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Abstract

This paper is about creating incentives in developing countries for the
attraction of Diaspora remittances for private investment purposes. After
demonstrating with a contest model and the economic theory of property
rights how the perceived level of security can determine the amount of these
remittances for private investment purposes, we propose the setting up of an
institutional framework in the form of a Triangle of Incentive and Credibili-
sation for Investments. The innovative framework described here connects
the State, the remitters/investors of the Diaspora, and an International
Agency for Private Investments in the role of an arbitrator awarding the State
certificate of confidence under specified conditions. Based on institutional
quality and the credibility of the State’s commitments, this framework seeks
to neutralise public spoliators who are potential perpetrators of hold-ups of
property rights inherent in the investors’ patrimony. Its sustainability is dis-
cussed with regard to its viability, efficacy, efficiency and robustness, and its
capacity to provide the country that adopts it with an institutional competi-
tive advantage with respect to private investments is inferred.
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1. Introduction

Faced with difficult living conditions, many citizens in developing coun-
tries consider emigration to the developed world as a source of happiness1.
Consequently, there is a portion of the labour force from developing coun-
tries living as immigrants in developed states. And, despite the restrictive
measures taken by the latter, their numbers continue to grow.

Commonly referred to as the Diaspora, these people constitute an impor-
tant source of income for their countries of origin. Indeed, despite the diffi-
culties in obtaining statistics on the amount of their financial remittances,
which are not always sent through official channels, a study by the Internatio-
nal Monetary Fund (IMF 2003) estimates that, annually, they now exceed
the volume of official development assistance.

This paper essentially focuses on the impact of these remittances on the
economic development of their countries of origin. This assumes that the
Diaspora, in this context, is perceived in the restricted sense of expatriate
communities from contemporary emigration, who maintain close family and
community ties in their countries of origin. The potential effects of their
remittances are certainly well-known and contradictory (Russell 1986).
According to Lucas (2005), the increase in the levels of savings and invest-
ments, as well as the stimulus from the multiplier effect of traditional expen-
diture represent the positive points. On the negative side, he observes that the
reduction of labour supply as well as an effect similar to the Dutch disease,
which, by maintaining a high exchange rate, undermines the national pro-
duction of tradable goods.

Focusing on the positive points, the decision-makers in emigration coun-
tries seek to maximise remittance inflows through incentive policies. The
traditional elements common to these policies are the setting up of “repatria-
ble” foreign currency bonds and accounts as well as interest and exchange rate
rebates. Bilateral efforts are also made to reduce the cost of remittances
through official channels. Since these remittances represent an affordable and
stable source of financing for the recipient countries, the possibility of the
future development of intense competition among them is logically conceiva-
ble, as is already the case with foreign direct investment (Michalet 1997).
However, it is worth noting that the positive points referred to are based on a
rather strong assumption in the specific context of developing countries,
namely the effectiveness of the banking intermediation function. Besides, the
low rate of banking coverage of Africa’s developing economies in particular,
raises questions on the effective integration of remitted funds into the finan-
cial system as savings.

1. Even though some studies tend to show that development may promote migration (Massey 2003;
O’Neil 2003), the numerous tragedies of illegal emigration corroborate Lucas’ point of view (2005)
according to which the rising part of the inverted U curve between Migration and Development, if it
exists, is limited to very low income contexts.
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Thus, if by any chance the incentive policies are successful and the
remittances are used primarily for consumption expenditure, these countries
could be exposed to inflationary pressure. However, we can still assume the
existence of an endogenous mechanism that regulates remittance flows accor-
ding to the absorptive capacities of the economy. Under this assumption, the
above-mentioned traditional incentive measures would now appear insuffi-
cient because a saturation threshold could rapidly be reached with respect to
remittances spent on consumption-related activities. Thus, in addition to the
incentives for these remittances, the victory in terms of the anticipated com-
petition will also be highly dependent on the creation of an enabling environ-
ment for productive investment. It is precisely this issue that we intend to
address in this paper from a neo-institutional perspective, by using the econo-
mic theory of property rights to analyse the behaviour of Diaspora remittan-
ces for productive investment purposes.

The remainder of the paper is organised into five sections. Section 2
shows how property rights can constitute major determinants for the invest-
ment behaviour of Diaspora members in the countries of origin. In Section 3,
we model the potential competition between public spoliators and investors
from the Diaspora to formally show the importance of the institutional
environment in the latter’s investment decisions. Section 4 describes the
Triangle of Incentive and Credibilisation for Investments (TICI) as an inno-
vative mechanism for the protection of investors’ property rights. Section 5
discusses the TICI sustainability criteria and section 6 concludes the paper.

2. Property Rights as Determinants of Investment
Behaviour

The literature on migrations generally distinguishes two main categories
of migrants: permanent and temporary. However, several studies show that
the relationship between financial remittances and the duration of stay abroad
remains unspecified (Brown 1997; Elbadawi and Rocha 1992; Gyltsos 1988;
Merkle et Zimmermann 1992). Consequently, the duration of stay does not
seem to be a relevant basis for the design of incentive policies for financial
remittances. However, two other criteria may further clarify the design of
such policies. These are, the reasons for the remittance, and the impact of the
remittance on the remitter’s patrimony.

• According to the ’Reasons for Transfer’ Criterion
Regardless of the category to which they belong on the basis of the

duration of stay, the remittances sent by migrants can also be regrouped into
two major categories depending on the reasons for sending them. We can,
thus, make a distinction between remittances for consumption and those for
investment.

Remittances for consumption primarily aim at improving the living
conditions of families and close relatives left behind. Thus, they are used by
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recipients to procure goods and services that are immediately or gradually
consumed to satisfy their needs. Expenditure on food and equipment that are
not earmarked for production fall under this category.

For their part, the remittances intended for investments aim either to
improve the productive environment in the countries of origin or to directly
create enterprises there. They can in turn be subdivided into two sub-
categories: One concerning investments in community development pro-
jects2, and the other being the remitter’s personal investments. However,
while there is no doubt that all remittances for investment purposes help to
build the productive capacities of recipient countries, it is particularly the
second sub-sector – that of investments in personal businesses – that this
discussion will focus on. It is the one that brings into play the private
individual interests of the potential investors of the Diasporas3. In a capitalist
context, it is essentially this sub-sector that is likely to facilitate the creation of
private, modern, and efficient manufacturing units, contrary to the first sub-
category generally intended for the supply of collective goods.

