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Summary

There are many reasons to pause and assess What we know about corruption, an activity that the
World Bank estimates costs about $1 trillion a year, or 3% of world GDP. Corruption is alleged to hurt
economic growth and reduce peoples’ welfare, affect governance and erode social networks of trust.
With globalisation and the rapid increase in cross-border economic transactions, the potential
opportunities for side-payments have multiplied. Hence understanding the sources of corruption and
devising policies to curb it has become more urgent.

This note begins by examining the limitations of the widely accepted definition of corruption - “the
abuse of public office for private gain”. It makes a case for the use of a broader conception of
corruption to involve both public and private officials. Then, it discusses the problems inherent to
measuring clandestine transactions, for which information is inevitably scarce, and the creative ways
in which researchers have dealt with the lack of data. Finally, it presents and assesses three
theoretical frameworks —individual, cultural and relational —that have been applied to examine
corruption and analyses what each of the three frameworks has to say about the impact of
globalisation on levels of corruption around the world.

Conceptual clarifications

Corruption is a concept that occupies an area at the crossroads between the ethical, the
legal, the economic and the political. Even experts at the United Nations Convention
against Corruption have had trouble delineating its contours; so much that when they first
met in 2002, one option under consideration was not to define corruption at all, but to list
specific types or acts of corruption (UNODC 2004).

The most used definition of corruption is “the abuse of public office for private gain.” This
type of corruption always involves the administrative allocation of scarce goods —from
diplomatic posts to export licenses and hospital beds — although this scarcity can very well
be artificially created by the bureaucrats in charge of distributing the goods with the aim of
generating rents for themselves. It is often classified according to whether it is either
political or grand corruption (manipulating elections, undermining the judicial systemand
other scandals related to big money and political influence); or petty corruption (the
exchange of small illegal fees for exemption from administrative processes, favouritism of
bureaucrats in minor positions, minor fraud).

This treatment of corruption as a public sector pathology has been influenced by World
Bank scholarship since the mid-90s. The Bank's interest in issues of corruption arose as
part of the implementation of “second generation” public sector reforms?, linked to the
objective of improving bureaucratic quality and hence focused on public sector corruption.

1 The “second generation reforms”, also called the “Augmented Washington Consensus”, refer to a
set of policy recommendations devised for developing countries involving reform of the state, the
development of a meritocratic civil service, improvement of the quality of public service delivery,
strong financial regulatory agencies, etc. These recommendations were defined after the “first
generation reforms” (adjustment, stabilization and liberalization) proved to have limited success in
guaranteeing sustained groath.

2 The WB research papers on corruption are to be found under Public Sector Development,
Corruption is defined as a public sector issue. There is an inplicit assumption that corruption lies in
public hands although the role of private businesses is not denied.




Not only has the World Bank influenced the study of corruption directly — by being one of
the leading producers of scholarship on this subject — but indirectly, by compiling and
making available the “Governance Matters” dataset which also focuses on public sector
performance and has become one of the standard quantitative measures of corruption in
the literatures.

Despite these important contributions to the analysis of bureaucratic corruption, scholars
should be aware that this is only one type of corruption. Comprehensive studies of
corruption need to move away from this unnecessarily narrow definition and recognize that
corruption is a problem shared by both public and private sectors and to be found in
countries at all levels of development. Corruption in this broader sense involves taking
advantage of entrusted authority or status and using it to advance private interests. This
abuse of power can happen in many contexts and can involve a wide variety of actors. A
more encompassing definition of corruption would be closer to the one offered by
Transparency International: “the misuse of entrusted power for private gain”. Or, expanding
on the definition preferred by the World Bank, “the abuse of (any) office for private gain”.

But adopting a broader definition of corruption is not without its disadvantages. First, the
more encompassing the definition, the harder it is to make it operational in terms of
measurement. Second, a definition that includes private as well as public corruption may
neglect an important distinction between them: namely, that if a private agent misbehaves,
the market may correct the inefficiency — e.g. the CEO gets fired or the company goes
bankrupt. In the case of public sector misbehaviour, competition is unlikely to wash out
corrupt practices. Hence, the appropriate definition will depend on the focus of a particular

study.
The art of measuring clandestine transactions

Because corruption involves illicit payments or favours and transactions happen “under the
table’ or behind closed dooars, it is very difficult to observe directly the amounts and actors
involved. As a result, researchers have been forced to use a variety of sources of
information and unusual proxies to compensate for the lack of data.

