial allocation of legal entitilemente
doea not matter from an efficiency perspective go long as they
can be freely exchanged.” In other words, misallocation of legal
entitilements by law will be cured in the market by free
exchange. One Important extension of the Coase theorem states
that, if all cost of transactions are zero, the use of resources
will be gimilar, no matter how production and exchange activities
are arranged. This implies that in the absence of transactions
cost, alternative institutignal or organisational arrangements
would provide no basis for chokce.and ihence could not be
interpreted by economle theory. But organisations or various
institutional arrangementg do exist, and to interpret both their
presence and their variation, they must be treated as the results

of cholee, subject to the constraints of transaction cost.

In the broadest sense of the term transgaction coat

encompoged all those costs That cannct be won ved to exist in a

Robingon Crusoe economy. In such an economy, there will neither
be property rights nor any kind of economic organisation. In
contrast, in an economic organisation/ institutional arrangement

where the cost of the composing of physical production involves
costs, such aé costs of information, of negotiation, or drawing
up and enforcement of contracts, of delineating and policing
p:operty rights, of monitoring performances and of changing
institutional arrangements, transaction cogts are unaviodable.
The literature on property rights dealing with externalities is
explicit in showing the effect of transaction vcost on the

utiligation of resources: The point that is explicit in the
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literature is that there are numerous situations where
contractual stipulations do not capture all social cost ahd
benefits.. Here, the propgrty‘rights theory claims to move in the
direction of wunification as against .¥he diVergéncé of the
literature in this area. The suggestion is to go in for a careful
analysis in the content of the property rights conveyed in an&

traneaction, to effect a minimal transaction.

TRANSACTION COST AND TRANSFER OF OWNERSHIP

Jurg Niehans argues that transaction cost arises from the
transfer of ownership or more generally, the property righte. He
maintaing that transfer of ownerahip is concomitant to

decentralisation of ownership, private property and exchange.
the presence

Compared to the imaginary state of costless transactions, /
transaction costs reduce welfare. The more interesting question
is whether transaction cost reduce welfare. It is shown that

exéept in the case of increasing returns to scale trangaction
coast does not in itself cause any efficiency problems
(Nutzingerl1976 pp 217-237). But in the absence of scale of
economics, the discussion has produced no reason why, in this
sense, transaction cost should cause inefficiency. Moreover,
efficiency problems arise in more general - context also. With
increasing complexity the transaction costs tend to increase
rapidly, in the exchanges made in the gociety. To explain,the
society may have complex transactions in contrast to the assumed
simple bialateral contracts in the model of the property rights
theory. The property rights theorists attempt hard to retain the

efficiency claim
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TRANSFERABILTY AND APPROPRIARILITY
Alchian.  has argued that possibility of transferability
encourages specialisation in ownership and economle efficlency.
If rights can be transferred, owners will find their own highest
valued use as option to their rescurces. He emphasised that only
under a system of oprivate ownership, where the righte are
transferable, the rewards and the cost of an activity are more
directly concentrated on the decision makser. The greater the
amount of his own wealth an entrepreneur invests Iin an activity,
the larger the stake and greater his care In making declsions.
It is conceived that, competition for and transferability in the
market place perform two main functions of contracting in the
allocation of the asset:
first, competition conglomerates knowledge of
alternatlve arrangements and the use of resources.
Transferability ensures that the most valued use
will be opted for. )
Second, competition among the potential contract
participants and a resource owner’s abllity to
transfer the right to use his resource reduce the
cost of enforcing the stipulated contract (because
competing parties will stand by to offer or accept
similar terms). The logic of competition i.e, tbe
heeding to alternative uses suggests that & more
complete apecification of property rights
diminishes uncertainty and promote effic’ent
allocation of resources.
(Cheung 1970, péd)u
But the existing externality situations s(metimes, <cannot be
adequately discussed by the private property rights. The reason
is that the gpecification of the property rights integmg of its
chatracteristics viz, exclugiveneas, enforcement and the

transferability cannot be adequately demarcated In certain

regource situations. Az mentioned ln the beginning of this
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paper, the property rights theory, being wedded to private
property structure attempts to deny an alternative sfru¢ture
viz, the common property structure. Instead, it argues that
property structures other than private property would be
inefficient because of the Erée—rider problem. But what is
misunderstood is that the ‘open access’ being taken as commom

property aystem. Let wus see what actually the term common

property shall mean and how it is handled in the literature.