• According to the Criterion of the Impact of Remittance on the
Remitter’s Patrimony

The categorisation of remittances according to their reasons appear
obvious since they are so logical. Yet, for a thorough analysis of the behaviour
of these «clients»4 of the Diasporas from the standpoint of economic theory of
property rights, it seems relevant to reorganise the components of the diffe-
rent sub-categories mentioned above, according to the most decisive criterion
of individual behaviours in a market economy; the ownership of the outco-
mes of the actions undertaken5. In this regard, even though according to the
theory of land tenure it must be recognised that in Africa the distinction
between private property and community property is not always clear, it
would be justifiable to assume that as a result of their stay in their host
country, particularly in Western countries, members of the Diaspora end up
adopting the capitalist way of thinking. In considering the property rights of
the outcomes of the actions undertaken, we will still distinguish two major
categories:

− On the one hand, that of actions to which each member of the
Diaspora is committed, conscious of the fact that he will abandon the pro-

2. By extension, from a human capital standpoint, we will consider that remittances intended for expendi-
ture on health care and education fall under this sub-category.

3. We would like to stress here that, even though they are said to be “of a personal nature”, these
investments can, in practical terms, be in various forms such as partnership with the State or national
and/or foreign individuals to carry out productive projects; capital investments to finance public or
private projects; carrying out purely individual projects.

4. We assume that the remittance and investment incentive policies can be perceived as products to be
placed on the market whose clients – buyers to be convinced – are members of the Diaspora.

5. Since the seminal paper by Grossman and Hart (1986), it is well-known that property rights confer
bargaining power and thus determine the parties’ incentive to invest in a contract.
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perty rights of the outcomes to others, these are remittances for consumption
and community investment reasons.

− On the other hand, that of actions to which each member of the
Diaspora is committed with the sole intention of keeping ownership of
property rights, these are remittances for personal investment purposes.

The analytical scope of this last categorisation is wider. From the stand-
point of the potential investor status of the Diaspora member, in addition to
the purely economic criteria, it implicitly takes into account his psychological
state of mind. In so doing, a bridge is built with the notion of risk, which is in
theory, unanimously accepted to be pivotal to the analysis of investment
decisions.

In fact, it is commonly acknowledged that because human nature is
essentially adverse to risk, the greater the risk an economic agent will expect a
given action to subject his personal interests to, ceteris paribus, the more
reluctant he will be to embark on it. Here, the psychological perception of
risk is decisive to the extent that in the first category of actions, the potential
investor is more at the service of other peoples’ interests (relatives, communi-
ties), while the in the second, he serves his own interests. This difference of
position concerning the interests at play has a major impact on the motivatio-
nal underpinnings of the two categories of actions.

Indeed, from this standpoint, it is obvious that members of the Diaspora
can send remittances to their relatives for consumption purposes, with com-
plete peace of mind. They can also invest in community development pro-
jects more serenely, insofar as there are management structures in the form of
associations. In both cases, the peace of mind and serenity stem from the fact
that the remittances made entail the complete abandonment of the property
rights on the funds and subsequent projects, to the benefit of the recipients.
Consequently, they are inevitably less particular about the optimal use of
these funds, since the idea that they no longer belong to them is accepted as
the very basis for such remittances. Thus, regardless of the decisions the
recipients may take afterwards, because of this detachment accepted from the
onset, they are psychologically in a position to feel relatively less affected.
Therefore, for remittances falling under this category, traditional incentive
measures can suffice as motivational factor.

On the other hand, in the case of financial remittances for personal
investment purposes, not only does the member of the Diaspora who carries
them out continues to list these funds as part of his patrimony, but in
addition, he/she expects to make profits exceeding the interests he could have
obtained by investing them in any form in his host country. Consequently, to
help him decide whether or not he should effect such a remittance, which we
will refer to as a return investment6, the countries of origin need to have some

6. By this term, we assume that these investments are part of the migrants’ preparation for a possible
“return to their roots”.
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comparative advantage relative to opportunities available in the host country.
This, in itself, is already a source of difficulty.

To put things into perspective, let us borrow the theory of reference
groups from works on the notion of subjective well-being (Law and Wong
1998; Bygren 2004; and Ferre-i-Carbonell 2005). We assume that the utility
function of the returning-investors has, among other arguments, the strict
financial profitability of the investment and their relative level of wealth in
the environment in which they invest. On this basis, we may assume that the
feeling of being relatively richer than the local populations of the countries of
origin then considered as reference groups, can effectively serve as a substitute
to the point of compensating for less financial profitability. In addition to this
argument, there is also the ethereal satisfaction inherent in the pride in
contributing to the development of the poor, with the implicit hope of
generating positive externalities for close relatives.

Unfortunately, a relatively low financial rate of return is not the only
difficulty possibly confronting the potential returning investors in their remit-
tance initiatives for personal investment purposes. A genuine sword of Damo-
cles likely to cool their momentum is found in the risks of hold-ups to which
they can feel their investments exposed. By hold-up, we mean the «illegal»
spoliation of investors of the whole or a part of their property rights, both on
the investments made and on the outcomes of these investments.
They can be perpetrated either by the State as a legal entity through a
predatory tax policy, for instance, or by individuals misusing their adminis-
trative powers (bureaucrats) or their political position (politicians).

Thus, a decisive factor for the decision to make remittances for personal
investment purposes lies in the possibility of an ex-post competition with
these spoliators for the control of the property rights on these investments
and their outcomes. Moreover, unlike lower financial profitability, the risks
related to the hold-ups are more difficult to internalise. These threats unders-
core the decisive role of property rights in the Diasporas’ investment beha-
viour at the same time as they render insufficient the traditional incentive
measures as regards the remittances for personal investments purposes. Inno-
vating strategies must then be envisaged to reassure these invaluable “clients”.
In order to discover them, in the following section, we first propose a model-
ling of some mechanisms through which these threats can affect the returnee
investors’ behaviour so as to highlight their negative impact on the final
amount of their investments.