Empirical studies analysing corruption at the macro level began by constructing country-
level indices from the perceptions businessmen, country experts, and private risk-
assessment firms had of corruption. Examples of these measures are the Corruption
Perceptions Index (CPI) of Transparency International, the indicator of corruption in the
International Country Risk Guide (ICRG), and the variable ‘control of corruption’ in the
World Bank's Governance Matters dataset. The analysis of corruption perceptions is
warranted not only because actual corruption is difficult to observe, but because
perceptions are relevant in and of themselves. Subjective views of a country’s level of
corruption can influence private sector investment decisions and so affect economic groath.
Yet, as the massive gap between crime and perceptions of crime reminds us, subjective
measures of corruption can be very inaccurate. If the aimis to estimate the extent of
corruption, other measures might be superior.

A better way of measuring the true level of corruption is to gather informeation about actors’
direct experiences of corruption: the extent to which bureaucrats asked for bribes in
exchange for the (speedy) provision of a service or for preferential treatment, and whether
or not actors agreed to pay. There are two large cross-country datasets based on this type
of data. The EBRD-World Bank Business Environment and Enterprise Performance Survey
provides data at the firm-level on the amount “firms like yours” typically pay in unofficial
payments to bureaucrats in a year. The United Nations International Crime Victim Surveys
(ICVS), which focuses on individuals rather than firms, is also a rich source of information
on the various types of bureaucrats involved in bribery.

3 The “Governance Matters” dataset is a rich source of information covering six variables measuring
different aspects of institutional quality — voice and accountability, political stability, control of
corruption, government effectiveness, rule of law and regulatory quality — compiled over a decade and
from 212 countries around the world.



Figure 1: The microeconomics of corruption
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Researchers have also designed ingenious experiments to get hard data — as opposed to
subjective data —on corruption. For instance, Fisman and Miguel (2006) used the extent to
which diplomats received parking tickets around the United Nations headquarters in New
York City in order assess the prevalence of corrupt practices in diplomats’ countries of
origin compared with the parking laws in New York City. The dataset of 150,000 parking
tickets —totalling $18 million in unpaid fines — showed that social norms trumped legal
framework, with diplomats from Canada and Scandinavian countries getting the least tickets
and representatives from Kuwait, Egypt and Chad the most. Another study sent surveyors
with truck drivers in Indonesia to document the number and extent of bribes they paid along
their routes. In 304 trips, surveyors observed over 6,000 illegal payments to traffic police,
military officers and attendants at weigh stations. The study showed that “merket
conditions” were more important than personal characteristics in determining the number
and level of bribes that individuals paid (Olken and Barron 2007). A study of corruption
practices associated with obtaining drivers licences in India followed 822 individuals through
their application processes. Researchers pre-assigned individuals into three groups: the
bonus group which was offered a financial reward if they got their license in the minimum
time, the lesson group which was given driving lessons before the driving test, and the
control group. The groupings helped test how bureaucrats reacted to those who wanted
licences more (bonus group) and those who deserved them more (lesson group), as
opposed to the rest. The results showed that driving skills had little to do with obtaining a
driving licence and that instead those prepared to pay more were more likely to get them.

These three studies shared an interest in quantifying real corruption on the ground, rather
than perceptions of it, and used creative ways to gather information on corrupt behaviour.
However, they also showed an overwhelming interest in measuring one type of corruption:
the exchange of money involving a public official. The same creative effort and more
research is needed to understand other types of corruption: for example, those that do not
involve money but exchanges in kind —goods and services, personal favours, votes —and
those where the parties are both private — bosses and employees, institutions funding and
implementing projects, businesses along a supply chain.

Three perspectives on corruption: individual, cultural and relational

This section explores three different perspectives on the incentives determining the extent
and depth of corruption. While some locate these incentives at the individual level, others
argue that they ultimately reflect cultural differences. A third perspective takes a middle
ground by suggesting that corruption is a social practice that cannot be explained at the
individual level, but neither is it culturally determined. These three different understandings
of corruption suggest quite distinct policy recommendations to curb it.

The microeconomics of corruption: a model of citizens and bureaucrats

Arelatively new and important part of the research agenda about corruption deals with the
microfoundations of corruption. In contrast to earlier literature which focused on the
macroeconomics of corruption — cross country studies of the correlates, causes and
consequences of corruption — microeconomic models concentrate on interactions at the
individual level and study the incentives that individuals have to engage, or nat, in corrupt
practices.

The most basic model conceptualises the bribe as the “price” of the “good”, corruption, ina
transaction between a bureaucrat and a citizen (Figure 1). The bureaucrat is the supplier of
corruption, as she receives the payment or bribe in return for the supply of the good. The
party demanding corruption is the citizen, because she buys the good and pays for it. In
these models, bureaucrats and citizens are both utility-meximisers. They will engage in
corruption whenever it increases their welfare. Note that this model does not assume
anything about who suggests the exchange or how the market in corruption comes about —
whether the bureaucrat extorts payment or if it is the citizen who offers a bribe.