COMMON PROPERTY AND PRIVATE PROPERTY DICHOTOIMY

The attempts by the economists to analyze the economic
problems in the property rights f;amework as pointed out by
Furubotn/Pejoviech (1972 p.1142), ig in its initial =tages of
development. The earliest and most notable is Frank Knight’'s
digcussion of social coat (1924). 'n his analyslig of the use of
roads he c¢learly demonstrated the role of ownership. Several
decades later, - Scott Gordon {1954) anslysed In a similar vien
the common-property problem of fishing in international waters.
Both Knight and Gorden assumed in their analyses that property
rights are either present and perfectly well defined or they are
tétally absent. To point out, economists have'tgnded to clasgify
ownership statusg into categorles all and none, the latter being
termed as "common property”- property that has no regtrictions
placed on its use. The term originates from English villagers
practice of gaing certain areas for, among other things,
collectively grazing tﬁeir animals and cutting firewood. The
current meaning of the term ”comm&n property” certainly does not

fit the English wvillager’'s actual practice, as snown by



Dahlman(1980). Dahlman’s description arguea that the village
commom was open only to the villagers, not to outsiders, and that
villagers own right were stinted: They did not have the right to
add livestock to the herd at will or to cut whatever amount of
wood they wanted. All were allowed to place only a set of animals
and all were restricted in the amount of wood they c¢ut.Whereas
that land was held in common, its use was directly controlled by

the villagera, partly through voting.

But the meaning of the word “common property” 1ias well
established in the formal institutions such ag Anglo-Saxon Common
Law, the German  Law and thelr successora. It Is also well
establigshed in the formal institutional arrangements based on
s cugtom, tradltion, kinship and the mores of the society. Hence
tﬁe economists are not free to use the concept of ” common
property” or "commons” under conditions where no institutibnal

‘artangements exist.

By examining historically and contemporary examples of common
property institutions, Ciriacy-Wantrup and Bishop ( 1975) refute
the idea, sumﬁed up in Hardin’s catch-pharse “"the tragedy of
commons” (Hardin 1968%. Ciracy-Wantrup and'Bishop" rovide a
very .clear differentiation between the usual economic sense of

the term (res nulllus or unowned resources) and the resd communes

concept, presenting - a wvaluable digcussion of historically
suceessful management of institutions under res communes. The
common property Institutions are not merely of historical

importance and of interest. Common properfy systems in India and
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Sri Lanka have received a good deal of attention {Farmer 1957,
Jodha 1984 ,Neale 1985,Wade 1987). The dange?s in applying an
analysis based on the assumption that "common property is no
property” are obvious, and bave led, in practice to significant

policy errors (Jodha 1984, Neale 1985).

Similarly, the assumption that the free-rider problem render
groupa of people Incapable of combining for their collective
gains has been refuted in this modern context, just it haa beén

shown as incorrect in relation to medievial common property (Wade
/ .

1987).

Given the =smoothly operating decision making process and

appropriate enforcement ﬁechanism, common property systems can
react more flexibly to changing circumstancés than private
property systems. Hence the balance betwéen collectife
flexibility associated with c¢ommon property and individual

flexibility associated with private and free exchange is indeed a

complex one.

