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Summary

In  this  study the  reader  will  find  an analysis  of  the  players  that  engage in  the  game of  

corruption: Politicians, bureaucrats and businessmen. The analysis begins with a classical  

economic approach to understand the underlying incentives and constraints and derive an  

understanding of how and why the players engage in corruption. The rational agent analysis  

of  the  individual  players  is  followed  by  an  analysis  in  a  game  theoretic  framework  to  

understand how the corrupt actions are shaped and changed when the player takes the action  

of other players into consideration and a deepening of the understanding of the interactions  

between  the  three  types  of  corrupt  players  is  achieved.  I  then  go  on  to  subject  the  

phenomenon of corruption an analysis based on cases to bridge the gap between theoretical  

findings and practical applications of corrupt behaviours. In doing so the analysis infringes  

upon the domain of political science to show how the democratic system is being used by a  

corrupt elite to generate large amounts of income from corruption all the while staying in  

power. This leads me to a discussion of the causalities of corruption in which I argue that  

businesses and especially politicians are the primary drivers of systemic corruption and that  

anti-corruption  strategies  based  on  economic  arguments  are  conceptually  right  in  their  

approach, but that in order for them to take effect  it  is crucial that economists make the  

corrupt politician an object of analysis that precedes the implementation of anti-corruption  

strategies.  Based on this  argument  I  propose  the  establishment  of  an  International  Anti-

Corruption  Board,  and  in  conjunction  with  thinking  from  Economics  and  Corporate  

Governance  I  argue  that  such  a  constellation  will  help  substantially  in  effectively  

implementing anti-corruption policies.

2



Table of Content
Chapter 1 – The Research Project...............................................................................................5

1.1 Introduction......................................................................................................................5
1.2 Corruption Literature........................................................................................................6
1.3 Problem............................................................................................................................8

1.3.1 Problem Identification..............................................................................................8
1.3.2 Hypothesis..............................................................................................................10
1.3.3 Research Questions.................................................................................................10

1.4 Methodology..................................................................................................................10
1.5 Delimitations..................................................................................................................11
1.6 Structure.........................................................................................................................12

Chapter 2 – The Players of the Game.......................................................................................14
2.1 Preliminary Assumptions...............................................................................................14
2.2 Bureaucrat......................................................................................................................15

2.2.1 Bribery....................................................................................................................15
2.2.2 Extortion.................................................................................................................18

2.3 Business..........................................................................................................................19
2.3.1 Bribery....................................................................................................................20
2.3.2 Extortion.................................................................................................................24
2.3.3 Kick-backs..............................................................................................................27

2.4 Politician.........................................................................................................................29
2.4.1 Bribery....................................................................................................................29
2.4.2 Kick-backs..............................................................................................................31

2.5 Inconsistency: Severe Punishment, Severe Corruption..................................................32
Chapter 3 – The Games of Corruption......................................................................................34

3.1 The “Anything Goes” Game..........................................................................................34
3.1.1 Homogeneous Players............................................................................................34
3.1.2 The Moral Agent.....................................................................................................36
3.1.3 External Deterrents in the Global Market...............................................................38

3.2 The Corruption Club Game............................................................................................39
3.2.1 Corruption Clubs....................................................................................................40
3.2.2 The Moral Agent.....................................................................................................41

Chapter 4 – The Origin and Spread of Corruption....................................................................45
4.1 Politicians, Cronyism and Patronage..............................................................................45

4.1.1 Accounts from Bolivia............................................................................................46
4.1.2 Accounts from Russia.............................................................................................48
4.1.3 Accounts from Thailand.........................................................................................50
4.1.4 The Pattern..............................................................................................................52

4.2 Bureaucrats, Collusion and Clientelism.........................................................................54
4.2.1 Accounts from China..............................................................................................55
4.2.2 Accounts from India...............................................................................................56
4.2.3 Accounts from Brazil..............................................................................................59
4.2.4 Need Corruption vis-à-vis Greed Corruption.........................................................60
4.2.5 The Pattern..............................................................................................................61

4.3 The Corruption Interactions Map...................................................................................63

3



Chapter 5 – The Confusion of Causality...................................................................................66
5.1 Corruption and Economic Development........................................................................66
5.2 Legislation and Institutions as Drivers...........................................................................67
5.3 A Theory on Corruption..................................................................................................68