This basic model can be extended to consider how this exchange affects other parties in
the econony (for instance the effects of corruption on market interactions, the distortions in
the allocation of public goods, etc.), and how the environment encourages or inhibits
corruption (effects of the political system, to what extent paliticians control bureaucracies,
etc.). Another interesting extension of the model suggests that corruption in the public
sector is not related to the misbehaviour of particular agents that want to maximize profits
and do not care about social welfare. Instead, public sector corruption emerges as a
“necessary evil” because governments are engaged in the allocation of a special type of
goods — public goods. These goods are more difficult to assign because price mechanisms
cannot be used to achieve an efficient allocation. For instance, if the goods in question are
hospital beds?, the most efficient allocation would be to give them to those who need them
most. However, consumers may not be able to show how much they really need the beds
by offering more money, as they may be too poor to pay. In these cases, governments have
to screen those who need beds most by using non-pricing mechanisms such as waiting,
standing in line, filling forms, and other examples of red tape that can open the door to
corruption. A major conclusion is that corruption can arise even if the government is a
benevolent social planner wanting to maximize social welfare. A further implication is that
the solution for government corruption may not be privatization, or making the public sector
behave “more like the private sector”, but that corruption is connected to the characteristics
of public goods.

Corruption, like transparency, is a concept with obvious moral connotations and it might be
difficult to accept that in some cases a degree of corruption may result in efficient outcomes
or be a“necessary evil”. But the non-judgemental view of corruption provided by economic
models is useful in identifying the underlying conditions that need to be changed in order to
reduce corruption to the minimum—in the example above, the mismatch between
willingness to pay and ability to pay for hospital beds.

“Culturally determined” corruption

Alternatively, some studies suggest that corruption may be a cultural phenomenon. The
authors contend that the exchange of money, favours, presents and other such practices
are a normal element of public life in some societies and arise from cultural traditions. For
instance, they argue, in some cultures it is not uncommon to hire family members to
pasitions of responsibility in a business, or even as a member of the government because
they can be trusted — actions that in other countries would be regarded as nepotism. This
view of corruption has led some to suggest that actions cannot be described in absolute
terms as honest or corrupt, but need to be judged in the context of a particular culture.
Moreover, as culture changes rather slowly, they contend that different understandings of
corruption will only converge in the very long run.

The results of the study of diplomats’ parking tickets mentioned above, which found that
social norms in the country of origin explains differences in propensities to infringe the law,
may be seen as empirical evidence supporting this view. Furthermore, a recent experiment
conducted among students at Oxford University also found a positive relation between
culture and corruption. 195 students from 43 countries participated in a game in which
“private citizens” had to choose whether and how much to bribe “public servants.” The
authors found that the levels of corruption in participants’ home countries were positively
related to the likelihood of engaging in corruption. They conclude that “variations in levels of
corruption between countries may be due, in part, to variations in the social norms and
preferences that have been internalized by the inhabitants of those countries” (Barr and
Serra 2006:23).

But are corruption standards really culturally-specific? How persistent are they? The
empirical evidence suggests that the idea of corruption as culturally determined and hard to
change must be questioned further. To begin with, most governments have subscribed to

4 This example is taken from Banerjee (1997).



the UN Declaration Against Corruption, evidence that that there is a broadly shared sense
of what corruption involves. Evidence from surveys suggest that even in countries that
suffer fromvery high levels of corruption, individuals know perfectly well what constitutes
corrupt practice. And were corrupt practices culturally determined, it would be impossible to
explain how corruption came to an end in a country that until the 19 century was quite
“clientelistic’ and shady, and is now a model of integrity and virtue: Sweden (Rathstein
2007).

Moreover, the two experiments claiming that corruption is cultural suggest some caveats to
the assumption that culture is hard to change. The analysis of the diplomats’ parking tickets
covered nine years (1997 to 2005) and showed that, with time and tenure, even diplomats
from high corruption countries violated parking regulations less frequently, suggesting that
the zero-tolerance rule of the new context (New York) changed the social norms learned in
the old context (the diplomats’ home countries). Regarding the Oxford experiment, it is
difficult to conclude from the evidence that individuals have deep-seated propensities for
corruption, as the experiment did not test to what extent their “culture” changed as they
settled into a new environment with a lower tolerance for corruption.

Corruption as an informal institution

Athird position accepts that corruption levels cannot be fully explained by microeconomic
models and vary with context but, in contrast with the culturalists, argues that individuals'
propensities for corruption are less the result of the values in which they were socialized
when they were young or the set of incentives they face in any spot transaction but a
response to the environment in which they find themselves. In this view, corruption is
considered to be an informal institution because it is embodied in unwritten rules that define
the patterns of interaction amongst peaple; a certain “common knowledge” sustained in
beliefs about what others believe (Teorell 2005). The result is an equilibrium which, once
reached, is difficult to change because, given a corrupt environment, no single individual
has the incentive to change their strategy and be honest if everyone else will remain
corrupt. Those who refuse to be corrupt will lose out: they will not get the contract, the
haspital bed, the driving licence and will be driving around Manhattan for a long time before
finding a parking spat. “It makes no sense to be the only honest player in a rotten game”
(Roathstein 2007: 7).