THE’HETHODOLOGICAL INDIVIDUALISM AND TRANSACTION COST

At the outset, it is toc be noted that, to achieve the
important objective of generlisation, the propérty rights
analysis intréduced 'many important changes into the standard
fégbéy o;‘ production and exchange. But at the* zame time,
Furubotn and Pejovich (1972) pointed out that formal equilibrium
conditigns for many cases have yet to be worked out. They

maintain that in some <cases they have attained equilibrium

conditions with general implications of alternative property
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righta asaigpments and their effect a1 resources have been
devgloped. It is to be noted then, this claim, strictly speaking
has to be confined to modele of partial  equilibrium in the
tradition of Marshall and cannot be eagily extended to general
equilibriumA situations in the sense of Walras. To explain,
Walras achieves his general equilibrium by asserting that flrms
exist till equilibrium l& reached, Eut disappear when equilibrium
is arrived’ at. In the Walrasian model, where prices are
"sufficient for allocation, instituticns are superfluous; firms,
clube, tribes, or families cannot enhance efficiency. vBut when
equilibrium = Ia disturbed in a positive transaction coet world,
price adjustmeﬁt ig not expected to'be instantaneous {(On the
other hand, in the Walrasian, perfectly competitive model,
rights are perfe;tly delineated and transaction cost are zero).

The transactions c¢ost model in +ie literature explores the

effects  of positive information cost on behaviour and an
organisation. Further, the shortcomings of the property rights
theory is also pointed out by Huizinger as follows: The

transaction cost are not suhiectively a priori, but they dependr
upon the initial -endowment o¢r, oﬁ initial property rights
distribution. Any change in the distribution implies a change in
the relative prices and therefore, generally the value of all
possible transactions. UWhether markets or specified marketa
emerge and tfto what extenf ihe trade in those rights will be
compared with the size and structure of non-market mechanismé,
cannot be determined without an implicit value judgemgnt
concerniﬁg _the underlying distribution of property rights among

the economic actors.
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Yoram Barzel(1989%), in hia "ECONCMIC ANALYSIS OF PROPERTY
RIGHTSf? Political Econony of Institutions and Decisions argues
that transactors adépt non-market constraints in order to lower
thevcost of exchange. (To him, Individuals organise Fhe use of
resources in order to maximise the value of those resources. A
person’'s property right over an asset, variously economic and
legal literature, is defined by Barzel as the person’s ability to
gain from the assek by direct consumption or exchange.) Further
he argues that the implementation and policing of thege

conatraints require organisation.

But the propérty rights theory tends to assume the initial
distribution of property rights as given. Sovaiamentel
regulations and interventions have to be considered as
attenuations of property righte dangerous to sgocial welfare.
Here, -the 7strict methodological individualism” of the property

rightg theory falls ints vethodolosgical dead

zat:  the theory
attempts to compare instead, the different situations based on
"objective” (transaction) «eost; but this type of comparison
preguppoges, a spsacial type of social welfare function based on
the value judgement that one has to start with the respective
initial distribution of property rights in comparing alternative

situations.

PRACTICAL APPLICATION OF PROPERTY RIGHTS ECONOMICS
The motre fundemantal aspegt of this approach is the
presumption of efficiency c¢learly formulated by Coase (1937): It

is the conjecture that the choice of organisation is guided by
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the principle of cost minimisation, however, dominates only in
the neo-classical environment. That environment 1g characterised
by the usual assumptions about perfect competition anq there bis
no room for inefficient outcome and hence the presumption of
minimal transaction cost is justified. This simple conjecture of
efficiency however, ig generally not applicable to feai
aconhomicsy. In fact, mitigated pressure of competition still
increase the éntfepreneurial profits: but the reduced effort in
v

search, information and adoption activities will lead to higher

than minimal transaction cost.

Coase’s contribution in the literature can be regarded as

offering a generalised proposition about exchanges of resources

I3

to cover the c¢laim of exchange entitlements. Under this

interpretation, the: Coase theorem states that, the initial
allocation of legal entitlements does not matter from an
efficiency polnt of view 80 long as they can be freely exchanged
at zero transaction costs. In other words misallocattion of legal
entitlements by law will be cured iﬂ.the market by free exchange.
"This Interpretation suggests that insuring the efficiency of law
is a matter of removing the impediments to the free exchange of
1e§a1 entitlements. Consequentiy, under free exchange
interpretation, the efficiency of law i3 to be 3e .ured by
defining eﬁtltlements and enforecing private contracts for thelr
exchange. But, besides freedom of exchange there afe other
éonditionﬁ which economiasts usually regard as necesgary for
market to allocate resources efficiently. One such condition is

answering to the question of transaction cost. The transaction
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cost approach of Coase theorem is that the ™ initial allocation
of "legal entitlements does not matter from an efficiency
perspective so long as the transaction cost of exchange are nil.