Chapter 6 – The Root of Corruption and its Cure.....................................................................70
6.1 The Politicians Dilemma................................................................................................70
6.2 The Extra-Systemic Shock.............................................................................................71
6.3 Corruption as a Problem of Adverse Selection..............................................................73
6.4 An International Anti-Corruption Agency......................................................................75

Conclusion................................................................................................................................77
Literature...................................................................................................................................78
Appendices................................................................................................................................83

Appendix 1...........................................................................................................................83
Appendix 2...........................................................................................................................83
Appendix 3...........................................................................................................................84

4



Chapter 1 – The Research Project

1.1 Introduction

Corruption is a phenomenon that scholars and practitioners have been aware of for centuries, 

but  only within  the  last  few decades  has  it  been  possible  to  subject  the  phenomenon to 

empirical studies, which has yielded a much deeper understanding of corruption. Furthermore, 

because of the globalization of business and the broadcasting of worldwide news, not the least 

of which contemporary politics is a part, corruption, entailing top politicians and successful 

businessmen, has received unprecedented attention through the 1990's and the 2000's. Another 

reason for this tendency can be found in the large amount of money that is being poured into 

developing countries by donor countries with the intention of consolidating infrastructure and 

abolishing of poverty, just to end up in the pockets of opportunistic receivers and middle-men.

As a response, governments and NGOs have embarked upon something resembling a crusade 

against corruption, applying international pressure on nations with doubtful regimes and the 

businesses  that  operate  within  them.  This  has  led  to  a  growing  literature  on  corruption, 

wherein economics, with its instrumentalist approach, has been playing a prominent role. But 

the impressive persistence of corruption in face of various anti-corruption strategies, usually 

derived from the economical instrumentalist approach, has cast doubt on the applicability of 

the “rational agent”-model and inspired new avenues of inquiry.

In spite of the recent critique, I believe that the economic approach as a discipline has proven 

its worth through history and so, I find it hard to believe that the approach can  be completely 

rejected on the grounds of a perceived lack of results. I find it much more believable that the 

complex phenomenon that is corruption is simply not understood on a level deep enough for 

the economic approach to effectively dispose of it. Throughout this project, I seek to combine 

accepted methods of economics with new angles on corruption. Hopefully, my results will 

contribute to the literature by shedding new light on corruption and provide some suggestions 

as to why economics so far has been unsuccessful at effectively mitigating corruption and 

what needs to be changed in order to achieve this objective.

More concretely,  in this  research project  I  set  out to apply the “rational agent”-model on 
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corrupt behaviour in settings where corruption is already prevalent and extend the model into 

game theory to capture the dynamics of corruption more fully. I then put my findings into a 

larger context by analysing, through qualitative inquiry, how corruption comes about, using 

the tradition of building theory from cases and studying the fit between my findings from the 

different research angles to arrive at a coherent understanding of the phenomenon. Through 

my study, I argue that corruption's impact on economic development is as relevant a topic as 

ever, that the business community play a much bigger part in the extent of corruption in an 

economy than so far acknowledged, and that the economical instrumentalist  approach can 

indeed be applied to curb corruption, although the target of its application may undergo a 

shift.

1.2 Corruption Literature

Although  literature  on  corruption  can  be  traced  back  through  history,  the  first  economic 

inquiries were done by Becker (1968), Rose-Ackerman (1975) and Klitgaard (1988). These 

authors used the rational agent model to argue that corruption became the rational choice 

when the public agent is presented with the opportunity to increase his utility through corrupt 

behaviour if the potential punishment is small, and especially, if the risk of detection is low. 

Through  classical  economic  instrumentalist  analysis,  they  argue  that  by  changing  the 

institutions  and  mechanisms  surrounding  the  public  agent,  the  incentives  and  risks  that 

determine the agents action can be shaped so as to deter corrupt behaviour. Following the 

above mentioned authors' pioneering work, the economic literature on corruption has been 

steadily growing. Several elaborations of the rational agent model have been developed to 

deal further with the reasons for, and types of, corruption (e.g. Shleifer & Vishny 1993, Barth 

2009,  Haque & Kneller  2009).  In  line  with  this  school  of  thought,  this  study will  draw 

inspiration from these authors as a point of departure.

All of the above literature places focus on the corrupt government and bureaucracy of the 

nation, and only until recently has the supply side of corruption gone largely unnoticed in the 

academic discussion and been limitedly stipulated politically. But the attention is mounting, 

with Transparency International introducing its Bribe Payers Index (BPI) in 1999, which is 

6



the result of a survey of managers' perceptions of the propensity of businesses from differing 

countries to engage in corruption. Argandoña (2003, 2005), Beets (2005) and Baughn et al. 