3. The Potential Competition between the Public
Spoliators and Diaspora Investors

It is a known fact that economic agents with investment opportunities
face hold-up risks when the final property rights on these investments and
their returns are not guaranteed to them (Konrad, 2002). Eaton and Gerso-
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vitz (1983), and Schnitzer (1995), dealt with this problem in the context of
Foreign Direct Investment. For potential investors of the Diaspora, the risk is
of a similar nature, the difference being that contrary to traditional foreign
direct investors, they cannot currently benefit from any diplomatic cover.
Deprived of this protection, which is generally of great help in developing
countries to multinationals of rich countries, the potential return-investors
know that they will have to face more severely, the despoiling attacks of the
States and their agents (bureaucrats) and other dubious politicians. In
concrete terms, this translates into a real competition for the control of the
property rights on the investments made as well as on the products of these
investments.

To analyse this competition, we start by agreeing with North (1981), that
the State is an organisation with a comparative advantage in terms of vio-
lence, and is capable of defining property rights and enforcing them. In a
«normal situation», this monopoly of violence is effective, even in developing
countries. Thus, if a State wishes to adopt a spoliator policy against investors,
the latter will have little chance of resisting it durably. On this basis, we will
accept the assumption of benevolent States, which is the only one compatible
with their objective of attracting the maximum remittances for personal
investment purposes.

However, the States’ ability to define property rights and particularly to
enforce them is far from always being effective. The existence of corruption in
all economies is a reminder that despite its willingness, a State can still be
victim of the dubious behaviours of some of its agents and those of similar
status using their administrative or political positions to “spoliate” citizens.
These individuals, to whom we refer as «public spoliators» because their
power comes from the deviant and opportunistic exploitation of the State’s
prerogatives, are harmful to both the State (tax evasion complicities, for
instance) and investors (exacerbation of transaction costs ). Thus, they should
be taken to be the main rivals of potential investors in the competition for the
control of the property rights on investments. To show more formally the
effects of the perception of this hold-up threat on the final volume of remit-
tances for private investment purposes, we will use hereafter, a contest model
approach inspired by Konrad (2002)7. Let us consider a representative return-
investor and a public spoliator in a two-period framework as follows:

− In period 1, the return-investor must make a remittance decision for
private investment purposes. We denote the amount he will decide to transfer
and invest as k.

− In period 2, the investment k generates a net patrimony8 y = f(k). It is
admitted that y has the usual properties of a neo-classical production function

7. Variants of this model are used in the literature in areas as diverse as legal economics, political
competition, competitions in the field of R&D, lobbying, advertisements and sales. Cf. Baye et al.
(1996, 1998) for other references

8. This term refers here to the investment and its outcome.
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— continuous and twice differentiable, marginal, positive and decreasing
productivity.

At this second period, the investor seeks to appropriate property rights on
a part p ∈ ]0.1] of this patrimony. Let T= py be the part of the rights he
aspires. But as indicated, the investor is not alone in claiming these rights.
The spoliator also tries to seize them. These two parties thus enter a contest
for the control of these property rights. Let us suppose that to that end, each
of them deploys efforts noted x for the return-investor and x for the spolia-
tor (x, x ∈ R+). In an equal opportunities situation, the contest would be
won by the part which provides the highest effort. Then, the return-investor
will preserve his patrimony if:

d(x, x) = x – x > 0 (1)

But in real life, chances are rarely equal. The effectiveness of these efforts
will be affected by the business environment or investment climate, defined as
“all the factors specific to the localisation of businesses, which impact on the
market opportunities and the desire of businesses to invest for productive
purposes, create jobs, and develop their activities” (World Bank, 2005). In
this regard, the 2005 edition of the World Bank’s annual development report
stressed that the policies and behaviours of public authorities have a very
significant influence on this environment because of their impact on the
costs, risks and obstacles to the competition9. This means that, in practice,
the business environment essentially reflects the policies applied by the State,
which we can consider with Brunetti et al. (1998) to influence the economy
through two channels: Efficiency and reliability.

The first refers to the ability of the ongoing or announced policies to lead
effectively and at the least cost to the expected outcomes, whereas the second
relates to their stability and the minimisation of uncertainties concerning
their implementation. Thus defined, efficiency depends on the quality of
institutions and other administrations, whereas reliability depends on the
credibility granted to the State’s commitments. Aware of this reality, the
rational return-investor considers that the issue of the contest still depends on
the comparison between x and x, but in a relative way by taking into
account the possible effects of the business environment. Indeed, the charac-
teristics of this environment, indicative of the true determination of the State
to promote investments, may amplify (or penalise) one of the two efforts to
the detriment (or benefit) of the other. From the standpoint of the return-
investor, we will reason in comparison with the potential effects of the
business environment on x. Following the above analysis, we will assume
that this effort can be amplified or penalised by two factors corresponding to
the two channels mentioned above, namely:

9. Even though it focuses on the role of the government, which it considers to be most decisive, this report
admits the existence of other avenues through which the business environment can be analysed, such as
the geography, market size, and consumer preferences
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− A factor � corresponding to the perceived quality of the administra-
tions and institutions understood as humanly devised constraints, which
structure their economic and social interactions through the definition of
standards and rules (North 1991).

− A factor b corresponding to the credibility of the State’s commitments.
Because the institutional and administrative quality depends primarily on

the State’s force understood as its capacity not only to define a set of rules on
property and contractual rights but also to ensure that they are respected by
all throughout its territory (Borner et al, 2004), it will be assumed that the
inverse of � is an indicator of the marginal effectiveness of x. b could then be
perceived as a kind of solemn signal that the State, as an institution, sends to
everyone to indicate its determination by setting a good example.

On the whole, these two factors transform the terms of the contest in
such a way that the comparison should henceforth be between w on the one
hand and �-1x – b on the other hand [with � ∈ R*

+ and b ∈ R]. Then, in the
contest with the spoliator, the return-investor’s chances of success depend on
the difference:

d(x, x, �, b) = x – (�-1 x – b) (1)

� and b are indicators of property rights’ securing policies. Consequently,
following Skaperdas’ (1996) axiomatisations on the properties of contest
success functions, since the difference d suffices to determine the distribution
of probabilities of the contest10, the contest success function to be considered
here should be in logit form. We can therefore express the return-investor’s
success probability by:

(2)

Because it determines his expectation of success, this probability also
determines our investor’s incentive to invest, since it is in fact an indicator of
the proportion p of his net patrimony to which he can rationally lay claim.
Thus, for a State engaged in the competition for the attraction of remittances
for personal investment purposes, � and b are in our model the arguments at
its disposal to provide potential return-investors with the insurance they need.
If they are unable to cancel x, the State’s actions should aim to bring pledges
such that these investors perceive � > 1 (reducing the marginal effectiveness
of the spoliatory efforts) and b > 0 (the State sets the example).

