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1 Introduction

Outside of a few developed countries, governmental corruption is often seen as
the norm. Yet, despite various attempts to measure the costs of corruption,
until recently, there was little quantitative evidence about its extent and conse-
quences. However, even the anecdotal evidence was thought to be sufficiently
compelling that anti-corruption policies are a core component of many devel-
opment strategies; since 1996, the World Bank alone has supported over 600
anti-corruption programs. This reflects a shared conviction that effective gov-
ernance relies on ”clean” governments. Thus, it is impossible to understand
government policy without understanding corruption.

Research on corruption faces two important obstacles—one theoretical and
one empirical. The theoretical challenge comes from asking whether governmen-
tal corruption is an independent concept to begin with, or is it simply a variety
of the corruption (or moral hazard more generally) that we see in all firms? In
other words, is there something unique to corruption in the government per se
that does not fit within the standard understanding of how individuals behave
in organizational settings and if so, in what ways would that move us away from
the basic agency models of the firm.

Empirically, measuring corruption is much more challenging than measuring
other types of government outcomes. Corruption, by its very nature, is illicit
and secretive. How does one study something that is defined in part by the
fact that individuals go to great lengths to hide it? How does one accurately
measure the extent of corruption when attempts at measurement may cause
the actors involved to either reduce their illicit behaviors during the periods
of measurement, or find new ways to obscure their behaviors? If we cannot
accurately measure corruption, our ability to conduct empirical tests is severely
impaired.

In recent years, research on corruption has grown, in part due to the innova-
tions that have allowed us to overcome these two obstacles. The key theoretical
innovation has been a shift in focus, away from trying to understand just the in-
centives faced by bureaucrats, towards studying the overal setting in which the
bureaucrat operates. In other words, in addition to trying to understand what



the optimal incentive scheme should be, there is a move towards understanding
the reasons that create the incentive problem in the first place. In this ”tasks”
approach (as against the ”incentives” approach) the focus is on understanding
why the bureaucrat has the particular task that he has as well as how to get
him to perform that task better.

An example will help illustrate this point. Consider a policeman whose job
is to hand out speeding tickets. We might be concerned that he asks for bribes
instead of actually handing out the tickets. This could have social consequences
if the bribes are smaller than the official fines and affect the incentives to speed.
The incentive problem here is how to prevent this and agency theory might
suggest how to structure the punishments and rewards to police officers. But
we could also ask why the initial fine was put in place to begin with. Why is the
bureaucrat handing out tickets to be paid to the government? Why not set the
initial rule so that the ticketer keeps the fines? After all, one might think that
the incentive effects on the drivers would be the same in either case and now we
would not have to worry about bribe-taking. Another option would be to give
up on trying to regulate speeding and rely entirely on torts to provide incentives;
i.e. to rely on the fact that individuals fear will litigation, and therefore drive
responsibly. In other words, one option here is to fight bribe-taking, another is
to change the nature of the task. What is the trade-off between these? When
is changing the task not desirable, even if it means more bribe-taking or some
other distortion?

This focus on tasks has a number of important implications. First, it allows
us to begin to answer the question, posed above, about what is distinct about
corruption in government. Corruption in the private sector, we will argue,
primarily arises out of a conflict over the division of the surplus generated by
the agent’s action between the principal and the agent: If the principal were
prepared to give up enough of the surplus to the agent, the problem of the
agent taking unauthorized actions would not arise. This is because both the
principal and the agent both only care about how much money they make (to a
first approximation) and therefore maximizing the joint pie would be optimal if
enough of it went to the agent. Corruption in government, on the other hand,
arises out of the fact that the government operates in situatons where it does
not want the price mechanism to operate (and joint revenue to be maximized)
and therefore design the bureaucrat’s task accordingly, potentially despite the
fact that this may lead bribe-taking or other distortions. Thus, side payments
(bribes) are problematic for governments in a way that they would not be for
firms, because this reintroduces the price mechanism.

Second, and somewhat related, corruption in government is often associated
not just with bribe-taking but also with other forms of dysfunctionality in the
allocation process. Since the bureucrats are involved in tasks which involve
not relying too much on market forces, there is tendency to rely on non-price
allocative mechanisms (which we will call red-tape) which can cause additional
forms of inefficiency.

Finally, the emphasis on tasks highlights another form of inefficiency which
is not easily captured by looking simply at the bureaucrat’s incentive problem.



For example, certain otherwise desirable tasks may not be (or should not be)
assigned to bureaucrats because they cause too much corruption.

The advances in empirical research are all associated with improving our
ability to measure corruption. This in turn opens the door to being able to better
test the implications of the theoretical models. Prior to these improvements,
researchers relied on information gleamed from case studies. This approach,
however, raises questions of external validity. One of the earliest innovations
was the development of perception based measures of corruption, which has led
to the advent of large cross-country corruption data sets. While this has led to
macro-insights, micro-level work and testing theories of corruption have really
been spurred by several innovations, which we describe below. Our newfound
ability to more systematically measure corruption has led to several studies that
have both examined the implications of the traditional incentive approach to
corruption, but have also begun to look at the observable consequences of the
task approach discussed in this paper.

This chapter highlights the theoretical and empirical innovations and the
doors they open for future research. As a result, it will be more forward looking
than backward looking and less a comprehensive review of corruption research
than as a guide to where corruption research appears to be headed.! It will
provide a theoretical framework for understanding the relation between tasks
and corruption, overview the empirical tools now available for empirically ana-
lyzing corruption, and lay out the theoretical and empirical open questions that
appear both interesting and feasible.

2 Defining Corruption

In order to study corruption, we must first define it. The literature offers many
different definitions. We focus on the most general one. Specifically, we define
corruption as an incident where a bureaucrat (or an elected official) breaks a
rule for private gain. This definition would include the most obvious type of
corruption—a bureaucrat taking an overt monetary bribe in order to bend a
rule, thereby providing a service to someone that he was not supposed to. How-
ever, it would also encompass more nuanced forms of bureaucratic corruption.
For example, it would include nepotism, such as if a bureaucrat provided a gov-
ernment contract to a firm owned by his or her nephew rather than to a firm that
ought to win a competitive, open procurement process. This definition would
also include the bureaucrat who “steals time”: he or she may, for example, not
show up to work, but still collect his or her paycheck.?

Under this definition, the rules define what is corrupt or not. As a result, the
same act can be classified as corruption in one setting, but not in another one.

IThere are many excellent papers that we have left out because of space constraints and
no doubts that get left out because of oversight or ignorance. Our apologies to the authors.

2Quite often, we see the same forms of corruption in the nonprofit sector, where a social
good is being provided, and the private and social value may not necessarily coincide. The
models presented in this paper would naturally extend to the non-profit sector.



For example, in many countries—the United States, India, etc—a citizen can
obtain passport services more quickly if they pay a fee. While this act would not
be considered corruption there, it would be in other countries where there is no
such provision in the law. Moreover, many important political economy issues
may not necessarily be considered corruption under this definition. For example,
a government official providing patronage to supporters may have important
ethical and allocative implications, but would not necessarily be corruption if
no formal rule is technically broken.?

While the definition of corruption used in this paper is similar to those used
by others in the literature, there are important distinctions. For example, our
definition is quite similar to the definition discussed by Svensson (2005)—“the
misuse of public office for private gain” —and also to Shleifer and Vishny (2001),
who define corruption “as the sale by government officials of government prop-
erty for personal gain.” All three definitions imply that the official gains per-
sonally from their particular position. Moreover, as Shleifer and Vishny (2001)
define property quite loosely as including both physical assets (e.g. “land”)
and assets that have an option value (e.g. “a business license”), their definition
encompasses many of the same acts of corruption discussed in this paper and
in Svensson (2005). However, there are slight differences in what qualifies as
corruption across the definitions. For example, suppose we assume that a gov-
ernment official has the final say over whom to allocate a government contract
to. They may choose to sell it to their nephew, and gain great personal hap-
piness from doing so. Thus, this may be considered corruption under Svensson
(2005) and Shleifer and Vishny (2001). However, if the official has the final say,
and has not broken any official rules, this would not be considered corruption
under our definition, despite being morally questionable.

We have chosen to use this definition for a combination of pragmatic and
conceptual reasons. Pragmatically, the emphasis on breaking formal rules (as
opposed to moral or ethical ones) sidesteps the need to make subjective ethi-
cal judgments and thereby avoids the need to have a deeper discussion of cul-
tural differences.* The emphasis on all kinds of gain rather than just money,
sidesteps a measurement problem: bribes by their very nature are hard to mea-
sure, whereas rule breaking is easier to measure. Conceptually, these distinctions
are also in line with the framework we describe below where there will be little
reason to differentiate between monetary and non-monetary gains: the potential
of bureaucrats to bend rules is the key constraint on optimal allocations.

3 Measuring corruption

With this definition in mind, how do we actually measure corruption? It is
obviously impossible to make progress without robust measures of corruption
— theories cannot be tested, magnitudes cannot be quantified, anti-corruption

3To see a deeper discussion of political corruption, see Pande (2007).
4There will still be, of course, discussions of culture in explaining corruption, but simply
not in defining it.



policies cannot be assessed. However, measuring corruption is challenging, and
even today, there are relatively few studies that are able to credibly describe
the extent of the problem. As Bardhan (1997) notes in his review of corruption,
“our approach in this paper is primarily analytical and speculative, given the
inherent difficulties of collecting (and hence nonexistence) of good empirical
data on the subject of corruption.”