This interpretation focusses attention on some obstacles to

exchanging legal entitlements in private exchange. Further, in
stressing the theory of regulation, the market failure
interpretation is that, "the initial allocation of legal

entitlements does not matter from an efficlency perspective so

long as they «can be exchanged in a perfectively competitive

market”. But it is recognised that initial allocation of rights
always matters from the perspective of income distribution. The
property rights theorists take for granted the initial

distribution question and in that sense become supporters of the
status guo. As the Pigovian tradition looks at externalities, as
a form of market failure which requires government intervention,‘
the " property rights theory argue for a solution in the opposite
direction, viz.,by extending market relatiqns and thréugh

further specification of property righte. In the case of

existence of transaction cost still then, the optimal solution is

to minimige the transaction cost. Cheung (1970) rightly observes
that "the question is whether, given the same effects of
action, actual market contracts or realisable Governmental

regulations involve lower transaction cost so that a higher net
gain or a lower net loss will result”. The property rights
theory opens up the issues relating to that of legal entitlements
in the market mechanism by pointing out the choice in the
decision making procesg in the given property strucfurg. One

cannot deny the fact that property rights theory do throw some



do throw some important inéights into the mainstream economie
theaf&‘lneuring efficlency by ?eferring to the choice of decision
making within the given structure of property rights in the
society. Fullep Specification of pfoperty rights is recommended
for effecting efficiency. When it is not posgible the
minimisation of transaction cost is suggested which is highly a
sractical and a glgnificant contribution to the

literature.(Cooter.R. 1982 pp225-52.)

A CRITIQUE OF THE BASIC NOTIONS OF PROPERTY RIGHTS THEORY
Towards providing a theory of production and exchange the
property rights theory goes beyond ownership and comprehends all
possiblities of relationship with respect to all &oods and
services. Thié remainsg doubtful because, given the ownership
de facto, without apecific regard to its juridical legitimation
ﬁy law, is itself a generalisation in terms of social science.
The root of the probiem lies in the notion of the sbciéty: viz.,
the mnotion that the society is reducible to a collection of
individuals who regulate their entire conditions of life on the
basis of mutual profitability through volountary and basically
bialateral contractas. Then and only then, one has no difficulty
in accepting this demand of property rights theory as a basgic

notion of a new integrated and unifying social science.

One can alao find in the literature the argument that

property rights theory explicitly recognises that lnétitutions"
are capable of altering transactions coast and hence exchanges.

Hence It cannot form the basis of unifying soclal science WITHOUT
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A THEORY OF STATE of INSTITUTIONS and A THEORY OF STATE. North
(1981) examines the structure of economic systems, outlines an
economlic theory of the State and the ideologies that undergird
various modes of economic organisation, and then éxplores the
dynamic forces such as new technologies that cause institutions
to adopt in order to survive. At the <core of North's
investigation is the question of property rights, the
arrangements of individuals and groups have made through history
to deal with the fundamental economic¢ problem of scarce

resources.

According to North, the neo-classical theory conceived as a
theory of choice has provided at the very least a disciplined and
logically consistent approach to the study of the State. The
theory offers the promise of developing refutable propositions
about non-market decision making. A gatisfactory theofy of the
firm would contribute immensely to the developuent of the State.

(North.C. 1981. p20-21).

To +the question of defining what a State is North observes,
".... an organisation with a comparative advantange in violence,
extending over a geographic area whose boundaries are determined
by its power to tax constituents. The egsence of property rights
is the right to exclude, and an organisation which has a
comparative advantage in violence is in the position to specify
and e?force property rights. In contrast to the theories
frequently advanced in the literature of political saclence,

soclology, and anthropology, the key to underatanding the State

involves the potential use of violence to gain control over
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regources. He argues further that, one can not develop a useful

analysis of the State divorced from property righte”.

