Combating Corruption

facilitation noney

What i scorruption?

crine

- Bureaucrats taking bribes frombusiness firns: policenen, other
econom ¢ regulation, environmental regulation, taxation, etc...
[police,judges, general adm ni stration,etc. ]
-Politicianstakingbribesfronbusi nessfirns

- Political parties taking illegal 'donations' from business
associ ati onsandi ndi vi dual busi nessfirns

- Politicians and public officials taking bribes from organized
cri me groups

- Politicians givinP money and presents to voters and supports,
especially during election periods

- Public officials putting public noney into his or her own pockets

) _ , MOFA , Japan: over 500 million yeninto
hi s ﬁrlvate bank accounts to purchase | uxurious condomi niuns and
racehor sesanongot hert hi ngs)




greyzone - Presents to nedical doctors who work for public (state)
hﬂspi tals. CGood doctors do not take them but many doctors accept
t hem

-Political partiesgettingi nfluencedbyaparticul ar soci al sect or
or a group that has donated a | arge sumof money to the party as
el ecti on canpai gnf und

-Politicaldinnerpartytickets (ex: ¥50,000 peroneti cket)

- Facilitati onnoney

socially -Presents (chocol ates onSt. Val enti ne' sDay, X' mas, etc..)
accept ed - Ochugen (t ot eacher sandbosses, everysumrer)
- Osei bo (tot eachersandbosses, everywi nter )

Faciliati onmoney

Structureof corruption

bur eaucrats

firms t hepublic

Transpar ency | nt ernati onal

per ception i ndex

Cost of corruption
Bri be hasbeennegl ect ed i neconom cs
-- atransfer ofresources, thereforenol ossto theeconony
Myrdal (aSwedi sh econoni st) argued agai snt this vi ew, cont endi ngt hat gover nment
officials wi |l have an interest in generating bureaucratic hurdl es
t odemand bri bes, i f weal | owt hi s view.
Leff: corruptionincreasessocial welfare

Two approaches: corruption as"sand" and"oil"

Maur o' sresearch

Hef ound t hat corrupti on | ower si nvest nent andt hus reducesgr owt h.
Expendi t ure oneducation -- high--> thencorruption andpolitical
instabilityarel ow (negativecorrel ation)

transacti on cost
transaction cost
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"acabou em pi zza" (acabou acabar
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G obal Corrputi on Report

1
overl apping jurisdictions
- gradual
2
3 N
I ncentives
(1) formalincentive: higherwages forofficials--Iesscorruption

i nt hecaseof politicians, sworndecl arati onof
t hi erweal t h whent hey startoffice

(2) informalincentives: reputation

(3) monitoring: prosecut e anydi shonest behavi ort hat i sdet ect ed



Mar ket Structure
(1) principleof overl appi ngj urisdictions
If the cost of reapplication is | ow enough, the existence of sone honest
of ficial sinotherdepartments coul ddrive bri bestozero
Sot hi s i samechani smt ocurbcorrupti ont hrough "conpetition”

Econom csof crime :
- Becker: infinitelylarge finew th nm ni nummonitoring
- Stigler: maximunfines reducesnmargi nal deterrence, so expect edfi ne should
i ncreasewi th thesi ze of t heof fence
- Shoul dwe moni toratallti mes, or investigateafter thecrimeiscommtted?
McCor mi ck andTol | i son: visi bl enponitoringreducesoffences
(f roman observati onof a basket bal | ganme)

| sLeaner Governnent Necessarily Cl eaner Gover nnent ?
Budget cut backs

budget, authority

firm
citizens -

Reducti ons i n gover nment spendi ng can produce scarcity that encourages corrupt
payoffs.

. Cut si nspendi ngprogr ans
EX: subsi di esf or hi ghereducati on
if thetotal subisidyisreduced, therewillbe nmoreincentivesto
bri bery
: Cut sinregul atoryprograns
- Caseof environnmental rul es t hatdonotcontrol product quality

Fewbusi nessmenwi | | conpl ai nbecausei nspecti onswi |l | be reduced
- Case of product quality regul ation
sone fi rmsmaybe happyabout t her educed scrutiny

Sone finrs may not be happy about the cuts in regulation, because it will nean
general loss of reputation of the industry in the newmy |axed regul ation

f ramewor k

: Shri nki ngbudget s whil ei ncreasing control s