The measurement challenges are driven by several problems. First, the very
fact that the corruption is illegal makes people reluctant to talk about it: They
are both ashamed and afraid that it wll get them into trouble. Second, the exist-
ing literature—because of the theory it draws on and how it defines corruption—
takes a transactional view of corruption. Measurement means finding out who
bribed who. This is inherently harder to quantify. Third, the traditional narrow
focus on monetary transactions also makes it more difficult.” When a govern-
ment official benefits by stealing “time”—he or she decides not show up for
work—random spot-checks can be very revealing (see Chaudhuri et al. (2006)
for an example). Finally, measurement systems will evoke responses which make
the measurement system less reliable. If the government has a monitoring sys-
tem in place, corruption will adjust to it and find ways around it and as a result
these measurement systems will under-measure corruption.

Despite these difficulties, there were many early attempts at measuring cor-
ruption, relying on rich qualitative data, sometimes backed up by numbers.
These studies guided our early beliefs about the channels of corruption and the
possible methods to eliminate it. Wade (1984) in particular provides a detailed
description of how irrigation engineers reap revenue from the distribution of
water and contracts in a village in South India. The most fascinating aspect
of this study was the documentation of a fairly formal system in which the
engineers redistributed revenue to superior officers and politicians. In order
to obtain transfers to lucrative posts, the junior officers paid bribes based on
expectations about the amount of bribe money that can be collected from the
post. Thus, the value of the bribe payment in the transfer process was higher
for jobs that had greater bribe extraction possibilities. In essence, the ability
to take bribes in a job makes bureaucrats bribe to get it. This highly detailed
study gives a glimpse into the pervasiveness of corruption in this area and the
mechanics of how it operates. It also illustrates how corruption is interconnected
throughout the entire organization and raises the possibility that rather than
trying to stamp out one aspect of corruption, it may be necessary to invoke
coordinated policies to stamp it out throughout the system. However, like all
case studies the study raises questions of generalizability. Is there as much cor-
ruption in other contexts? Under what set of circumstances do these systems
come into being?

Other studies have focused on anti-corruption policies. For example, Klit-
gaard (1988) provides several case studies of successful elimination of corruption,
such as in the Hong Kong Police Force, Singapore Excise Department, and the

5There are exceptions. For example, Tran (2008) gathers a comprehensive set of internal
bribery records from a firm in Asia to document the cost of bribe payments over time.



Bureau of Internal Revenue of the Philippines. In all these cases, the levers
used are intuitive from an agency theory perspective—more intense or better
monitoring, replacing individual actors, etc. They also all seem to involve a
person at the top of each institution who was eager to implement these changes.
On the one hand, they represent a vindication of an agency theory of corrup-
tion. On the other, they raise the more fundamental question: if these levers for
eliminating corruption is within the choice set of governments, why are they not
implemented? More broadly, while motivating one to have hope that corruption
can be fought, they leave lingering questions about why conditions were ripe for
these policies here, but not elsewhere. Is what we observe due to particular
institutional factors in these settings, or due to more generalizable features of
how governments function? What particular combinations of institutions, poli-
cies, or conditions would lead to similar steps being taken elsewhere? Should
we expect the same consequences of similar anti-corruption policies in different
settings?

To solve these inherent problems of case studies, the next set of attempts
to measure corruption attempted to provide consistent measures of corruption
across countries. However given the difficulty of inducing people to talk about
corruption, these measures focus on collecting perceptions of corruption, rather
than actual bribes paid or theft of resources. This perceptions based approach
has been carried out at quite a large scale, generating interesting cross-country
and cross-time data sets. The Economist Intelligence Unit created one of the
first of such datasets.® The data collection effort consisted of factor assess-
ment reports that were filled in by their network of correspondents and analysts
which are then aggregated into risk factors for about 70 countries. This report
included, for example, a question where the respondents report ”the degree to
which business transactions (in that country) involve corruption or questionable
payments” on a scale of one to ten, where a high value implies good institutions.
Other cross-country measures on subjective perceptions of corruption followed,
including the Control of Corruption measures in the World Bank Governance
Indicators (a description of the measures can be found in Kaufmann, Kraay
and Mastruzzi (2004)), and measures by Transparency International.” Each of
these indicators uses a different methodology with its own advantages and dis-
advantages, which we do not go into here due to space constraints.® The real
advantage of such data is their breadth, which allows one to run large corre-
lational studies. Mauro (1995) is an often-cited example of this kind of study.
He uses the Economist Intelligent measures in a cross-country growth regression
equation to study the relationship between economic growth, corruption, and
red tape.

6These are also called the Business International Indicators.

"Paper that use perception based measures of corruption in cross-country regressions in-
clude Mauro (1995), Knack and Keefer (1995), LaPorta et al. (1999), Treisman (2000), Adsera,
Boix and Payne (2003), Fisman and Gotti (2002), Fredriksson and Svensson (2003), Rauch
and Evans (2000), and Persson, Tabellini, and Trebbi (2003).

8Svensson (2005) provides a thorough description of the differences between the most
common cross-country indicators of corruption.



While these perception-based measures of corruption provided evidence on
which countries tend to report more or less corruption, many have pointed out
their limitations. First, as Rose-Ackerman (1999) points out, it is unclear what
the corruption indices actually mean, and what a particular rank implies about
the type and level of corruption in a country. For example, in the Transparency
International Corruption Perceptions Index for 2008, Brazil, Burkina Faso, Mo-
rocco, Saudi Arabia and Thailand all have the same index value. However, the
value does not tell us what the form of corruption in these countries entails,
and whether the types of corruption that we see in these very different coun-
tries have different efficiency implications. By not providing this information,
these corruption indices actually tell us little about what types of governance
interventions are needed. Second, perceptions may tell us little about the actual
reality of situations since they are influenced by the way we see everything else:
Perhaps when the economy is good, we perceive less corruption because we are
more satisfied with the government. Olken (2008), for example, compares the
perception of corruption in a roads project with actual missing expenditures.
He finds that while there is real information in perceptions, reported corruption
is not particularly responsive to actual corruption. For example, “increasing
the missing expenditures measure by 10 percent is associated with just a 0.8
percent increase in the probability a villager believes that there is any corrup-
tion in the project.” He also finds that the bias in perceptions is correlated with
demographic characteristics, implying that perceptions of a non-random sam-
ple of the population may not adequately reflect real corruption levels. This is
particularly problematic as many perception measures are not necessarily based
on random samples; for example, the measures from the Economist Intelligence
Unit is based on the perceptions of foreign businessmen, who may have different
perceptions of corruption than domestic businessmen, or the average citizen. Fi-
nally, and perhaps probably most importantly for our purposes, these data are
most useful for cross-country or cross-geography analysis. They are less useful
for testing micro-theories of corruption.

More recently, newer methods for measuring corruption have arisen that
solve the small sample problem and move to more concrete measures of corrup-
tion. The first set of methods focus on refining survey and data collection tech-
niques to improve the ability to assemble data on self-reported bribes/service
delivery quality. This method tends to move away from the larger bribes that
individuals or businesses may fear reporting, and instead focus on user-reported
petty bribes that the individual may be more likely to report since the bribe
values may be relatively low, and bribes may be commonplace in these settings.
For example, Svensson (2003) provides analysis from a dataset that provides in-
formation on bribes paid by firms in Uganda. To encourage truth-telling in the
survey, the survey was conducted by a trusted employers’ association, and also
asked carefully worded, hypothetical questions to measure of corruption.® Hunt

9For example, “Many business people have told us that firms are often required to make
informal payments to public officials to deal with customs, taxes, licenses, regulations, and
services, etc. Can you estimate what a firm in your line of business and similar size and
characteristics typically pays each year?”



(2007) utilizes the International Crime Victims Surveys and Peruvian Household
surveys, both of which contain information on bribes to public officials if the
individual has been the victim of a crime.!? Other studies collect “prices” paid
for services that should be free. For example, Banerjee, et al (2004) collects fees
paid at government health centers in India (that should be mostly free), while
Antonossava, et al (2008) collected data on prices paid and quantities received
from the public distribution system in India and compare them to the official
prices for these commodities. The main benefit of these methods is a move to
measures that have actual meanings. For example, using the measure in Baner-
jee, et al (2004), we can estimate the bribe amounts paid at the health centers,
and use this information to understand how the bribes affect the allocations of
services. We can also use it as on outcome measure to study the effectiveness of
anti-corruption policies in government health centers. However, these types of
measures are limited if we believe that individuals are under-reporting bribes,
and particularly if we believe that this under-reporting is biased by corruption
levels in themselves. Moreover, most of the time, these measures are often lim-
ited to petty corruption since it is difficult to ask individuals about the larger
bribes that they may have paid.

The second method is the use of physical audits of how people perform their
duties. For example, Chaudhury et. al. (2006) performed an ambitious multi-
country study of teacher and health worker absence, where they performed spot
checks to determine whether bureaucrats were showing up for work.!! Similarly,
Bertrand, et al (2006) followed individuals through the process of obtaining a
driving license in India, and recorded all extra-level payments made and the
rules that were broken in exchange for these extra-legal payments. Barron and
Olken (2007) designed a study in which surveyors accompanied truck drivers on
304 trips along their regular routes in two Indonesian provinces. The survey-
ors observed the illegal payments the truck drivers made to the traffic police,
military officers, and attendants at weigh stations.

One of the key challenges to the audit studies is whether the observed out-
comes actually reflect corruption rather than some less intentional from of bu-
reaucratic ineffectiveness, since often there is no smoking gun (bribe overtly
paid, job left entirely unattended, etc). For example, Bertrand et al (2006)
find that there is a misallocation of licenses—people who cannot drive are able
to get them. Could this be due to an “overloaded” bureaucrat who does not
have time to screen license candidates or due to an “incompetent” bureaucrat
who cannot distinguish between a good and bad driver? To understand this
question, they collect detailed quantitative and qualitative data on how the bu-
reaucrats behave through the licensing process. For example, they document
extreme behaviors (e.g. simply never administering a driving test) which would
be hard to label “incompetence.” Similarly, Duflo, Hanna, and Ryan (2008)
measure teacher absenteeism in rural India using audit methods. Does the fact

10Mocan (2008) also use the ICVS to determine what characteristics were associated with
greater corruption.