(2010) have also given some attention to the role of the private agent in corruption, but studies 

of corruption in private organizations have largely been based on econometric inquiries into 

cross-cultural differences in ethical values and beliefs, and a deepening of the understanding 

of  why businesses  do and do not  engage in  corruption,  and how this  affect  the  national 

economy, is undeniably overdue.

A few organizations, notably Transparency International, have compiled data about corruption 

in nations around the world and arranged them in indexes to give an overall picture of the 

pervasiveness  of  corruption  globally.  This  data  has  made  possible  the  contribution  of  a 

number of econometric studies (Tanzi 1998, Brunetti 2003, Blackburn & Sarmah 2008, to 

name a few) into the phenomenon of corruption which has deepened the understanding of the 

determinants  of  corruption  and  how  it  negatively  affects  the  development,  in  particular 

economic development, of nations. Other authors, starting with Nye (1979), have argued that 

corruption has a positive effect on economic development or of cutting red tape in a difficultly 

manoeuvrable environment. Newer research seems to have refuted this thought, though, both 

for economic development (Mauro 2004) and red tape (Kaufmann & Wei 2000) and so I shall 

not spend time on this stream of literature. 

Abed  (2000)  makes  a  convincing  argument  based  on  a  thorough  empirical  testing,  that 

corruption  itself  does  not  hamper  economic  development,  but  rather,  is  a  “symptom  of  

underlying  weaknesses  in  economics  structures  and institutions”.  This  view is  backed by 

Keefer (2004) who finds that corruption is largely the result of weak property-rights. The 

persuasiveness of their findings cannot be ignored, although the interpretation of their results 

may be a subject for discussion.

Mauro (2004) and Haque & Kneller (2010) introduce the idea of the Corruption Clubs, a 

concept  that  deals  with  the  issue  that  economies'  pervasiveness  of  corruption  develop 

differently, although their stage of economic development is the same. They find this counter-

intuitive  and  explain  these  differences  with  determinants  pertaining  from  the  individual 

economy's history.
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1.3 Problem

1.3.1 Problem Identification

Although economic theory has been integrated into anti-corruption policies around the world, 

corruption  is  still  widespread,  especially  in  developing  countries.  This  has  incited  much 

academical attention over the last two decades, but the focus of this attention has thus far 

primarily been with the corrupt  bureaucracy,  that is,  the demand-side of petty corruption. 

Based on the recently mounting attention on the roles of businesses in corruption and the  a 

priori intuition that demand is very responsive to the supply of corruption, again especially in 

developing countries, this thesis will focus on the interaction between the supply-side and the 

demand-side of corruption, grand and petty, to gain an understanding of the interplay between 

the two. 

In  order  to  analyse  corruption  in  a  way  that  will  yield  results  reflecting  the  reality  of 

corruption, I identify several problems within the literature, some based on the view that parts 

of  the  problem  have  been  misunderstood,  others,  that  parts  of  the  problem  have  been 

overlooked or omitted on grounds of practicality:

The Corrupt Business

To properly analyse the interplay between the demand- and supply-side of corruption,  we 

need a deepening of the understanding of the role of businesses in corruption. Whereas most 

studies of corruption in private organizations have been on differences of ethical values in 

differing cultures, I take my point of departure in a more generalized fashion, applying the 

agency model to the private agent, much the same as it has been done for public agents. 

Furthermore, I examine how the business community is involved with government and how 

this goes far in explaining how corruption comes about in the first place.

The Corrupt Politician

Another  problem in the current corruption literature is  the  omittance  of politicians as the 

object  of  analysis.  I  suspect  that  this  omittance may  be  one  of  the  main  reasons  why 
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economically  inspired  anti-corruption  strategies  have  so  far  been unsuccessful  in  curbing 

corruption. So  far,  all  economic  inquiries  into  corruption  have  focused  on  the  corrupt 

bureaucrat, an official of significantly lower position with no legislative power. The politician 

interacts  with  both  businesses  and bureaucrats,  and his  incentives  towards  corruption  are 

likely to be shaped by the interaction and relations with both. Abed (2000) states that political 

reform would dispose of corruption, while other studies (Quah 1999, Keefer 2004) assess that 

the changes that need to be implemented to mitigate corruption are initiatives that should 

come from the legislator. Klitgaard (1988), one of the pioneers of economics in  corruption 

argues  that  institutions,  not  politicians,  should  be  changed  to  mitigate  corruption, 

conveniently omitting that theses institutions need to be changed by the politicians in the first 

place for this to happen. A strong indicator that this object of analysis is critical can also be 

found in Transparency International's (2008) Bribe Payers Index report which finds, based on 

their perception surveys, that the institution most infected with corruption are political parties, 

closely followed by parliament/legislature as either second or third most corrupt institution 

(except  for  Africa  and  the  Middle  East,  where  these  institutions  are  second  and  third 

respectively – the most corrupt institution there is perceived to be the police)1.