He proceeda by gaying that two general types of explanation
for the State exist: a contract theory and a predatory theory or

exploitation theory. In the contract theory, the State plays the

role of wealth maximiser for the society. Because a contract
limiting each individuals activity relative to others is
‘egsential for there to economic growth, the contract theory

approach offers an explanation for the development of efficient

property righte that would promote economic¢ growth.

The predatory/ exploitation theory consgiders the State to be
the agenéy of a group or clasa; 1ts function, 'is to extraci
income from the reast of the constituents in the intreats of that
group .or class. The predatory State would specify a setA of

property rights that maximise the revenue of the group in power

regardless of lts impact on the wealth of the society ag a whole.

While the contract theory explains the initial gains of

contracting and focusses on the extraction of rents for
constituents by those who gain control of the State. It is the
"violence potential” that reccnciles them. The contre :t theory

agsumes equal distribution of violence potential amongst the
principles.: The predatory  theory agsumes an unequal

digtribution.

In his perception of economice history North identifies fwo

fundamental aapects: the wide spread tendency of the Statea to
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produce inefficient property rights and fail to achieve sustained
growth; and the inherent lastability of all States, which leads
to economic change and ultimately to .economic decline. To
explain, the State trades a group of services auch as protection
and justice for revenue. It devices a set of property rights,
deVeiopes a body of law and enforces them using its violence
potential. Efficient property rights may lead to higher income
for the people of the State but may result in lower tax revenues
for the rulers because the higher the transaction cost
(monitoring, measuring and c¢ollecting of taxes) compared to
those of a more efficient set of property rights. So the fiscal
needs of the rulers may thrust inefficient set of property rights
on the people with the result the economic growth fall or becomes
negative. North belleves that ” the existence of a State is
easgential for economic growth; the State, however, is the source

of man-made economic decline” (North C. Douglass 1981. p 2023).

In consequence with the starting point that production ags a
séecific form of exchange, and in accordance with the classical
production 1is viewed as of playing a minor role in the economic
activity. And the neglect of production side becomes more evident
in iteg dealings with the problem of scarcity: Npt ppodgctionv of
.goods to be distributed, but distribution of produced goods by
exchange is seen as the primary solution. Exchange, and not the
production of gpods, ig seen as the central mechanisn fog
solving the problem of economic acarcity. This view is lopsided
and incomplete in the analytical content of the approach. DBut it

is obvious that distribution of goods precludes the existence of
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such goods as ready-made in the society. Hence the availability
of  asuch goods and hence the right on the séme regquirea the
existence of a precondition of the initial production of the
'property‘object. To high light, exchange presupposes production
and lends itself as a starting point for solving the problem of
gcarcity. Thus it ié obvioug that the social conditions of

production are not taken into account in this line of thought.

Another consequence of this starting point is with regard  to
Governmental regﬁlations. Here every 11m;tation of possibilities
of exchaﬁge, kcalled attenuatlon of property rights, appears as a.
limitation of the aociety’s capacity to satigfy wants.
Consequently, historical progress, it is argued, shoﬁid manifest
itself In the development towards a more and ‘more complete
specification of property rights. But here, the ideallasing
notipg of the society conflicts with its own c¢laim to represent
and explain real developments - In societies. - They are
characterised by the Governmental limitations of property rigﬁts
and by the growth functions and organisations of the State. Again
there are many possibllities of moddifying the bagic  model in
order to deal with these tendencies such as ﬁiskamen’s'model of
budget maximising bureaucrat. But all thege implies nothing bdut
to give up the cemplete information implicit in the pure property

rights approach.

In fact, this 1line of approach faces quite considerable
difficulties in dealing with soclal phenomenon and institutions
which goes beyond the individual actor to his role as voluntarily

contracting individual. In conformity with the ldealising notlen



38

of the soéiaty, ‘the emphasis is on the right of ownership and

exchange, which allow each individual, the freedom of choice and

obligation to bear the cost of pursuing his own preferences. It
comea out ¢learly then, the capitalistic community has no
predetermined - outcome. Whatever outcome emerges from the
interaction of the wutility-seeking transactions of the

individuals, is then clearly, a undetermined outcome.