1 Other papers that do this include Duflo, Hanna, and Ryan (2008), who measure teacher
absence, and Banerjee et al (2007), who measure absenteeism amongst medical providers.



that teachers often does not come to school imply that they are consciously
breaking the rules for private gain? Or, are lives of the teachers so difficult that
they just cannot make it to school often enough, despite trying as hard as they
can. Their research design provides information that allows them answer these
questions. Specifically, they evaluate a program that monitors the teachers and
provides incentives to the teachers based on teacher attendance. They find that
teachers are very responsive to the incentives. The very fact that the teachers
respond to the incentives so strongly implies that the teachers were previously
ignoring the rules, and were not just incapable of attending.

We refer to the third technique as cross-checking. The idea behind it is
to compare official records of some outcome with an independently collected
measure of that same outcome. One example of cross-checking is to compare
how much money was released to the bureaucrat with how much those who
he was supposed to give the money to report having received. For example,
Reinikka and Svensson (2005) compare data from records on central government
disbursements and a public expenditure tracking survey to measure dissipation
in a school capitation grant in Uganda, finding that the average school received
only about 20 percent of central government spending on the program. Fisman
and Wei (2004) compare Hong Kong’s reported exports to China at the product
level with China’s reported imports from Hong Kong to understand the extent
of tax evasion. Another way to conduct a cross check would be to collect records
from the bureaucrat documenting how the government resources were spent in
achieving a task, and then to compare with an objective measure of how much
it should have cost to conduct that same task. The difference between the two
measures is, then, the estimate how much was “stolen.” Olken (2007) uses this
method. He calculates corruption in the context of road projects, by comparing
the actual expenditures reported with an independent measure of what it should
have cost to build a road of that particular quality. To obtain the independent
measure, he sampled each road to determine the materials and labor used, and
then multiplied these by local prices. In the end, he finds that, on average,
about 24 percent of expenditures across the project villages were missing.'?

As with any other method, this method has both strengths and limitations.
Its innovation lies in the fact that it creatively allows the measurement of dis-
sipated government resources without asking the actors involved if they have
paid or received an actual bribe, reducing the chance of under or mis-reporting.
Thus, it often allows us to move past petty corruption and perhaps look at larger
scale corruption. However, it is difficult to understand whether the dissipated
recourses are actually corruption, or simply mis-measurement in the indicators
or even just a sign of bureaucrat incompetence. For example, in Olken (2007),
it remains possible (though unlikely) that road quality is mis-measured, or that
the bureaucrats are not good at building roads? It is possible (though again
unlikely) that the missing resources reflect the bureaucrats trying to reallocate

120ther examples of cross-checking in the developing world include Hsieh and Moretti (2006)
to estimate bribes in Iraq’s Food for Oil Program. Olken (2006) and Antonossava et. al.
(2008) measure theft in food distribution programs using the same methods, while Di Tella
and Schargrodsky (2003) use it to measure corruption in hospital procurements.



funds to better uses: For example, in Renikka-Svensson (2005), it is possible
that the resources that should have gone to the schools capitation program were
actually spent on services that the community deemed more important, and did
not end up in the pockets of government officials. Would this have necessarily
been bad?

One way to get around these concerns is to look for correlations (motivated
by theory) between the extent of dissipation and some other variable. For
example, to show that the differences in reported shipments is corruption, and
not just mis-measurement in the shipments, Fisman and Wei (2004) document
that the differences are “negatively correlated with tax rates on closely related
products, suggesting that evasion takes place partly through mis-classification of
imports from higher-taxed categories to lower-taxed ones, in addition to under-
reporting the value of imports.” '3

In addition to these methods that have been recently used in the literature,
there are several innovative methods that are being explored in current studies.
While the work is not yet published, methods such as these will surely con-
tribute to our tools available. For example, Banerjee and Pande (2007) attempt
to use second-hand data on which politicians have gotten rich since they entered
politics to identify those who have profited from corruption.'* They find that
this measure correlates strongly with other more direct (perceptual) measures
of corruption (such as the answer to the question ”do you think the politician
used his office for private gain”). Banerjee, Olken and Pande (2008) are col-
lecting data on public procurement records, and using information on number
of qualified and unqualified bidders, characteristics of the winning bid, and the
final price of contracts to understand whether officials are bending procurement
rules.

These innovations in measuring corruption allow us to use quasi-experimental
and experimental methods to understand the causes and consequences of cor-
ruption. This increases the need to have effective frameworks for analyzing
corruption, and for generating testable hypotheses. As noted earlier, the cur-
rent framework suggests hypotheses based on agency problems. Specifically,
how can we ensure that a bureaucrat fulfills a particular rule through the use of
greater monitoring and incentives? In the next section, we propose a broader
mechanism-design framework for understanding the role of corruption in bu-
reaucracies. We, then, discuss papers that test the agency model, and a newer

BBDuggan and Levitt (2002) provide an interesting example of cross-checking in sumo
wrestling. They basically show that a wrestler has a higher probability of winning than
expected when the match is key to his rank. To distinguish match throwing from effort, they
use theory as a guide: the effect goes away when there is greater media scrutiny, suggesting
that it is not effort. Moreover, the next time the same two wrestlers meet, the opponent is
more likely to win, suggesting that throwing future matches is a form of the bribe paid for
winning a key match. Similarly Antanassova et. al (2008) cross-check receipt of a BPL card
(which in India identifies someone to be poor and allows them access to a set of redistributive
programs) against actual income levels. They correlate the error rate with features such as
caste of the recipient, their place in certain social networks etc., and argue that the correlations
are what a simple theory of corruption would predict.

14Di Tella and Weinschelbaum (2007) provide a theoretical framework for thinking about
unexplained wealth as an indicator for corruption.
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generation of papers that are beginning to test the broader framework we pro-
pose.

4 A formal framework for understanding cor-
ruption

The challenge of modeling corruption comes from the very definition of corrup-
tion. Corruption, as we say above, is when the bureaucrat (or elected official)
breaks a rule for private gain. This immediately raise some questions. Why
have rules in place which are going to be violated? Why not change the rules
so that there is no incentive to violate them? This leads to an ancilliary ques-
tion: under what conditions can you change the rules costlessly and get rid of
corruption without affecting anything else that you care about? When is that
not possible and why?

Answers to these questions are important both from the positive and the
normative points of view. They help us separate between the cases when cor-
ruption is the result of systemic constraints that we understand well and cannot
solve through better incentive design and the cases where our framework pro-
vides no reason why corruption could not, through judicious choice of incentives,
be eradicated. Of course the fact that we are in the latter case does not have
to mean that there is always something we can do to fix things: there may be
other constraints, coming from the structure of political economy or just some
agency problem that we have not captured, that may make it impossible to get
rid of corruption. But the categorization forces us to look for a different kind
of answer, and possibly to suggest a way to improve things.

A related methodogical advantage of the framework we propose below is that
it helps us to structure the empirical research. By focusing our attention on the
nature of the underlying task, it makes clear that the variation in corruption
across the world or even across different departments of the same government,
may be driven by the underlying tasks being performed. It may not be a fixed
organazational (or national) characteristic. To put it differently, our framework
generates testable implications which relate the extent of corruption to aspects
of the underlying task being performed and to characteristics of the relevant
social welfare function. It also helps us in interpreting the observed correlations
between corruption and other forms of governmental failure. For example, the
positive correlation between length of bureaucratic processes and bribe-taking
in cross-country data has been interpreted by La Porta et al (1999) as evidence
that the processes have been introduced with malafide intentions and could be
removed at no social cost. Our framework allows us to ask when this is indeed
the case, and when this interpretation may be invalid.

That said, it is worth emphasizing that while we call the analysis below a
framework and show that it encompasses many of the models of bureaucratic
misbehavior in the literature, we make no claims of generality for it. We make
a large number of modeling choices that are pointed out along the way. These
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are made mostly in the interests of simplicity and clarity, but we recognize that
many of them can also have substantive implications.

4.1 Ingredients of our framework
4.1.1 The Bureaucrat’s Job

At the heart of our framework is the bureaucrat who may be tempted to be
corrupt. We start with the bureaucrat’s job description: he in charge of a
simple resource allocation problem described below.

The resource allocation problem is very simple: Assume that there is a set
of slots of size 1 (a continuum) that need to be allocated to a population of size
N > 1.There are two types of agents: type H and type L numbering, Ny and
Ny, respectively. The social benefit of giving a slot to H is H and the private
benefit is h. The corresponding numbers for L are L and [. We assume that
H > L and that types are private information. The ability to pay for a slot for
a type H is yg < h and the corresponding ability for a type L is yr < [. Finally
both types have the option of walking away and not taking the slot. We will
return to this assumption in the last sub-section of this section.