In fact, according to the perceived values of � and b, the following
interpretations are possible:

− � < 1: Poor institutional quality and presence of explicit signs of
collusion with the State encouraging spoliatory behaviour.

10. To simplify the grading, the arguments of d are not written; but it is still true that d = d(w, v, �, b).
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− � = 1: Good institutional quality but absence of sanctions against
spoliatory behaviour without signs of collusion.

− � > 1: Good institutional quality and existence of firm sanctions
effectively applied to discourage spoliatory behaviour.

− b < 0: No State subscription to rules of effectiveness, and commit-
ments considered to be non credible. Behaviour likely to penalise the inves-
tors’ efforts.

− b = 0: State subscription to rules of effectiveness, but doubt about the
credibility of its commitments exist because of retaliation difficulties due to
lack of independent and operational devices.

− b > 0: State subscription to rules of effectiveness and commitments
considered to be credible because of the existence of independent and opera-
tional retaliation devices. Amplifying behaviour for the investors’ efforts in a
possible contest.

Considering these interpretations, the business environment in any
country can be characterised by one of the combinations of these two parame-
ters giving the nine possible states listed in the table above.

The business environment in all countries of the world can be characte-
rised by one of the nine states presented in the table. Thus, state 1 would be a
country whose government may be considered credible, but is not actually in
control of its entire territory. This has often been the case of Lebanon. State 2
refers to a sort of camouflaged dictatorship. To make a good impression, the
State agrees to make commitments but does not hesitate to flout them in its
acts. State 3 corresponds to the worst possible environment for business. It is
literally that of an economy in the hands of outlaws. Somalia under the
militias could be a good illustration of such a situation. State 4 refers to an
economy with a resolute but still soft government; laying the foundations of a
healthy and sustainable growth. India and China could be examples of such
States. This softness reflects the fact that all the errors have not yet been
systematically sanctioned because of the sluggishness inherited from the past.

Table 1. A plausible taxonomy of the various possible perceptions
of the business environment in an economy

State of the
environment

Perceived
value of a

Perceived
value of b

Possible interpretation
of investors

Perceived incentive
to invest

State 1 < 1 > 0 Credible but weak State Average in safe areas,
weak elsewhere

State 2 < 1 = 0 Cynical State Weak
State 3 < 1 < 0 Rogue State Very weak
State 4 = 1 > 0 Credible but soft State Average
State 5 = 1 = 0 Confused State Mediocre
State 6 = 1 < 0 Soft and lax State Weak
State 7 > 1 > 0 Strong and credible State Strong
State 8 > 1 = 0 Strong State but not stable Average
State 9 > 1 < 0 Strong but lax State Mediocre

Source: Author’s construction.

268 / Proceedings of the African Economic Conference 2007



JOBNAME: No Job Name PAGE: 12 SESS: 22 OUTPUT: Tue Oct 20 14:49:01 2009
/antiopa/Economica/002461G/Conference_2007_anglais/11−part−II−4

State 6 seems to be the opposite of the State 4. It is that of a declining
economy. It corresponds to the situation of a formerly well-rated country,
now on a sinking trend with the complicity of its leaders. Such seems to be
the case of Zimbabwe at the dawn of the 21st Century. Halfway between the
previously mentioned ones, State 5 is that of a stagnant economy. It is the
current situation in many African countries under structural adjustment,
where the States give the impression of juggling by adopting all the institutio-
nal rules and reforms proposed to them without bothering about their effec-
tive enforcement. State 7, the most efficient, is the one found in developed
countries with solid and stable governments like the United States and
France. And State 8 represents a developed country with a fragile government
as was the case of Italy in the first half of this decade. Finally, State 9 could be
associated with what is referred to as an «enlightened dictatorship». Very
strong, the State imposes and enforces high quality rules for all, yet does not
deny itself anything.

In this taxonomy, it is only under business environment 7 that the public
authorities really do everything to offer a comparative advantage to the poten-
tial investors, in any possible contest for the control of the property rights on
the patrimony resulting from their investments. In fact, it is the best expres-
sion of a real will to penalise any spoliatory inclination. Strictly speaking, we
can say of a country whose business environment is thus perceived by investors
that it will have succeeded in building a true institutional competitive advantage
compared to the others. Such a state minimises institutional transaction costs.
While it is true that it is currently specific to developed countries with strong
governments, there is no reason to believe that they have exclusive rights over
it. And in the competition to attract return-investments, the central govern-
ment of each developing country should set itself this objective, because it is in
this environment that the remittances for private personal investment purpo-
ses could probably be the most significant and regular.

Indeed, to make his/her decision, as from period 1, aware of the impor-
tance of the business environment and of the costliness of the contest effort,
our rational return-investor will take them into account in the assessment of
the net patrimonial return on his remittances for personal investment purpo-
ses, such that we will have: y = f(k, x, �, b);.

For the purposes of the analysis, let us assume that:

T(y) = T( f(k, x, �, b)) = V(k, x, �, b) (3)

Following the preceding analyses, we assume that: V is such that:

Vk > 0,Vkk < 0 ; Vx < 0, Vxx < 0 ; Vkx < 0 ; V� > 0, V�� ≤ 0 ;
Vb > 0, Vbb ≤ 0 ; Vk� > 0 ; Vkb > 0 ; Vx� > 0 ; Vxb ≥ 0.