From this perspective, a middle position between individual and cultural views, corruption is
the result of expectations of what others would do in a given situation. It is strategic
behaviour in the face of shared expectations, and not shared cultural values (argued to be
present in some countries and not others) that makes corruption a social pathology. \WWhen
bribery, nepotism and extortion become expected practices they form the unspoken order
that regulates transactions in a society.

Impacts of globalisation on corruption levels

The number of international transactions has soared with globalisation. International trade
has grown twelve-fold over the past six decades and daily, mostly private sector, financial
transactions in the largest foreign-exchange markets have increased a thousand-fold from
around $1 billion to $1,200 hillion.> With businesses big and small expanding their
operations abroad and coming into contact with suppliers, regulators, customers and
employees from other parts of the world, it has become urgent to understand how these
new transnational connections might affect corruption levels around the world. What
strategies can be used to contain corruption as the number of transactions increase?

Companies have begun to develop their own regulatory systems to shield themselves from
corruption and maintain their global standards as they expand abroad. First, companies
develop statements of values, to encode the beliefs that drive the company and influence
the behaviour of their employees. Second, they define codes of conduct that determine
what employees can and cannot do. These are more effective in regulating employees’
behaviour than aspirational statements of values, although they can never cover all

5 The data on globalisation are from http:/Amwv.newint.orglissue296/facts.html



situations and what is not specifically forbidden may be assumed to be acceptable.
Nevertheless, the way these statements “come alive’ through the behaviour of the
company’s leadership is probably the most powerful weapon in its armoury. Third, as it
becomes clear that company-level initiatives are not enough to prevent corruption, firms
take collective actions to support corporate governance. Industry-level programmes such as
the Extractive Industries Transparency Initiative in the oil, gas and mineral sector, are
complementary shields against corruption. The “trickle-down’ effect of responsible
companies’ refusal to pay bribes may become a more general restraint on corruption.

The emphasis on business’ protective armours against corruption implies that well-behaved
companies have to defend themselves from corrupt environments. However, an alternative
pasition claims that oftentimes businesses are the ones taking corrupt practices abroad
because their arrival distorts domestic networks of kinship and personal relations and brings
temptation to ask for “speed money’ and other side payments. Regardless of who initiates
the corrupt exchange, both these views share a common concern that as globalisation
progresses, transnational contacts will be more frequent and the probabilities of corruption
are likely torise.

The microeconomic models reviewed above are of limited use in the context of increased
transnational trade, as they assume that all individuals, be they from Denmark or Somalia,®
facing a given set of incentives to engage in corruption will behave in the same way. These
basic models would not predict an increase in corruption as a result of more economic
transactions or transnational linkages among different individuals and firms around the
globe. To explore this passihility, one must turn to other theories of corruption.

Culturalist perspectives suggest that globalisation is likely to increase corrupt practices as
companies expand into parts of the world where “facilitation payments” are seen as
expressions of local societal norms and an essential part of doing business. Companies
may be trapped between the ethical and legal standards in their countries of origin and the
practical ways in which businesses operate in other countries. If corruption is culturally
determined and hard to change, the interaction among individuals with different cultural
understandings of corruption might prove to be a real “clash of civilisations”.

Finally, relational theories of corruption predict an increase in corruption only if there are
more transactions in circumstances where the established mutual expectations are to take
advantage of entrusted power. In these circumstances, the only way to reduce the
incidence of corruption would be to modify that self-reinforcing equilibrium by radically
changing the rules of the game.

Conclusions

Although corruption has been identified as a major problemin both developed and
developing countries, scholars are still struggling to define it adequately. Conceptually,
there is no reason to restrict corruption to abuses by government officials. A full
understanding of corruption should take into account a susceptibility to corruption across
society. Problems of data availability about corruption may constrain research but
numerous studies have shown that it is possible to find creative ways to measure
corruption.

Corruption is a phenomenon that has been studied at different levels of analysis. Each
suggests distinct and sometimes conflicting policy prescriptions for reducing corruption: the
removal of particularly corrupt individuals, institutional changes to modify mutual
expectations, or restrictions on exchanges with individuals from countries where corruption
is rife. Individual, relational and cultural views of corruption also offer different views on the
impacts of globalisation and the increase in transnational business transactions on levels of
corruption around the world. There is more to learn about corruption in a modern world
before we are properly equipped to deal with it.

6 These countries are the two extremes in the Corruption Perceptions Index 2007 of Transparency
International. http:/Awwv.transparency.org/policy research/surveys _indices/cpi’2007
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