While simple, the problem goes beyond the standard resource allocation
problem under asymmetric information (i.e. what auction theory typically stud-
ies) in two important ways. First, we do not assume that the private benefit to
the person who gets the slot is necessarily the social benefit. Such a divergence
is characteristic of many situations where the government is involved. For exam-
ple, society wants to give licenses to good drivers (H > 0) and not to bad ones
(L < 0) but private benefits of getting a license are probably positive for both
types. Or suppose the slot is not going to jail. H types are innocent. L types
are not. H > 0 is the social benefit of not sending an innocent to jail. L < 0 is
the social benefit of sending a criminial person to jail. But the private benefits
are positive for both types: h < [ but h,l > 0. Second, we allow the potential
beneficiaries to have an ability to pay that is less than their private benefits (or
willingness to pay) (I > yr or h > yp). This is conventionally treated as being
equivalent to the beneficiary being credit constrained, but it is worth empha-
sizing that covers a range of situations (including the credit-constraint case).
For example, consider the person who wants to take his child to the hospital
to be treated but his permanent income would not cover the cost. He would
however be willing to pay his entire income (less survival needs, say) to save
his child’s life and in addition would be willing to stand in line for four hours
a day every morning. In this case his total willingness to pay (in money and
time) is clearly greater than his ability to pay. Clearly if he could freely buy
and sell labor, this case would reduce to the standard credit constraint case, but
given the many institutional features that govern labor markets, this would be
an extreme assumption.'?

15 Another example that exploits a different rigidity in labor markets is the following: there
is a woman who is not allowed by her family to work is willing to walk three miles every day
to make sure that her child gets an education. Her ability to pay (assume that the rest of the
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4.1.2 The bureaucrat’s instruments

We will focus on direct mechanisms, which are ones where the bureaucrat simply
announces (and sticks to) an allocation rule which he specifies as a function of
the beneficiary’s announced type, the probability that she will get the slot, the
price she will have to pay and the amount of "testing” that she would have to
go through (and possibly, pass).

Testing consists of a technology for detecting types directly. If used on
someone of type L for a period of time ¢, the probabilty that he will fail the
test is ¢ (t). The corresponding probability for a type H is ¢ (t). Both are
Z;Z ((tt)) > 1 and strictly increasing in ¢.The cost of testing for
t hours is vt.The cost of being tested for ¢ hours is dt.

The mechanism then takes the following shape: the bureaucrat announces
two vectors (pm,tm,my) and (pr,tr.mr) and then the two types self-select.
We will restrict ourselves to winner-pay mechanisms here (mechanisms where
you don’t pay when you don’t get a lot) but the results for the more general
case where you may have to pay a non-refundable "entry fee” to even enter
the bidding are similar (see Banerjee (1997)). We recognize that the actual
mechanism used will often be very different from the direct mechanism: we
discuss some of the issues this raises in the concluding sub-section

increasing in ¢ but

4.1.3 The bureaucrat’s incentives

We assume that the bureaucrat is the agent of what we call the government
but others have called the constitution-maker, a principal whose preferences is
to maximize the social welfare generated by the allocation of the slots. This is
partly an artifact of the way we model things. What is key is that the bureaucrat
has a boss whose objectives are different from his and who is in a position to
punish him. Otherwise he would never have to break any rules since he, in effect,
makes his own rules. The assumption that his boss cares about social welfare is
convenient but not necessary. Much of what we have to say would go through
if the principal cares less about the bureaucrat’s welfare and more about that
of the other beneficiaries than the bureaucrat, which may be true even if think
of the principal as the standard issue, partly venal, politician. After all, the
politician cares about staying in power and making the bureaucrat happy may
not be the best way to get there. Of course, it could be that the bureaucrat is
the one who cares the beneficiaries and is trying to protect them from his boss.
This is an interesting and not necessarily unimportant possiblity that we do not
investigate here. More generally, a set up like ours deliberately rules out the
more interesting strategic possibilities that arise in models of political economy,
in order to focus on the implementation issues that arise even without them.!®

family does not care about education) is clearly less than her willingness to pay.

16There is some tension between the assumption of distribution neutrality and the assump-
tion that some beneficiaries do not have enough money to register their willingness to pay:
why not simply give them more money (raise their yg and yr,)? Implicit behind this assump-
tion is a view that public money is scarce. Moreover it may be hard to give away money,
because even those who do not need the slots may start asking for them, if the government is
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The bureaucrat’s role in our framework is to allocate the slots, which is
something that the government cares about but does not directly control.The
government sets the rules under which the bureaucrat is supposed to make the
allocation. In particular, the government defines a set T which defines the levels
of testing that can be given to H types and L types, a set P which defines the
set of prices they can be required to pay if they get the slot, and a range © of
the share of slots that the H types can get.

To make these rules bind, we need to assume that the bureaucrat has a cost
v of straying from these rules. To generate corruption we need to assume that
the cost y varies across bureaucrats (with a distribution function G(v)) and is
unobserved by the government—without this assumption the rules will never be
broken in equilibrium (since in this framework, there is no point to having rules
that everyone breaks—we will return to this point in the concluding sub-section)
. A corruptible bureaucrat is one for which 7 is finite.!”

This setting naturally gives rise to the following concepts:

e Corruption is when the bureaucrat breaks the rules

Bribe-taking is when the bureaucrat breaks rules for money.

Red-tape is socially unecessary testing.

Allocative inefficiency is when the wrong people get the slots.

4.1.4 A useful typology

Before jumping into the analysis of this model, it is helpful to underline some
of the different possibilities that can arise in our framework. The following
typology will prove to be particularly handy—the labels of the cases should be
self-explanatory, but, in any case, more explanation will emerge as we analyse

each case.!®
cases Yy > yL ya <YL
h>1 TI: Aligned ITI: Partial Misalignment

h <1l 1II: Partial Misalignment IV: Misaligned
The fact that we have only four cases is of course an artifact of the assumption

offering cash to all those who apply. But if public money is scarce and giving away money is
hard, how can we not care about the distribution of surplus between the bureaucrat and his
clients. Assuming that the government puts more weight on the welfare of the beneficiaries
than on the welfare of its own bureaucrats would probably make more analytical sense, at the
cost of complicating the analysis.

17This formulation is quite specific in that the cost of violating the rules is independent of
the extent of violation.

18The fact that we have only four cases is of course an artifact of the assumption that all H
types are identical in their willingness and ability to pay and likewise for L types. However the
basic distinction were trying to make here is between the case where H types are willing and/or
able to pay more and the case where they may not be (captured by h <[ and yg < yr,). The
situation where a large fraction of L types are willing tand/or able to pay more than a large
fraction of H types is qualitatively very similar to the cae where all L types are able/willing
to pay more than all H types.
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that all H types are identical in their willingness and ability to pay and likewise
for L types. However the basic distinction we are trying to make here is between
the case where all H types are willing and/or able to pay more and the case
where at least some H types are not able/willing to pay more (captured by h <[
and yg < yr). The situation where a substantial fraction of L types are willing
tand/or able to pay more than a substantial fraction of H types, is qualitatively
very similar to the case where all L types are able/willing to pay more than all
H types.

4.2 Examples of case 1

The pure market case H = h = yg,L =1 =y, is a part of this case, but it is
broader than that: Some of the other cases that fall into this category include:

1. Choosing efficient contractors for road construction: Type H are the more
efficient contractors. For the same contract, they make more money: h >
l. Since they are the one’s who will get paid, the price they pay to get
the contract is just a discount on how much they will eventually get paid
rather than out of pocket expense. It is plausible therefore that yy = h
and yr, = [.

2. Allocating licenses to import to those who will make the socially optimal
use of them: In an otherwise undistorted economy, the private benefits
should be the same as the social benefits, like in the road construction case,
but in this case there may be credit constraints because you pay first and
profits from them later. However it is plausible that the type H’s should
be able to raise more money than the type L's. ygy <h=H > L=1>yr,
and yr < YH.

4.2.1 Examples of case II

This seems to us to be the least likely of the four cases: one possible example
is a merit goods like subsidized condoms against HIV infection: H are high
risk-types. They like taking risks: Hence h < I. But may well be richer (say
because they can afford to buy sex): yg > yr,

4.2.2 Examples of case III

1. How to allocate hospital beds? The H types are the one’s who really need
them (say, rather than those who just need cosmetic surgery). The social
valuation probably should be the private valuation in this case: H = h >
L =1 > 0. However there is no reason to assume that the H types can
afford to pay more. We capture this by assuming: yg = yr = y.

2. How to allocate subsidized foor grains targeted towards the poor. Pre-
sumably the H types are the poor who benefit more from subsidized
food grains and the social benefit is plausibly just the private benefit:
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H =h>L=1>0. However the poor may not be able pay as much for
the grains as the non-poor: yg < yr,.

4.2.3 Examples of case IV

1. Law enforcment: This is the example we already mentioned where the slot
is not going to jail: H > 0> Lyyg =yr =y, h=1>0

2. Driving Licenses: This is another example that came up before. The one
difference from the previous example, may be that bad drivers probably
value the license more since they are more likely to be picked up by the
police: H >0> Lyg =y =y, h <l.

4.2.4  Analysis of case I

If H> L > 0, it is always possible to set pg = yr + ¢, p = yr and allocate
a slot for every H type—the rest are alloacted to the L types by lottery.
The incentive constraints for self-selection are satisfied since the L types cannot
pay more than y;, and as long as € is small enough the H types will want to bid
pr + € to get an increased chance of getting the slot.

What would a corruptible bureaucrat want to do to maximize the value of
the revenues that he can collect from allocating the slots? One option is to set
pr = yr. Set py such that the type H does not want to claim to be a type L,
ie.

1— Ny
h — < (h— —_—
(h=pu) < (h—yL) N,
In this case it is optimal to set
. -1
pr = min{yy, (h —yr)—— +yr}
L

Offer the goods with probability 1 to the type Hs, and with probability %
to the type Ls. This option generates the optimal social allocation and involves
no red-tape. Therefore if this is what the bureaucratic wanted to choose, the
government could just allow him to maximize profits—i.e. just ”sell” him the
right to allocate the slots and impose no constraints on him.