With:

V(0, x, �, b) = 0, limk→o Vk =+∞ , limk→∞ Vk = 0 et V(k, 0, �, b) > 0,
limw→o Vx = 0, limw→∞ Vx = -∞.
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Assuming, for simplification purposes that the discount rate is zero, our
return-investor’s optimal decision should then meet the objective of maximi-
sing his expected gain:

(4)

Given this program, it is easy to verify that:

(5)

(6)

(7)

(8)

(9)

(10)

(11)

Relation (5) shows that an additional effort improves the investor’s
expected gains on property rights (Wx > 0) only if the expected reward, which

in fact corresponds to the spoliator’s expected gain , is higher than

the cost of this effort (Vx < 0), which is logical.
According to (6), the permanent fulfilment of the condition of decreasing

the marginal effort’s return (Wxx < 0) is only possible as from the moment
d > 0, which is also logical.

Recalling that k represents the amount of the financial remittances for
private personal investment purposes a member of the Diasporas makes for
the benefit of a country of origin, relations (10) and (11) formally and
respectively establish that:
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− The stronger a State is, with a good institutional quality, really and
effectively using its force to enforce the established rules by all and for all, the
higher will be the inflows of return-investments to be received by the State.

− The more a State commits itself to healthy rules while sending strong
signals to reinforce its credibility in the observance of these rules, the higher
will be the inflows of return-investments to be received by the State.

Although these results appear quite trivial, the analytical interest of rela-
tions (10) and (11) is especially of formally highlighting the fact that any
action improving the business environment has two positive and cumulative
effects on the return-investors’ decision concerning the volume of remittances
for personal investment purposes, namely:

− A competition effect; represented by the first terms of (10) and (11). It
indicates that the improvement of the business environment leads to a reduc-
tion of the public spoliators’ probability of success in the contest with return-
investors. This situation, which restricts the contest by making it less interes-
ting for spoliators, reinforces the investors’ confidence and translates into a
positive effect on the amount of investment envisaged.

− A revenue effect; represented by the second terms of (10) and (11). It
indicates that the improvement of the business environment leads to an
increase of the patrimonial return of the investments and translates into a
positive effect on the envisaged amount of investments.

Thus, the decisional process of the rational return-investors would tend
to amplify any initial positive and credible shock from the State on the
business environment, particularly when it explicitly aims at further protec-
ting their property rights. The relevant question then is that of knowing how
to cause such a shock. On the basis of the investor’s sensitivity to the security
of the property rights, the analysis suggests that appropriate and innovating
institutional reforms are required to obtain an optimal response.

4. An innovative institutional mechanism:
The Triangle of Incentive and Credibilisation
for Investments (TICI)

Soskice et al (1992) show that a credible determination to abstain from
any predatory policy can enable rulers in underdeveloped regions to increase
the inflows of capital towards their countries. Bates (1995) quotes several
studies showing that credible constraining mechanisms make it possible to
increase the resources provided to the State, which reinforces its power. The
preceding analysis contributes to the microeconomic foundations of these
results.

In a study on the creation of new political institutions in Great Britain
after the Glorious Revolution, North and Weingast (1989) observe that by
transferring the power to Parliament, the monarch managed to indicate to the
capital holders that he did not intend to use his power against their interests.
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Thus, the State could obtain a much higher volume of loans at lower interest
rates. Similar research by Root (1989) on the Ancien Régime in France, of
Conklin (1993) on Spain in the 16th century, and of Firmin-Sellers (1995)
on the installation of administrative structures in two regions of Ghana
during the first half of the last century, also consolidate the constraint theory.
Thus, in a competition to attract financial remittances for personal invest-
ment purposes, the problem the candidate countries, and particularly those of
Africa, will have to face is twofold. Not only do they need to devise and set up
stimulant and constraining institutions or administrative structures, but in
addition, they must give pledges of credibility to stir up the investors’ confi-
dence generally frozen by long years of utter mismanagement. A response to
this double challenge consists of the implementation of an innovative, incen-
tive, and sustainable institutional mechanism.

Although the above-mentioned research by North and Weingast (1989)
shows that Great Britain managed to create such a mechanism autonomously
by making it possible (so to speak) for Parliament to act as arbitrator between
the monarch’s interests and those of asset holders, their current situation leads
one to believe that such an approach would be unlikely to succeed in deve-
loping countries.

Indeed, it should be recognised that to the potential return-investors of
the Diasporas, the memory of a more or less tacit complicity between States
and public Spoliators in the countries of origin, sometimes even the cause of
their status of emigrants, further complicates the strategy to be devised in
order to rekindle their interest11. However, here again, there is also a strong
need of an arbitrator between public spoliators on the one hand, and investors
on the other hand. But then, it is necessary to admit the obvious: That it will
be difficult to convince these investors that an entirely local structure (institu-
tion, organisation or administration) capable of playing this role12 has been
designed. Indeed, we should not lose sight of the fact that the problem is not
only restricted to the impartiality and independence of the arbitrator — a
minimum that is not even guaranteed in the majority of these countries —
but, in addition, the arbitrator should be capable of taking effective reprisal
measures against deviant behaviour while compensating the victims. For all
these reasons, it appears that the arbitrator mentioned in the mechanism, for
both the investors’ incentive and the credibilisation of the State’s commit-
ments, should have an international status. So we will refer to it as the
International Agency for Private Investment Protection (IAPIP).

11. See, for instance, the reaction of the Cameroonian Diaspora in Germany to the ’Economic and
Industrial Days with the Diaspora and Foreign Investors’ at the following URL: http://www.co-
developpement.org/?p=297.

12. Recall that the expression «public spoliators» stands for predatory bureaucrats (thus possibly including
members of the national judiciary system) and politicians (thus possibly including members of the
Parliament).
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Consequently, the suggested mechanism presents three main players,
namely the State, the return-investors, and the IAPIP, hence the image of a
triangle. In its operation, each actor has rights and obligations towards the
others.

• International Agency for Private Investment Protection

Devised as a property rights institution within the meaning given by
Acemoglu and Johnson (2005), this agency is the key innovation in the
suggested institutional mechanism.

In relation to the investors, the IAPIP guarantees an effective protection
of their property rights from public spoliators as well as automatic compensa-
tion in case they nonetheless become victims of abuses. It represents them in
any conflict and guarantees the State’s credibility. On their request, the IAPIP
could also provide these clients with managerial and tax expertise. In return, it
requires the investors to undertake to ensure total accounting and fiscal
transparency. To guarantee the credibility of his commitment, each investor
should grant veto powers to the IAPIP for the appointment and dismissal of
his/her enterprise’s principal accountant as well as the freedom to appoint the
external auditor. Moreover, he/she will accept that if ever he/she is found
guilty of fraud, following a disagreement, in addition to the sanctions
imposed by the verdict, he/she will pay a penalty to the State proportionate to
the financial costs of the disagreement, which will also be entirely paid by
him/her.