,

Further, it is clear- that the process of social
stratification, be it in terms of clasges, or even social roles

are very alien to this view.

ON THE HISTORY OF PROPERTY

A general account of propetrty needa to embrace property in
one form and its variants: This is a normative reguirement
because, anyone concerned with history of property needs to
explain what it is, while any particular history of property
will suggest connections between property and the various aspects
of asocial life. One can identify problems from the recognition
that property is not invariable namely, first since\property may
refer to both material resources and legal relations, to ideas
and concfete arrangements, how are thsSe to be brought togetherlin
the historical account? Secondly, 1f property can take various
forms, or to embodied in differént property—syétems. what general
characteristics does it have? Finally, how have arguments about
the hiastory of property been concelved to affect the legetimacy
of partlicular property iﬂstitutlons?'The angwer to thig gquestiona

can be seen as arising out of the conceptual issues and the
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themes that are found in the literature.
Paul Lafargue tells us that. property - is not immutable and

always the same, but, on the contrary, it take all material and

intellectual phenomena, incessently evolves and passes through a
series of forms which differ, but are derived, from one

aﬁother’(l975.p3}. Lafargue went on to provide an account of
the way in which this phenomenon had, in his view, altered, and
he called it THE EVOLUTION OF PROPERTY FROM SAVAGERY T0
CIVILISATION. He wrote with a  commitment to particular
underatanding of history. Lafargue wanted to write the history of -
property before It had adopted its contempotrary form,/xggszgal.ln
fact, he wused a quotation from CAPITAL as scene-setter for his
casays.The economic gtructure of the society is the real basis ‘oﬁ
which the juridical and politiel super sgtructure is raised, and
to whlech definite gsoclal forms of thought correspond: in short

the mode of production determines the character of the social,

political and intellectual life generally (Lafargue.P_1975pp.1).

MARRIAN VIEUPOINT

The content of property, and hence the analysis of property
attracted many philosophers as well as economists and all of them
reaiised that the state of sociéty is depended on property. But
sxcept Marx and Engels, ali of them invariably identified
nroperty with appropriation of material values, and with the
property relations as reflected in the laws of ownership, and

hence reduced the content of property to the right in property.
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But Marxism maintains that actual economic relations among
people concerning the production and distribution of materlal
values constitute the content of prope;ty. In that sense,
property 1& a relation to a thing as expressed in the power of
that person (the subject) over a thing or asset { the object).
Nor «can property be identified as man's ability to éppropriate
objects of external world. On these lines of reasoning the
attempts of the capitalist economigsts to derive the property
from Robingon Crusoe's economy and from his relations to things
around him, are acientifically invallid. As a soclal being; man is
engendered by the soclety and always carries on hig economic
activity within the frame-work of this or that socliety. Hence,

property should be derived from the conditions of material life

rather than from the life of an individual.

¢iven the fact, what is property and its content ls, to look
-into thé origin of property and why it changes. This belng
understood, its relevance in the analysis of actual relations
among people in the social processes of production of material
values, relations which are independent of human will and
conciousnesgs, becomes evident. Thig being said, Marxism édmité
that the problem of property is multi-faceted and complicated. To

explain the same, property'has ite objective basis in physical

production, and that is crucia1~to an understanding of ité
content. Property also has an external, or outward manifestation,
éne of which is the right in property, l.e, it is éecondary to
and débivative of property as a social relation.‘Moreover being a

nominal reflection, in the human consciousness of real economic
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relations among people, that rlght very often distorts as well as
reflects,  the econoimic content of property. So the property is
an objective phenomencn, independent of human will  and
consciousness, and a subjective, superficial l phenomenon
expregsed inbvarioua legal forms. Thus the content of property
can be distinguished between property in the juridical, or legal
and property in the economic gense of the term. In the economic
genge of the term, the aner of the factor is one to whom the
income of this flowé. In other words, the property structure Is
reflected in the dietribution structure. But, the point worth
noting here‘ia that property in the legal sense of the word has
something to do, and particularly had to do historically, with
the property in the economic sense of the word, but the 1egaL

structure -of property does not reflect necessarily its economic

counterpart. Since the relations of productiona themselvea depend
on the development of productive forces and are determined by
these, the inevitable conclusion is that as the society develops,
one form of propetrty is guperseded by another in a law—governedi
process:primitive communal property gives way to slave-holding,
‘glave-holding tc‘feudal, feudal to capitalist; and capitaliét to
socialist éocial property. That is why the scientific vieQ of
préperty is incompatible with the notion that private property is
natural property corresponding to man’s immutable natur and so

ig equally immutable and eternal.