The problem is that in this case py might very well be lower than yz: the
bureaucrat is not extracting all the rents from the type H’s. One alternative is

to set
N -1

N
and not sell to the Ls at all. This is the monopoly option and generates an
inefficient outcome.

However there is a third option that is relevant as long as v, the cost of
testing to the bureaucrat, is small enough. In this option anyone who claims to

prL =pu =yu > (h—yL) +yr
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be a type L gets tested for a duration t; but no one gets rejected even if they
fail. Then type H's IC constraint becomes

1— Ny
(h — pH) = (h — yL)T — 5tL.
L
Clearly py goes up when ¢ goes up, which is what makes this an attractive
option as long as v is small. To limit the number of possibilities, assume that
v=20.
Of course by doing this the L type is being made worse off. So ¢; must

satisfy TRy,
1

— Ny
N, ot >0

As long as IRy, is not binding, raising ¢; always pays off in terms of allowing

pg to be raised. Once it binds, it is possible to continue to increase t; by

reducing py, below yr, but this will never pay off since reducing p;, also forces

the bureaucrat to reduce pg.

The first point to be noted about this third possibility is that comes with
red-tape. The testing is unnecessary since there is a mechanism that always
delivers the optimal allocation without testing. This red-tape is faced by L
types, i.e those who have a low probability of getting the good and is in order to
create some artificial scarcity and extract more rents for the bureaucrat (along
the lines suggested by Shleifer-Vishny (1994)).

The second point is that red-tape only emerges when y;, < [ and from the
IRy, above it is clear that ¢y is increasing in | — yr. This makes clear why
people do not have to go through red-tape when they try to buy most marketed
goods (which are goods for which [ = y;,). Governments are associated with
red-tape, in this view, because governments often supply goods that markets do
not supply or supply inefficiently

Another point that emerges from looking at IRy for this case is that the
extent of red-tape is decreasing in the scarcity of the good. Scarce goods can
be efficiently allocated without much red-tape because the H types are already
grateful for getting them and are willing to pay a high price for them. Red tape
comes about as an antidote to abundance.

A fourth point is that the outcome with red-tape always welfare dominates
the monopoly outcome: all the slots are being used here and while the L types
do suffer some socially unnecessary testing, they are better off than they would
be if they never got a slot. On the other hand, the first outcome, which is
the outcome without red-tape, always welafre dominates the outcome with red-
tape. The problem is that from the point of how much money the bureaucrat
is making, it is the other way around: The red-tape outcome generates more
revenue compared to the efficient no red-tape outcome but not necessarily the
monopoly outcome.

The rationale for why the government may make rules that then create
corruption and specifically bribe-taking follows from the previous observation:
In this case an attempt to penalize money-making by the bureuacrats (say by

(I —yz)
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imposing a cap on the price of the slots at pg + ¢) will always (weakly) improve
welfare, at the cost of generating bribe-taking (because of partial compliance),
either by improving resource allocation (in the monopoly case) or by reducing
red-tape (in the red-tape case). The one exception is the situation mentioned
above, where y;, = [ (so that there is no red-tape) and the bureaucrat prefers
the efficient outcome to the monopoly outcome.

Under this theory of corruption, the predicted correlation between red-tape
and bribe-taking is likely to be positive (which is consistent, as mentioned above,
with what La Porta et al. find in the data). Except in the one case mentioned in
the last paragraph, the government will always prefer to cap the price, though
the exact level of the cap might vary. As the incentive to be corrupt goes up—it
is easy to see that the incentive is increasing in yg — yr, | — yr, the abundance
of the slots and the enforcement of the anti-corruption policy— the extent of
bribe-taking and red-tape will go up, and even though the government may
raise the price cap in order to reduce violations, the net effect on the extent of
bribe-taking and red-tape should still go in the same direction.

It is however possible to get the correlation to go the other way. An increase
in yg — yr keeping [ — y, fixed will eventually cause the corrupt bureaucrats to
switch from the red-tape outcome to the monopoly outcome and we will see an
increase in bribe-taking and a fall in red-tape. If the primary source of variation
is in yg then this would predict a negative correlation.

One would also expect to see a negative correlation if in addition to capping
the price, the government puts pressure on the bureaucrat to improve the allo-
cation and this moves the bureaucrat away from the monopoly outcome (which
has higher bribes) to an outcome with red-tape.

Along the same lines it is worth pointing out that in this case it could be
counterproductive for the government to try to make a rule that tries to limit
red-tape if it simply moves the bureaucrat towards the monopoly outcome.

Finally, if we were prepared to go outside the world of our model and assume
that the government does not set the cap strategically but rather its just there
or it is therefore for other unmodeled reasons, then it could be that the cap is
actually below y,. Take the extreme case where it is supposed to be free (the
cap is zero). In this case the government would actually want the bureaucrat
to test those who apply for the slots (since the price mechanism will not do any
screening). Here a bureaucrat who is corrupt might actually do some good: all
he needs to do is to raise the price for the H types to yg + € and scrap the red-
tape and social welfare would unambiguously go up. In such cases bribe-taking
would be an antidote to red-tape and they would move in opposite directions.
This is the old idea that corruption greases the wheels and increases efficiency
(Huntington (1968)), but note that it can only happen when the government is
not using its choice of rules to maximize welfare.

Now consider the alternate scenario within Case 1, where L < 0. This case
is simple if the government can reduce the number of slots to Ng. Then the
government can just let the bureaucrat set the monopoly price.

If the number of slots cannot be controlled (say the bureaucrat can create
extra import licenses up to a point), then the government will want to make
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it a rule that the minimum price for these slots has to be yz,. Corruption here
will take the form of the bureaucrats selling off the surplus slots for a price
below the minimum price. If this is too big a problem the government may
also set a testing requirement. Everyone would have to be tested for ¢* units
of time before they get a slot: As long as dt* > [, the L types will not want a
slot. However it is not in the bureaucrats interest to test people since this eats
into their willingness to pay. Therefore we would expect a negative correlation
between bribe-taking and testing (which we should interpret as red-tape since
it is possible to achieve the optimal allocation without testing).

4.2.5 Analysis of case II

The basic incentives in this case are very similar to case I. The one difference
is that the H types want the good less now relative to the L types, and this
makes it harder to extract the rents from the H types will continuing to serve
the L types: Hence there is more of a tendency to move towards what we called
the monopoly solution in the previous sub-section, where the L types are not
served at all and there is no red-tape.

4.2.6 Analysis of case III

Assume that h > [, yg = yr = y which are the assumptions under which
this case is analyzed in Banerjee (1997). Also to limit the number of cases, let
yg =yrL =y <.

In this case a government that is interested in maximizing social welfare
would set up a “price” mechanism: py =y, and pj such that:

(1—- Ng)

l—y= N, (I =p1)

and gives it to self-professed h types at price y and to self-professed [ type at
price p} .1 There is no testing needed.

What would a corruptible bureaucrat do? If there is no check on prices or on
allocative efficiency, he will raise the price for everyone to y and hold a lottery.
There would be no red-tape. The government may want to fight this by capping
the price that can be charged the L type at p}, while leaving the bureaucrats
free to set py. Now the bureaucrats who violate the rule will still allocate and
random (and charge p;, = py = y) but those whose cost of being corrupt is
higher will allocate optimally.

The government may in addition want to control allocative efficiency di-
rectly. If the government also puts a penalty on misallocated slots, the corrupt
bureaucrats will still raise the price to y and then test the self-professed H types
to generate sorting. Assuming (for convenience) that no one ever fails the test
(so that it is totally useless as a test) the amount of testing will be given by

1— Ny
TL(Z—Z/)

19This only works if 3 is high enough. Otherwise p;, might have to negative.

l—y—étH:
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which is the condition that gets the L types to reveal that they are L types. The
red-tape here is on the H types—those who will get it with a higher probablity of
getting the slots also jump through more hoops. This is in contrast with Case
1 where the red-tape is on type L.

We will therefore see both bribe-taking and red-tape, but the L types will
pay bribes and the H types will suffer red-tape. What happens in this setting
when y goes up? Note that the pj is defined by

(1-Npg)

N, (l *PL)

l—y=
It is easily checked that the gap between y and p; narrowed by the rise in y.
The temptation to take bribes goes down when y goes up. Similarly from the
definition of ¢y it is evident that ¢y goes down when y goes up. In other words
when y is what varies red-tape and bribe-taking move together. Moreover the
bureaucracies that serve the more financially constrained (low y) will be the
ones where we will see most of both.

The same positive correlation would also be observed when the source of
variation is the extent of corruptibility in the bureucracy. When the slots become
more scarce, it is easily checked from the equations defining pj and ¢g that both
red-tape and bribe-taking will go up. So once again they move together, but
the underlying causal channel is exactly the opposite of what we saw in case 1
(there scarcity helped, here it hurts).

A final observation: Suppose the government cannot control allocative effi-
ciency. Then, as we saw, allocations may be very inefficient, but there will be
no red-tape. Red-tape emerges here as a symptom of the government’s success
in fighting allocative inefficiency. While red-tape is undesirable all else being
the same, its absence might reflect a more serious government failure. On the
other hand, if the government can control allocative efficiency, then controlling
red-tape may be extremely beneficial.

4.2.7 Analysis of case IV

Let us first restrict our attention to the even more specific situation where
Ny > 1,y =1 > h =yg. The goods are scarce, but the private valuation of
the high types is lower than that of low types—as in, for example, Laffont-Tirole
(1993). The analysis in this section draws upon Guriev (2004).