With respect to the State, in view of the conditions of its relations with
the return-investors, the IAPIP is in a position to offer an additional guaran-
tee against tax fraud and evasion. And, within the framework of its mission to
protect the investors’ property rights, it takes an active part in the fight
against deviant practices (corruption) of State agents and those in a similar
category13.

To that end, the IAPIP is also the supplier of the certificate of confidence
needed by the State to reassure the investors and rekindle their interest to
invest in its territory. In concrete terms, the IAPIP is a kind of international
certification body, as is the case for private businesses with the ISO standards,
for example. Consequently, the certificate of confidence it awards is a guarantee
of both the good quality and the credibility of the commitments made by the
recipient State.

However, the IAPIP awards to a State and publishes this certificate only if
the State agrees to submit to a set of constraining conditions. To ensure that
this acceptance is not limited to statements of intentions, as proof of its
sincerity, the State will take strong actions showing that its «hands are tied» in
such a way that it will be difficult and costly for it to go back on its
commitments. In concrete terms, such a signal can be built through the
following procedure, which suggests the conditions to be met:

13. In this capacity, it should even be a member of the highest national anti-corruption authority.
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1 - The State accepts the arbitration by the IAPIP in its dispute with the
return-investors.

2 - The State sets up good quality institutions. This quality is attested to
by the IAPIP. This amounts to saying that the State should include this
Agency in their design or reform.

3 - The State commits itself to setting budgetary and monetary policy
rules and to co-operating in the protection of private investors’ property
rights.

4 - The State agrees to be sanctioned by the IAPIP in the event of deviant
behaviour; the deviance being primarily indicated by the fact that an action
will have caused an investor to lose his property rights. The State can contest
a report from the IAPIP. However, it accepts that the possible disputes can be
brought before international jurisdictions, for instance those of the victims’
countries of origin or the World Trade Organisation’s Dispute Settlement
Body.

5 - To enforce the IAPIP’s capacity to compensate return-investors, the
State provides it with funds that could be referred to as “Incentive and
Credibilisation for Investments Fund (FICI)”. For very poor countries, its
resources may come from part of the overseas development assistance. For
countries benefiting from the Heavily-Indebted Poor Countries Initiative, it
would be judicious to allocate a part of the resources drawn from it to such a
fund because to sustain a fight against poverty, productive activities must be
resumed with private investments14. For developing countries possessing raw
materials, which are primary sources of foreign exchange, assigning part of
these resources to such a fund would also send a strong signal. Moreover, in
the same logic, a country could also devote some points of its VAT to the
establishment of this fund. With a minimum amount fixed by the IAPIP, the
fund is domiciled in an account outside the country to escape any possible
diktat from the State. The latter has access to all information on this account,
but only the IAPIP has the right to make any withdrawal15. Thus, in addition
to its use for the compensation of spoliated investors, the FICI also serves as
physical evidence of the near-irreversible nature of the State’s determination
to improve the business environment.

6 - The State undertakes to co-operate with the IAPIP to systematically
sue any public spoliator. The spoliatory behaviour is jointly checked by the
IAPIP and the State, possibly at the end of a dispute. When such behaviour is
proven, the IAPIP immediately sets off the victim’s compensation procedure.
At the same time, the State initiates sanctions against the agents at fault. The
IAPIP is particularly interested in the financial aspect of these sanctions
because part of the remuneration of these agents could be automatically

14. It may even be judicious to add the unconditional subscription to this assignment as one of the main
conditionalities to be fulfilled by a country to benefit from this initiative

15. In the event of a possible breach of the contract with the IAPIP, the State will have access to the
resources only after the IAPIP will have reached an agreement with the investors to ensure that their
interests are not injuriously affected.
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transferred in the FICI for the reconstitution, not only of the compensation
paid, but also of all the proceedings costs. However, the use of this approach
presupposes that the concerned spoliators do not own locally or abroad any
assets sufficient to settle the bill in one go16.

7 - The State undertakes to increase the FICI by automatically assigning
to it a given percentage of the taxes on the profits of companies sponsored by
the IAPIP. In order to preserve all the powers, this fund’s growth rate should
be at least equal to that of the country’s economy.

8 - In addition to the possible support of foreign partners, the State
contributes to the remuneration of the IAPIP services with a fixed percentage
of the taxes from the investments under the agency’s sponsorship. However,
in agreement with the State, the FICI can also be made profitable through
investments in safe securities, exclusively treasury bills of developed countries,
for example. The IAPIP’s remuneration would be completed by a portion of
the proceeds of these investments. The rest would be used to increase the
FICI above the prescribed minimum, in accordance with its minimum
growth rule by slackening the constraints on the State.

To enjoy the necessary confidence required by its position and be able to
fulfill its mission to the best of its ability in the mechanism, it seems logical
that the IAPIP should be an emanation of the world’s principal development
finance organisations. The IAPIP could thus take the form of an economic
interest grouping of international financial institutions and/or international
development agencies. For this purpose, with their divisions in charge of
private sectors, institutions such as the World Bank, the African Develop-
ment Bank, the Islamic Development Bank and the European Development
Fund, for example, have real advantages17. Its international and transconti-
nental character should be perceived as an additional guarantee of its credibi-
lity, ensuring that IAPIP will be effectively protected from excessive senti-
mentalism, which generally impedes the effective functioning of similar
institutions regrouping developing countries, particularly those of Africa18.

• The State

In connection with the IAPIP, the State is in the position of applicant for
a guarantee that could take the form of a certificate of confidence, the issuing
conditions of which are stated above.