Marxism transfers the concept of property to the aphere of
objective production relations. One has to bear in mind that

property is an objective as well as subjective phenomenon. But
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property is primarily an economic phenomenon and not a sum-total
of objecte or other materlial values In someone’s poasesslon. The
subjective motivations of human activity (economic) alone 1z not
sufficient to undersgtand economic relations because, production
distribution, exchange and consumption are interconnected-phases
of one and the same reproduction process. And. the lrelations
among the people in their distribution, exchange and consumption

of material values depend on their relations of prqduction.

At every stage of economic relation mentioned above, these
relations involve the appropriation of material values, and the
property  ls the mode and form in which people appropriate

material values.

The capltallastic economics fails to examine the underlying

objective causes of these economic activities in the mode and

form of appropriation of material values viz., property.

PROPERTY IN THE SCIENTIFIC SENSE

Property is a relation among people concerning the
appropriation by individuals, groups of people, classes or
society as avwhole. Moreover, property as appropriation is not
just a nominal and juridical act alone although it always has a
juridical expresgion and in that sense constitutes the right in

property.

Appropriation of material values is primarily a real
economic process, in the course of which the property owner(ie.,

the subject who appropriates material values) hag the power of
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disposal of these values and can use them in various economic
proceasses. To be precise, propefty in approprilation (in the
economic sense) is expressed in the power of the owner of the
thing, who makes arrangement for the use of the thing In one or
other production process. Whereas the non-owner cannot maké
arrangements for that thing or can use it. Hence the question is
who is the gubject of appropriation of the means of production

and the resultant products, or in other words, WHO 1is the

MASTER? is pivotal to economic theory and political economy.

PROPERTY RELATIONS
In the Marxian scheme, political economy ig not interested

in the attributes of the object of appropriation, but ‘the

analysis of the social types of property las important. Property

relations Include two groups of relations, differing by the
object of appropriation. Things and other material valués are
alwaya the subject of appropriation,  but economically they are
divided into the means of prodﬁction which are conditions of
production, and the products of labour, which are the result of
production. Relations of aﬁpropriation involving the meansg of
‘production and those of the results of production are not
equivaient. This is because of that appropriation in the means of
production is of decisive importance, to make it elaborate, the

property relations or appropriation in the means of production

determines the mode of productive force- the means of production

and labour.

Property in the means of production determines the social

goal, the motive for the development of productive force: then,
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the following questions arise, because the means of production
are used to meet the economic interests of their owners.

What is the purpose of the owner in the productive
force in a given system of production relation?

What is the goal of the owner in the means of
production who arranges for their use?

So, property in the means of production is the basic
production relation as compared with the other group of
appropriation relations, 1i.e, of ‘those <concerning with the
appropriation of products. The latter group ig the defivative,

dependent o©f the  on production relation, for the mode of
distribution of the labour products and the nature of their
exchange and consumption are determined by the relation In
property in the means of production. Thus, the appropriation of
the products depend on the property in the means of production,
with the product always belonging to the OWUNER OF MEANS OF
PRODUCTION.
Marx pointed out that,
"political economy (of his time) proceeds from the
fact .of private property, but does not explain it
to ue. We have pregupposed private property, the
separation of 1labour, capital and land......
Political economy expresgses in general, the abstract
formulae the materlal process through which private
property actually passes; and these formulae then
take for granted what is gupposed to evolve. Private
property is explained from external circumstances.

As to how far these external circumstanceg are but

the expreagion of a necessary course of human
development, political economy teaches us nothing”.