The price mechanism will not give us allocative efficiency in this case. The
optimal mechanism involves setting the lowest value of ty such that

h—6tg—p > 0

(1 — ¢L(tH>)(l 7p) — §tH = 0

for some value of p. Clearly it must also be the case that p < h.
In this case a corrupt bureaucrat will try to raise the price and give it to
the [ types to both types). They will not want to test since testing is a waste.
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The government will cap the price to improve allocative efficiency. As a result
there will be bribe-taking and there will continue to be inefficiently low levels
of testing.

Corruption will be negatively correlated with red tape, if what varies is the
corruptibility of the bureaucratic class. Testing and allocative efficiency will be
positively correlated. On the other hand if the extent of misalignment, [ — h, is
what varies then, corruption, red-tape and misallocation may go together.

The case where the slots are more abundant (Ng < 1) or even (N < 1 but
L < 0) is not very different. The rules will involve some testing and setting price
lower than h. Corrupt bureacrats will try to maximize profits: the problem they
face is exactly like the one in case I (all that is different is the social ranking
of the two types). As in that case, the less desirable (now H) types may only
get the slot with a probability less than 1, and they may actually best tested to
discourage the L types from pretending to be H types.

4.3 Summary and Implications

The first purpose of setting up and analyzing this framework was to illustrate
a style of thinking about corruption that treats the rules as an endogenous
outcomes, rather than as outside the scope of study. This allows us to ask
whether the rules we observe make sense and help us understand where we
would need to act in order to reduce the distortions caused by corruption.

Second, it makes clear that the problems caused by corruption can be very
different in different contexts. For example in case I, the government is trying
to fix the problem that price is too high and correspondingly demand is too low,
while in case IV it is fixing the problem that the demand is coming from the
wrong people. The differences between these situations is important both from
the point of view of positive economics — we would expect to see very different
patterns of bribe-taking, red-tape and misallocation in each of these cases —
as well as from the point of view of policy, since we would want to base our
anti-corruption efforts based on who is expected to pay the bribes and bear the
red-tape. For example, in case I the people who are being deprived of the good
are the L types, which is not very costly for society because they are the ones
who value the good less (this is even more true because this case only arises
when there are relatively few L types).

Another purpose of this exercise was to make a substantive point: One
common theme that runs through the various cases is that corruption is much
more of a problem when the underlying allocation problem involves goods where
either there is a mismatch between the private and social preferences or goods
where there is a mismatch between the ability to pay and the willingness to pay.
One reason, therefore, why there is more corruption associated with governments
is that governments tend to step in precisely when there is this kind of mismatch
and therefore markets do not function very well.

To underscore why corruption in government tends to be more serious than
corruption in the private sector, it is worth comparing corruption in government
and corruption in the private sector within the world of our model. The private
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sector operates in the sub-case of our case I — which we call the pure market
case — where we should expect H = h = ygy, L = | = yr. In this case the only
possible distortion comes from the fact that the bureaucrat wants to make more
money by selling only to H type. Clearly a private firm, which presumably
wants to make money, would also go to this outcome if it had direct control.
If there is corruption in this case, it must arise from the firm being unwilling
to share its profits with its bureaucrat: essentially the one case where this may
happen is when the profit maximizing solution is to set p;, = py =1 = L and
to sell to everyone. However if (say) the firm decrees the entire revenue from
this should go to it, the bureaucrat might prefer to ration the good (at least
to some fraction of the population) and demand a bribe of H — L, in addition
to the price.?? Notice however that as long as the firm was willing to give its
bureaucrat a high enough share of the revenues, this would not happen: At the
heart of the problem is the fact that the firm is unwilling to ”sell” the firm to
the bureaucrat, probably because the bureaucrat is unable or unwilling to pay
a high enough price for it (crediit constraints or lack of risk capital).

Contrast this with the case where it is the government that is the principal.
The problem here is that the government does not want profit maximization and
therefore does not want to ”sell” the job to the bureaucrat, who would actually
be happy to be allowed to maximize profits. This significantly alters the nature
of corruption and the social costs associated with it.

The obvious corrollary to this claim is that the government needs to be real-
istic about the market failures it can fix, given the limitations in its monitoring
capacity. For a formal development of this point see Acemoglu and Verdier
(2000).

A third point that the framework brings out is that bribery and red-tape,
while undesirable in themselves, may be the result of trying to fix some other,
more serious problem. The fact that there is no bribery cannot be interpreted
as evidence that all is well.

Fourth, it suggests that under many circumstances red-tape and bribe-taking
may be the result of a partially successful attempt to combat corruption. Bu-
reaucrats who are free to charge as much money as they want and keep it,
obviously will not want to ask for bibes and may not also have the incentive
to create red-tape, since red-tape is a cost for their clients and eats into the
surplus they can extract. One way to end bribe-taking and red-tape therefore
is to lift all rules on the bureaucrat. The trade off is that it might lead to a
massive misallocation. Therefore the absence of bribe-taking or red-tape is not
a guarantee that corruption has not had any deleterious consequences. Indeed
the problems created by corruption may be so bad that the government actually
ends up giving up on regulating (which eliminates bribe-taking and red-tape),
even when regulation is highly needed. 2!

200f course, if the firm knew exactly how many clients were there, it would notice that it is
getting less money than it expected, but our model is easily extended to the case where the
firm does not exactly know the size of the population of applicants but its agent does.

211t is alleged that in Mexico the requirement of drving tests to get a licence was eliminated
not because everyone could drive safely, but because of the amount of corruption it was
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Finally, the results from our framework make it clear that it is only under
quite specific conditions that we can interpret the correlations between bribery,
red-tape, etc. as evidence for a particular theory of corruption. Alternative
theories of corruption, represented by the different cases that we identified, can
all generate the same kinds of correlations between observables.

5 Empirical Work Revisited: Testing theories of
corruption

5.1 The effect of incentives

Much of the current empirical work on corruption only tests the piece of the
theory that emphasizes the effects of incentives on the probability that a bu-
reaucrat breaks a rule. They start from some source of variation in the level
of monitoring of the bureaucrat and/or his rewards for being rule-abiding, and
look at the effect on the chance that a rule is broken. For example, Fisman and
Miguel (2007), find that an increase in punishments for parking violations in
New York City reduced the violations amongst the set of diplomats that were
most likely to violate the rules. Using experimental techniques, Olken (2007)
finds that the theft in road projects is greatly reduced by raising the probability
of being caught. Duflo, Hanna and Ryan (2008) and Banerjee et al. (2007) find
that strengthening incentives reduces absenteeism. Using a natural experiment
in Buenos Aires hospitals, Di Tella and Schargrodsky (2001) find effects of both
more stringent monitoring and higher wages on procurement prices.

Several more recent papers in this space have also tried to go a step further
and understand whether or not a reduction in corruption due to monitoring and
incentives improve the final allocation of services. In the case of the Di Tella
and Schargrodsky (2003), less bribe-taking means better procurement prices,
which is the outcome of interest. Olken (2007) looks at the effect of auditing
not only on theft, but also on the quality of the roads that were built. Duflo,
Hanna and Ryan (2008) study whether incentives can create distortions due to
multi-tasking. In other words, they are concerned that in order to complete the
task as specified by the incentives, the agent reduces their effort along other
dimensions. Specifically, they ask whether providing incentives for teachers
to attend school will cause the teachers to compensate by teaching less. To
answer this question, they measure not only teacher attendance as the final
outcome, but also the learning levels of the children and find that the multi-
tasking problem is certainly not large enough to outweigh the benefits of better
incentives.

generating.
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5.2 Beyond shirking and bribery: how bureaucrats distort
resource allocation

Bertrand et al.(2007) take a further step towards our framework by treating the
bureaucrat’s problem as a problem of allocating resources and therefore allowing
for the fact that there is no one to one correspondence between less bribe-taking
and a better social outcome. The basic idea of the paper is to experimentally
vary the underlying types a bureaucrat faces and use the bureaucrat’s responses
to infer the allocative mechanism used the beuraucrat.

Specifically they compare three randomly chosen groups of license candi-
dates. The first group was told to obtain a license as usual, the second group
was given a large incentive to obtain the license in the minimum legal time al-
lowed (30 days) and a third group was offered free driving lessons. Within our
model the second group represents a situation where A and ! have both gone
up by the same amount and the third group a situation when the fraction of h
types, %, goes up.

The driving license case, as noted above, corresponds to our case IV. To
reduce the number of possible cases, assume that yy = h < [ = y;, (which, as
always, is to be interpreted as the case where a substantial fraction of L types
are willing and able to pay more than a large fraction of H types). Moreover
also assume N < 1 but L < 0. Finally assume that the bureaucrats know that
there is a change in the environment but the government’s rules do not change
(perhaps because the government is unaware of the change in the environment,
which is plausible).??

It is easy to check that in case IV an equal increase in h and [ without any
change in the rules, will have a number of different effects. L types will now
want to apply even if they are assigned to a bureaucrat who is being ”honest”
i.e. whose cost of breaking the rules are too high compared to the benefit to him
from breaking the rules. Therefore, the fraction of those who apply to an honest
bureaucrat and end up getting a licence should go down. However just because
many more L types apply, many more will (just by chance) end up passing and
the average quality of those who get a licence would go down. However the
gains from being corrupt would also be higher and this will reduce the fraction
of bureaucrats who choose to be honest.

The ”corrupt” bureaucrats, i.e. the ones who will opt to break the rules, of
whom there are now more, will raise the price. The fraction of L types getting
through, conditional on being allocated to a corrupt bureaucrat, should not
change but since there are now more corrupt bureaucrats, the average quality
of driving among those who get a licence should go down. Moreover because
there are now more corrupt bureaucrats the average amount of testing should

22The bureaucrat does not have to know that there is an experiment going on. All that
we require is that the applicants have the opportunity to signal to the bureaucrat that there
is a change in the environment, by showing a greater willingness to pay bribes or by offering
higher bribes than he would have expected. Our assumption that the bureaucrat makes a take
it or leave it offer, makes it harder for him to learn about the change in the environment, but
in the real world there is probably some back and forth that facilitates information exchange.
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also go down.