16. This implies that the IAPIP will be statutorily competent to sue public spoliators anywhere in the
world

17. Besides, the World Bank already has a Multilateral Investment Guarantee Agency for Foreign Direct
Investment (FDI) towards high-risk countries. However, this agency is different from IAPIP, essenti-
ally by the fact that it requires No guarantee from States benefiting from FDI. This, in our humble
view, reduces its incentive power vis-à-vis investors

18. This is the case, for example, of the African Peer Review Mechanism, which does not explicitly make
provision for any sanction likely to compel a State, whose shortcomings as regards good governance
would have been observed. We can henceforth believe that an African international organisation like
the Inter-African Conference on Insurance Markets, owes its effective operation more to the fact that it
regulates and supervises insurance firms and not States.
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With reference to investors, it is in the position of an applicant for
investment flows, and thus of resources through taxation. In return, it propo-
ses a healthy framework in the form of good quality institutions and makes
commitments favourable to the development of private initiatives and the
protection of their property rights. And as evidence of its credibility, it
displays the IAPIP certificate.

• Investors

Since their expectations and obligations vis-à-vis the IAPIP and the
State have already been presented, we will simply recall at this point that
investors contribute substantially to the social wellbeing through the jobs
they create.

To sum up, the institutional mechanism that has just been described can
be represented by the following diagram, referred to as the Triangle of
Incentive and Credibilisation for Investments (TICI) because of its shape and
the goals to be achieved.

At this stage, a relevant question is obviously that of the sustainability of
this mechanism.

Figure 1. Triangle of Incentive and
Credibilisation for Investments (TICI)
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5. The Sustainability of the Triangle of Incentive
and Credibilisation for Investments

To be declared sustainable, the TICI should be able to meet four main
criteria namely, viability, efficacy, efficiency, and robustness. These criteria are
important, since by verifying them, this mechanism will lead the actors
involved to find a mutually beneficial balanced situation.

• Viability
This criterion relates to the aptitude of the TICI to meet the participa-

tion constraints for each actor. Such is the case if each of them finds that it is
in their interest to adhere. Knowing that the IAPIP is central to the mecha-
nism, to show this, one just needs to ensure that the State and the investors
will each realise that it would be judicious to co-operate with it.

These issues of co-operation or non-co-operation can be modelled
through simple games. To design these games, thorough knowledge is requi-
red of the objective of each of the actors in the mechanism. In this regard, it
can be logically considered that by participating in it:

− The State seeks to gather maximum dues and taxes generated by
return-investors. We denote TI, the total amount of these dues and taxes.

− The return-investor seeks to abandon the effort (x) for the preserva-
tion of his property rights by operating in an environment perceived as more
favourable because of the improvement of the quality of institutions and a
strong State credibility. We denote a’ and b’ the values assigned to a and b
respectively in such a context.

− The IAPIP seeks to gather a maximum of revenues generated by the
remuneration of its role of arbitrator. Let’s denote R, the total amount of
these revenues.

Let us then imagine that development organisations could doubt the
appropriateness of an IAPIP; that once they are convinced, the State’s initial
support to its creation may not be automatic and that once created, the use of
its services by the return-investors may not be automatic either. Given these
considerations, tables 2 and 3 below present the payoff matrices for each of
these games depending on the actors’ attitudes.

Vector a means that in the event both parties express a no-co-operation
resolve, the State preserves the Fund for Incentive and Credibilisation for
Investments (FICI), while the IAPIP payoff is zero. But if the IAPIP wishes to

Table 2. The payoff matrix of the game
for the viability of the State-IAPIP co-operation

The IAPIP

Does not cooperate Cooperates

The State
Does not cooperate a: [FICI, 0] b: [FICI-R, 0]

Cooperates c: [FICI, -R] d: [FICI+TI, R]
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co-operate and the State refuses, the latter gives it responsibility for the loss of
earnings it undergoes. It is what b means. On the other hand, if the IAPIP
refuses to co-operate while the State wants to, it bears its loss of earnings. This
is vector c. Vector d means that if both parties agree to co-operate, the IAPIP
collects its remuneration while the State collects its share of the dues and taxes
emanating from the investments. The expression of the State’s payoff is
justified here in a long-term perspective. Indeed, the FICI is still listed in the
patrimony of the State, which continues to own it despite the fact that its
user’s rights have been frozen. If a and d are both Nash equilibria, the
solution strategy certainly lies in joint co-operation because d is Pareto domi-
nant.

Vector a means that in the event both parties express a no-co-operation
resolve, the investor pays for the cost of the effort to be deployed to preserve
his property rights, while IAPIP payoff is zero. Vectors b and c mean that as
soon as one of the parties refuses to co-operate while the other wishes to do
so, the investor is required to deploy efforts to preserve all his property rights
as the IAPIP bears loss of earnings. But in the event the parties co-operate,
which is the meaning of vector d, the IAPIP collects its remuneration and by
his presence, the investor saves the cost of efforts in a more secure environ-
ment (�’ > � and b’ > b) such that we logically have: W(k, 0, �’, b’) > W(k, x,
�, b). Thus, the solution here again is that of joint co-operation since d
Pareto dominates a, both being Nash equilibria.

All things considered, the solutions of the games in tables 2 and 3 show
that the three parties will realise that it is in their interest to contribute to the
proper functioning of the device. This attests to its incentive virtue and
ensures its viability. It is also a pledge of the credibility of the State’s commit-
ments insofar as the investors will realise that it is perfectly in its interest to
fully support the initiative.

• Efficacy
This criterion relates to the targeted objective: Attract the maximum

private investments from the Diasporas. This assumes that the mechanism
not only restores the confidence of these potential investors, but it also
encourages them to show their eagerness to invest further in the applicant
country. Taking into consideration the constraints package associated with
the awarding of a certificate of confidence and taking up the analyses in section
3, it is justified to believe that the investors will assign values higher than one

Table 3. Payoff matrix of the game for viability
of the Investors-IAPIP co-operation

THE IAPIP

Does not co-operate Co-operates

The investor
Does not co-operate a: [W(k, x, �, b); 0] b: [W(k, x, �, b); -R]

Co-operates C: [W(k, x, �, b); -R] d: [W(k, 0, �’, b’); R]
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and zero to &#03B1; and &#03B2; (respectively) to countries that manage to
be awarded one in the meaning of vector d in table 3. While these values will
certainly not be far from these thresholds at the beginning, they will gradually
move away from them towards the right as the co-operation between the
parties is pursued. And the mechanism will gradually gain in efficacy and the
country will receive an increasing amount of return-investments. We can
then talk of a sort of dynamic efficacy for the TICI.