(Karl Marx, EPM of 1844 pp 68-69)
To highlight, political economy studies property as as

objective relation manifesting ltself in soeial production, in
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relations among people, that ieg, in their relations of
‘production.. As the soclety develops, one form of proﬁerty ig
supergeded by another In law-governed process. Property aa the

<

relations of production has not been immutable throughout man-
kind’sg history, but is always historically distinct; assuming
variogs concrete forme at different stages of development.
Futher the Marxian scheme points out that to study the economic
activities of man. one has to see the objective causes of
economic activities. The actual relations among people in the
gocial procesa of production of material values, relations which
are ihdependent of their will and conciocusness. Hence property
should be derived from the material conditions of 1life, rather
than from the 1life of an individual, nor property can be

considared as something extraneous to the soclety.

MARXIAN VIEW ON THE STATE

‘STATE’ is a concept of crucial importance in the Marxist
thought, for Marxist regard the ‘State’ aé the institution be&ond
all others whose function it is to maintaiﬁ and defend clasé
domination and exploitation. Marx himself never attempted a
systematic analysis of the State. But Marx, in his CRITIQUE OF
HEGEL’S PHILOSOPHY OF THE STATE (1843) rejects the claims: that
the State as a embodiment of society’s gene;al int ?eét, as
standing above ﬁgrticular interesats, and as beipg therefore able
to over come the division between CIVIL STATE and THE STATE and
the sgplit between the individual as‘ private person and as
CITIZEN. The rejection is the ground that the State, in !'real

life, does not sastand for the general intereast but defenda the
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interest of PROPERTY. (Ralph Hiliband 1983 p 464)

- The view that the State as the instrumeﬁt of a ruling class,
80 designated by virtue of ité ownership and control of the means
of production, remained fundamentalvthrqughaut ‘far Marx and
Engeles. Engels wrote, "as a rule, the State of the most
powerful, economicaliy dominant class, which, through the medium
of the State, becomes also the politically the dominant class,
and fhug aquries new mens of holding down and exploiting the
oppressed class’ (Orgin of the Family, c¢h 93.

Juxtaposing the views on State put forth by  the neo-
clasgical school and that of the Property rights school, the
contracterian and predatory theories, the superiority of the
concept of “State’ as the institution beyond all others whoée
function it ia to maintain and defend c¢lass domination and
exploitation is clearly established. To this end, a thorough
recrganisation of the society alone can be a remedy to bring
about "human émancipatioﬁ“ in making the State to defend the
general interest, namely the achievement of democracy. And the
main feature .of any such reorganisation logically 1is the
abolition of private property for the reason that Harxist view is
expressed ,in the famous formulstion of the COMMUNIST MANIFESTO:
"The executive of the mocdern State is but a committee for

managing the common affairs of the whole bourgeoisie” (- Ralph

Miliband 1983 p4dé65)

CONCLUSION
The analysis of property cannot be zald as domplete and

scientific, unless it is seen as production relations, and not
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jgst as exchange relations alone. In any case, the analysis of
social relation cannot be done in isolation in terms of legal
entitlements and the exchanges thereon among the individuals
alona, as in daﬂ&/iﬂ tha HEU BEQFERTY RIGHTE THEORY. Inatead,
propefety  analyeiz ghould be done ag relatlon among  peopls
concerning the appropriation in their sgocial stratifications,
then and only then, the claim that the new theory emerged and
developing to offer a scheme of analyais of social relatlon s
valid. As we have mentioned elsewhere 1t ig clear that the
procegs of social sfratification be it in terms of c¢lassges, or
even s§cia1 roles are very alien to this new property rights
theory. Further,. property being essentially an economic
phenomenon and as such the juridical expregsion of the same is
but the nominal expregsion and not the sole c¢riterion, that can
be taken for granted asithe phenomenon for a fullfledged analysis
of property. The subjective motivations of human activity, which
are ;eflected in tﬁe legal form EE~33£ explain why people have
these tendencles and where the motivations lies. Theﬁ to
understand the underl&ing objective causes of econdmic
a;itivity,‘ propérty analysig should be done in the objective

sphere of the concept of property.
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