By contrast, an increase in the fraction of H types in the population (the
second treatment) should improve the fraction of drivers who get a licence when
they get allocated to an honest bureaucrat as well as the average quality of
licenced drivers. Those who get allocated to a corrupt person, should get more
or less the same treatment, with the licences going to the highest bidders and
perhaps some red-tape on those who want to pay less (H types) to discourage
those who are willing to pay more from claiming otherwise.

The results from the incentive treatment show that individuals who were
offered the incentive were 42 percentage points more likely to obtain it in 32
days or less. However, they paid about 50 percent more to obtain this licenses,
and they were more likely to break a rule during the process (for example, they
were 13 percent more likely to not take a driving test). In the end, these extra
payments translated to a greater number of bad drivers on the road: those
offered the incentive were 18 percent more likely to obtain a license despite
not knowing how to operate a car. These results are entirely consistent with
theoretical predictions discussed above, as long as there are enough bureaucrats
around who have a relatively low cost of breaking the rules. In particular while
the decline in the quality of driving among those who have a license would
happen both with honest and corrupt bureaucrats, the reduction in testing can
only happen in our model if the bureaucrat is corrupt.

It is worth pointing out that one would not observe the same pattern if
the bureaucrats did not know that the distribution of h and [ has shifted. In
this case if A and [ go up by the same amount both types would now want to
be tested when they hit an honest bureaucrat. If they end up with a corrupt
person, both types will just pay and get the licence without being tested. The
average price would not change and the fraction getting tested would go up.
However the quality of driving among those who get a licence would go down
since the [ types who hit the honest bureaucrat now want to be tested. This
clearly does not fit the facts about price and testing.?3

The results of the driving lessons treatment, are also broadly consistent with
the theory. Those in this group are tested more often and more likely to have got
the licence based upon passing the test. This last fact in particular suggests that
there are some honest bureaucrats around. They also pay less for the licence,

23However it also worth remarking that our assumption that bureaucrats are randomly
assigned to applicants plays a very important role here. One alternative assumption would be
that applicants can either chooose to go through the official system knowing that an honest
bureaucrat will be assigned to them with some probability but otherwise they end up with a
corrupt guy who will always fail you (because in the official channel there are no bribes—the
corrupt bureaucrats find it at least weakly optimal to fail everyone who comes through the
system). Or you can choose to go through the unofficial channel which guarantees that you
pay a bribe and get the licence. In the original equilibrium oif this game it is likely that all
H types will try the official channel while the L types will go the other way. In this scenario
only H types ever take the test and fail

In this case during the experiment H types will shift towards the corrupt route and therefore
end up paying more, testing less and an increased probability of getting a licence. However,
counterfactually, average licenced driver quality will go up because the fraction of H types
who fail goes down.
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though much more than they should have legally. This is in fact a prediction of
the exactly model we have, but only because we assumed (for convenience) that
all H types have a lower willingness to pay than all L types. A more plausible
argument is that the H types actually have an incentive to shop around, i.e.
go to multiple bureucrats till they find one who is honest. We do in fact see
shopping around in their data and it is therefore a plausible explanation for why
the increase in the fraction of H types reduces the average amount paid.

The paper also some evidence that there is a lot of red-tape i.e. pointless
testing. They show that of those experiment participants who, at least initially,
tried to follow the rules (get tested, not pay bribes, etc.), there is a a higher
success rate among those individuals found to be unqualified to drive based
on the independent test (74 percent compared to 62 percent). In other words,
the probability of getting a licence is less than 1 even those who can drive and
not higher for them than for those who cannot, suggesting that passing the
test is uncorrelated (at best) with driving ability. The testing serves no direct
screening purpose.

Both these features—a probability of winning less than 1 and pointless testing—
are consistent with case IV, in the scenario where slots are abundant. However
to get pointless testing, it is important that yy < h — otherwise you might as
well raise the price all the way up to h. This divergence between the ability to
pay and the willingness to pay, seems implausible in this context. The amounts
of money involved (around $25) are not large for the poor in Delhi, which is
where the experiment was carried out.

A more plausible story might be that the applicants do not fully understand
the rules of the game and therefore think that it is easier to use the official
channel than it actually is, while the bureaucrat is not in a position to directly
explain to them how things really work, and therefore is using the fruitless test-
ing to signal to them that they need to readjust their expectations. This would
be consistent with the fact that no one directly pays a bribe to the bureaucrat:
Those who want to go the bribe route go to an agent, who facilitates the trans-
action. When someone actually approaches a corrupt bureaucrat through the
official route, the bureaucrat does not ask for a bribe, and instead goes through
the motions of what he is supposed to do, while presumably trying to make sure
that the next time they go directly to the agent.

5.3 Changing the rules

To date, much of the empirical literature focuses on how bureaucrats respond to
incentives, with the rules being kept fixed. Our theoretical framework, however,
also emphasizes the impact of different choices of rules, taking into account the
bureaucrat’s response.

One challenge with looking at this issue empirically is essentially method-
ological: What should we assume about the extent to which these rules are
the product of optimization by the government? The government clearly makes
many rules to combat malfeasance by government officials, but how well does it
understand the consequences of these rules for corruption?
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There are two possible approaches to this issue: One is what one might call
the political economy approach. This is the position taken in the theory section
here: We assume some preferences for the government and figure out how the
rules and the nature and extent of corruption should vary as a function of the
underlying economic environment if the government was optimizing based on
those preferences. We could then look for evidence for the comparative static
implications of that model, and jointly test the model and our assumption about
what is being optimized.

The alternative is to assume that the forces of political economy, while im-
portant, leave a significant amount undetermined and as a result changes in
rules can often arise as pure organizational innovations, without changes in the
”fundamentals.” This approach leads naturally to an experimental approach
towards studying the effects of the rules.

Banerjee, Munshi, Mookherjee and Ray (2001) implement a version of the
first approach in the context of the governance of localized sugar cooperatives.
They assume that the cooperative maximizes a weighted average of the profits
of the various principals of these cooperatives — the different types of member-
farmers who grow the cane that the cooperative turns into sugar — taking into
account the fact that the management of the cooperative wants to siphon off
as much of the profits as possible, and generate a set of comparative statics
predictions that map the pricing of cane and the productivity of the cooperative
onto the underlying mix of farmers in the cooperative. These implications are
then tested and seem to be broadly confirmed.

However corruption in these cooperatives is essentially private sector cor-
ruption, embodied primarily by the underpricing of cane. We are yet to come
across a paper that combines this political economy approach with the more
complex manifestations of corruption that we identified above.

More importantly, in many instances our theories of political economy are
simply too incomplete to be very useful guides to what rules actually get chosen.
The objective of a specific government at a specific point of time is some complex
product of its long-term goals and its short-term compulsions and moreover, the
way it chooses the rules must take account the compulsions of all future gov-
ernments. While there is an interesting and growing literature on this subject,
it is not clear that it is ready to be taken to the data.

It is also not clear how much governments understand about the conse-
quences of the various policy choices that they are making or about the policy
options that they have in hand. A more evolutionary approach to policy change,
where changes happen because political actors are trying to solve some ”local”
problem but the solutions often have unanticipated and often global conseque-
ces, may be more descriptively accurate. Certainly it fits better with the kinds
of stories that one hears about how change came to China.

An advantage of this second approach is that it permits us to think of policy
changes as organizational innovations, and therefore at least initially exogenous
in a way that technological innovations are usually thought of as being exoge-
nous (in other words, the assumption is that need to solve problem is a product
of various forces of society, but the adoption of a particular solution at a par-
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ticular point of time, less s0).2* It also makes it clear that governments might
choose bad rules (rules that go against its own objectives, because it does not
understand the consequences of its choices

A number of recent empirical exercises start from this point of view. For
example, Besley, Rao, and Pande (2006) find that, in South India, there exists a
relationship between holding village meetings (i.e. more community participa-
tion in the process) and better allocations of BPL (Below Poverty Line) cards,
that provide privileged access to subsidies and government services. Bjorkman
and Svensson (2008) study decentralization in an experimental context. Rather
than imposing all centralized rules on health centers, community meetings to
decide the most important rules that health centers should be following, and
the mechanisms for the community to monitor the health centers. They find
incredibly large impacts: infant mortality rates were cut by one-third. However
Banerjee et al. (2008) who evaluate a similar decentralization program in India
find that it performs no better than the civil service system based system of
monitoring teachers.

It is difficult to think about what to make of these vastly different empirical
findings given that we do not have a particularly good theory of how decentral-
ization affects corruption and the distortions associated with corruption.?> How
does decentrlization change the kinds of rules that are optimal and the direction
in which they get violated? How does the exact nature of decentralization factor
into all this?

As it is, the presumption behind the empirical literature is to decentral-
ization as a shift of control rights into the hands those who have more local
information. The basic notion is that the government now has more informa-
tion and therefore can limit the extent of malfeasance by the bureaucrat. We
do see some evidence that the easy availablity of information matters: In the
driving licence experiment Bertrand et al. (2007) report that there are two
things that bribes cannot get around: One is the requirement of showing some
proof of address and the other is the requirement of waiting at least 30 days
after making the initial application for a learner’s permit. Neither of these seem
as important as being able to drive, especially in India where the driving licence
is not always accepted as an identification, but violations of these rules is easy
to observe, whereas the inability to drive properly is something that requires
another test to verify. Therefore these are the rules that get enforced.