• Efficiency

This criterion relates to the operating costs of the TICI. In view of the
envisaged modes of remuneration and financing, with the creation of the
FICI, the State is only one of the three actors involved to effectively pay an
entry cost. But this cost has the advantage of being paid only once, and that is
when the mechanism is being set up. Indeed, the possible compensations
charged to the State are paid by individuals responsible for the damage. There
is no additional budgetary constraint on the State. These payments ensure the
stability of the FICI, which does not impose an additional budgetary cons-
traint either for its growth. For their part, the investors are not subjected to
any additional cost unless they are sanctioned for fraud. Lastly, the only cost
defrayed by the IAPIP should correspond to the initial outlay. On the whole,
considering that the FICI is in fact only a pseudo-cost insofar as the State
remains its residual owner, this device can perfectly be considered as one that
rationalises the costs. It is thus efficient.

• Robustness

This criterion relates to the stability of the TICI and to its sustainability.
In this respect, it should not facilitate the creation of any coalition between
some of its actors, which could undermine its existence.

In this connection, the only possible coalitions are a State-IAPIP coali-
tion against the investors or an IAPIP-Investors coalition against the State. In
the first case, the IAPIP cannot agree to such an arrangement at the risk of
losing its credibility among members of the Diasporas. Moreover, we should
not lose sight of the fact that the certification mission assigned to it may, with
good reason, be perceived as triggering the emergence of a new potentially
profitable market. Thus, not only will the IAPIP not want to compromise its
reputation, but even on strictly economic grounds, it will refuse such a
coalition because succeeding in one country will provide it with more oppor-
tunities to be called upon elsewhere.

The second case is also impossible because of the IAPIP’s method of
remuneration. Indeed, the single possible agreement between the IAPIP and
investors at the expense of the State can only concern a downward manipula-
tion of the declared profit. But, the IAPIP is precisely remunerated in propor-
tion to those taxes. Consequently, it would not accept such a manipulation.
And even in the event that a dubious IAPIP agent initiates a trick, the threat
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from the tax authorities and the sanctions envisaged under the mechanism are
sufficiently dissuasive for the investors.

In short, within the framework of the TICI, through the viability and
efficacy criteria, the State’s commitments are credible in the two senses –
motivational and imperative – suggested by Shepsle (1991). Moreover, its
parsimony, stability, and durability are ensured through the fulfilment of the
efficiency and robustness criteria. Thus, the TICI can indeed be accepted as
an innovative, incentive, and sustainable institutional framework capable of
providing the State that sets it up with an institutional competitive advantage
in the race for the attraction of financial remittances for private investment
purposes from members of the Diasporas19.

6. Conclusion

In a business environment characterised by high risks of hold-ups, one of
the questions a potential investor asks himself is: What interest do I have in
investing if I run the risk of losing afterwards, the control of all or part of the
property rights over my patrimony due to abuse by an individual acting on
behalf of the State?

The analysis conducted here shows that this issue is decisive in the
decisions of members of the Diasporas to send remittances for productive
personal investments in the countries of origin. It proposes an institutional
framework that would protect these return-investors from the risks of hold-
ups they are exposed to. In the business reality, these possible hold-ups are the
work of public spoliators, whose chances of success in the contest for the
control of investors’ property rights depend on the more or less passive and
implicit complicity of the State. In fact, the State’s policies and behaviour
have a significant impact on the business environment, which it can influence
through two key channels: The quality of its institutions and the credibility of
its commitments. According to the possible values of these two indicators
perceived by investors, a plausible taxonomy of nine different possible states
of the business environment in an economy is proposed. The best of these
states is one in which the investors perceive a good institutional quality with
the existence of firm sanctions effectively applied to discourage spoliatory
behaviour, combined with the State’s observance of the rules of efficiency
with the existence of independent and operational reprisal mechanisms.
Today, this state is encountered mainly in developed countries with strong
governments. However, a developing country should aspire to reach this state
in order to obtain a maximum of remittances by members of the Diasporas
for personal investment purposes.

19. It is difficult to find a totally similar example of such a mechanism in the world today. But if we had to
give a rather close one, we could cite the tripartite cooperation regrouping the International Federation
of Association Football (in the role of IAPIP), the national football federations (in the role of
investors), and the States wishing to develop their football.
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Our analysis upholds that to reach this objective, there is need to under-
take institutional reforms likely to curb, discourage, and inhibit the attacks by
public spoliators. This inevitably supposes the possibility of effective sanc-
tions in case of deviance. And yet, in several developing countries, particularly
in Africa, leaders occupying different positions in the ruling system know
each other so personally that justice has almost lost sight there. These States
will have difficulty neutralising public spoliators either for sentimental reasons
(friendship, family, ethnic group, sect, religion, etc), or for economic or
political reasons (contribution to the party, electoral weight).

Potential investors of the Diasporas are perfectly aware of this weight,
and this generated the idea of an International Agency for Private Investment
Protection (IAPIP) to which the State will delegate the responsibility to
systematically sanction any public spoliator. Thus, the IAPIP being statuto-
rily competent to sue the offenders even beyond national borders, «no one
will have to face anyone’s scrutiny» and «no one will be able to rely on anyone
anymore» in the “inner circle” to infringe the law with impunity.

This is how an institutional framework in the form of a Triangle of
Incentive and Credibilisation for Investments (TICI) connecting the State
and the investors with this Agency in the role of arbitrator, will provide the
country that adopts it with an institutional competitive advantage in the race
for the attraction of financial remittances from the Diasporas for personal
investment purposes. Indeed, as the metaphor usually has it, if the public
spoliators are a reflection of the sirens, we can say that by its constraining
characteristics, the TICI weaves around the Ulysses-State, lianas that are solid
enough to enable it to resist their temptations, even against its own will.

Finally, let us recognise that this mechanism could also be used to revive
domestic private investments and even foreign direct investment, since the
Diasporas from country x can still invest in country y or set up joint ventures
with nationals of their host countries.

However, we have chosen to focus primarily on investors of the Diaspo-
ras because it is easier for them to form groups that can exert pressure on the
States or international development organisations to obtain, without delay,
the establishment of a TICI in a country of origin.
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