However the answer to the question of what rules gets violated in what way
must also depend on who exercises which type of control rights and what infor-
mation reaches whom, which all turns on the exact model of decentralization
that gets adopted. More generally, theoretical work mapping the effects of al-
ternative organizational forms on the choice of rules and corruption outcomes
must be a high priority if this literature has to make progress.

24Banerjee (2002) discusses many of these methodological issues in greater detail.
25Bardhan and Mookherjee (2006) is a rare.
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6 Conclusion: Where should the literature go
next?

We have alreay discussed a number of the gaps in the literature: The point about
more tightly modeling the effect of organizational forms made in the previous
paragraph is of course one of them. Below we list a number of others.

6.1 Corruption and competition

Thinking about organizational forms naturally leads to the role of competition
in reducing corruption, as emphasized by Rose Ackerman (1978). The way we
modeled corruption takes as given the idea that the assignment of applicants to
bureaucrats is random. This effectively places the applicants and the bureaucrat
in a bilateral monopoly setting. However the nature of competition between
bureaucrats ought to be a policy choice governed by the nature of the underlying
incentive problems. This is an area that needs further exploration.

In particular competition is not always a plus. As pointed out by Shleifer
and Vishny (1994) competition between a number of corrupt distinct and disco-
ordinated authorities, who each has the power to block the ”application” might
be worse than a single monopolistic rent-seeker. Barron and Olken (2007), doc-
ument this phenomenon using a unique data set that they collected in Indonesia
of the bribes paid by truck drivers at road blocks. Reduction in the number of
check-points along the road reduces the total amount of bribes collected from
them. Credible evidence on the salutary effects of competition has so far been
hard to found, though no doubt the right setting to look for them will emerge
soon.

6.2 Implications of illegality and non-transparency

One reason that corrupt bureaucrats find it hard to coordinate with each other
is that corruption is illegal. This essential non-transparency has a number of
important implications that deserve further study. First, if the applicants for
the slots differ in their ability to make illegal deals for either intrinsic or extrin-
sic reasons, then the playing field is no longer level, which introduces important
distortions. This not merely a theoretical concern: Many countries have laws
that forbid their firms to pay bribes in foreign countries, which could poten-
tially act as a constraint on foreign investment in countries with high levels of
corruption (see Hines (1995)).

Another fallout of this non-transparency that we already noted is the reliance
on agents to intermediate bribe-taking.?6 The theory how the use of agents
alters the nature of corruption is yet to be developed but Barron and Olken
(2007) provide an interesting insight into it. They observe that in Indonesia,
truckers can either pay a bribe at every check-post, or pay a single bribe to an
agent at the starting city. However the contract with the agent tends to be very

26See Bertrand et al. (2006, 2008), Roseen (1984).
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simple — the amount of the single bribe does not depend on the load carried by
the truck — probably because of the same lack of transparency. This means that
only the most overloaded trucks pay the fixed bribe, and the shape of the total
bribe paid as a function of the truck’s load is concave, whereas theory suggests
that the optimal penalty function ought to be convex.

A third issue also came up earlier. We speculated that a lot of the drivers
who try to get a licence without paying an agent probably do not know the rules
of the game. This happens because corruption is meant to be secret. In other
words, understanding the process by which the real rules of the game become (or
fail to become) common knowledge between the bureaucrat and the applicants
should be an integral part of the study of corruption.

Bertrand, Hanna and Mullainathan (2007) actually gather data about what
individuals who are trying to obtain a drivers’ license know about the licensing
process. They find that not much is known, and more surprisingly, many appli-
cants believe the official process is more onerous than it actually is. They also
found in their qualitative work that discovering the actual rules was surprisingly
difficult given that they change periodically.

This leads to them speculate whether the bureaucrats deliberately try to
make the rules more complicated than they need have been in order to extract
more in rents. Antonassova, Bertrand and Mullainathan (2008) find that in-
dividuals who are supposed to receive subsidized allocations of food-grains in
India are mis-informed about their exact entitlements and the qualitative evi-
dence in this case suggests that the shopkeeper often manufactures “rules” that
increase the scope for his corruption, such as that all grain must be bought on
one of two days.

Thinking about this issue leads us to an interesting theoretical possibility:
Is it the possible that the government’s attempts to change the rules, perhaps in
order to fight corruption, generates so much confusion among the citizens that
corruption actually goes up?

6.3 Learning among bureaucrats

The emphasis on learning brings up another important issue: While much of the
work in the field has focused on innovations in fighting corruption, there has been
little focus on the innovations in corruption. A change in policy/institutions may
reduce the prevalence of corruption to start with, but over time, the bureaucrat
may learn how to adapt to the new policy or institutions. For example, Camacho
and Conover (2008) provide evidence that individuals were better able to game
for the eligibility rules for social welfare programs in Colombia as rules for
eligibility became more known over time. More generally, how much of the
knowledge regarding how to conduct corruption is general knowledge, versus
knowledge to a specific institution?
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6.4 Reintroducing distributional concerns: Understand-
ing extortion

Our asumption that the government maximizes total social welfare, ignoring the
distribution of welfare between the beneficiaries and the bureaucrats is clearly
wrong in many instances. One obvious example is tax collection: Tax collection
is all about who pays. In such cases, the government might prefer an inefficient
outcome because it achieves distributional outcomes better and may therefore
create a more complex set of trade-offs than are permitted here.

Relatedly the fact that the outside options in our model are set up to allow
people to walk away from getting the slot is also potentially problematic, espe-
cially because it says that the outside option does not vary by type. Think of a
tax collection example: suppose you are trying to get a tax exempt certificate
because you have no money. Then an undeserving txa-payer (a type L) who
actually can afford to pay the taxes does have the option to walk away: If he
does not have the certificate he can always pay the taxes and be done with it.
The deserving tax payer (the type H) on the other hand, cannot pay the taxes
and as a result if he tries to walk away from trying to get the certificate he is
risking ending up in jail. His outside option is worse than that of the type L.

More generally, our assumption about outside options limits the posibility of
extortion. However it has long been recognized that one reason many govenment
functions cannot be privatized is because they open up possibilities of extortion.
We need framework that can help us think better about these issues.

6.5 Screening on multiple dimensions

The assumption we make in our framework that there is only one dimension
of asymmetric information is also very restrictive: The bureaucrat may want
to know about both the beneficiary’s type (because misallocation is punished)
and his ability to pay (because he wants to make the more money) and they
may not be perfectly correlated. A very simple example of what can happen in
such cases is worked out in Banerjee (1997) but the general multi-dimensional
screening case is not well-understood.

6.6 Modelling corruption

Our framework also embodies one very specific view of why there is corruption
in equilibrium: it comes off the fact that the cost of violating rules varies across
bureaucrats. However, as discussed at some length in Tirole (1986), there are
others. For example the government may recognize that in some states of the
world the bureaucrat and his clients are in position to cut a profitable private
deal that the government would like the prevent, but lacks the information to
be able to do so. Why not then simply recognize that the deal will happen
and make it legal? One possible answer is that there many other states of the
world where the same deal would be available but in these other states of the
world the government is in a position to detect such behavior and prosecute the
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bureaucrat and thereby prevent the transactions. However if the courts cannot
distinguish between these states of the world where these private transactions
are proscribed and the other states of the world where there are not, the bu-
reaucrat could always claim that the transaction was allowed and get away with
it. By banning all transactions between the bureaucrat and his client, the gov-
ernment is creating the possibility that the rules will be violated from time to
time, but gaining in terms of being able to prosecute the bureaucrat if he goes
too far.

6.7 Norms of Corruption

The idea that the rules may be important in establishing a simple norm that the
courts can easily interpret, suggests a further thought. Perhaps the rules that
the government makes for bureaucrats has a signalling role: The bureaucrat or
the citizen uses them to infer the society’s preferences and therefore to figure
out what they should and should not do. If the government formally allows
its bureaucrats to extort money from its citizens, the citizens might take this
is as a signal that the moral standards of society are low, and therefore feel
comfortable in extorting others. This could explain why governments continue
to have rules on their books that are violated all the time.

On the other hand, a government that has rules on the books but does not
manage to enforce them is also signalling something about its view of rules and
rule-governed behavior that might spill over into other walks of life. For this
reason and others, corruption may have a direct social cost, which is something
our model does not take into account.

6.8 The social psychology of corruption

To fully understand how corruption (or lack of corruption) becomes the norm,
there is a need to try to understand the psychology of when and where people
feel more or less comfortable about engaging in corruption. For example, we
often observe that there is a tendency to try to legitimize corruption. This could
take the form of “excuse making,” i.e. the bureaucrat not directly asking for a
bribe, but instead discussing the costs of his or her time in providing a service to
a citizen. Or alternatively, the citizen may suggest making a payment in kind,
rather than a monetary bribe, to make the bureaucrat feel as if he or she is
simply accepting a gift from a happy citizen, rather than engaging in an illegal
act.

The concept of legitimization may be powerful part of our understanding why
there is not as much corruption in the world as there could be. For example, even
in the most corrupt countries, empirical antidotes suggest that the bureaucrats
will often ask for a bribe to break a rule that goes against a given citizen, but
will not threaten to punish him no reason. For example, traffic policemen often
ask for a bribe if a citizen has committed a violation. However, they will not
necessarily ask for a bribe if the person as done nothing wrong and yet it is
not clear that the enforcement in these two cases is very different. Locating
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the study of corruption in the broader context of how people relate to each
other and to the state, may be very important in really getting a handle on why
corruption exists in some settings, but not others.
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