The Confusion of Causality

Many of the recent studies of corruption have been of econometric nature (see for example 

Abed 2000, Keefer 2004, Robertson & Watson 2004, Haque & Kneller 2010). While these 

studies contribute greatly by giving us a much better understanding of which factors have an 

impact on corruption, much confusion seem to surround the subject of causality. Abed (2000) 

directly acknowledges this, while Haque & Kneller (2010) commits the fallacy of equating 

correlation with causality and based on this makes conclusions that serve to confuse more 

than clarify, although their concept of Corruption Clubs has merit.  I explore the proposed 

causalities in the corruption literature and, following my introduction of the politician as an 

object of analysis, I set forth my own proposition of causality based on my findings.

Given  the  above  identified  problem,  I  derive  my  hypothesis  for  the  research  project  as 

follows.

1 See Appendix 1
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1.3.2 Hypothesis

“Systemic corruption in a national economy is the result of politicians acting in their own  

interest instead of the interest of the people who voted them in office” 

1.3.3 Research Questions

To keep my study focused I formulate a number of research questions that need answering to 

arrive at an acceptance or rejection of the hypothesis. These questions are as follows:

• How does corruption come about in an economy to begin with?

• How does an economy get caught in “corruption dead-locks”?

• Which incentives and constraints determine the actions of the corrupt bureaucrat?

• Which incentives and constraints determine the actions of the corrupt business?

• Which incentives and constraints determine the actions of the corrupt politician?

• How do each of the actions of the players affect the others?

A study that does not utilize its findings for the benefit of future use seems without purpose 

and unjustified, and so, as a consequence of the analysis I find it natural to try and answer the 

following question after having accepted or rejected my hypothesis:

• How can corruption be mitigated, given my findings on the above questions?

1.4 Methodology

To reach an acceptance or rejection of my hypothesis I undertake three stages of analysis: One 

using  agency theory,  a  second,  using game  theory  and,  a  third,  using  Eisenhart's  (1989) 

method  of  inducting  theory  from cases. I  start  out  by  analysing  the  situation  at  present 

(equilibriums stemming from the interaction of corrupt players) and given this understanding 

I  explore  the  past  situation  (historical  cases  determining  the  development  of  corruption) 

leading to the present.
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To gain an understanding of the interplay between the demand and supply of corruption as 

well  as  the  interaction  between politician  and  bureaucrat,  I  develop simple  mathematical 

models,  representing the corrupt  government and the corrupt business.  These models will 

incorporate the basic incentives and constraints that determine the rational players' actions. 

Upon completion of the mathematical models representing the agents' determinants of action I 

utilize game theory to analyse the interaction of the agents and explore possible equilibriums 

to  assess  the  possible  outcomes  of  the  game.  I  then  go  on  to  apply  Eisenhart's  (1989) 

methodology of inducting theory from cases to assess to what extent my theoretical findings 

are  embedded  in  reality  and  how,  and  also  to  deepen  the  understanding  of  the  agents 

incentives and constraints, and thereby explain why and how developing countries tend to end 

up in equilibriums resembling “corruption dead-locks”. This method relies on the study of 

comparing data from different cases to arrive at patterns that may explain trends that are not 

fully understood.

After having understood corruption on the practical level and given my argument for how 

corruption  comes  about  and  becomes  systemic,  I  finally  draw  on  ideas  from economics 

infringing on thinking from corporate governance, to show that the concepts applied there can 

lend us insights on how to deal with corruption in governments.

The data collected is secondary which can in certain instances give rise to scepticism towards 

the credibility of the source. As all of the data used in this assignment has been published in 

scientific journals and books which are usually critically reviewed beforehand or esteemed 

newspapers, I find it fair to assume that the anecdotal evidence is credible and can therefore 

viably be used.

1.5 Delimitations

Using the definition of Getz & Volkema (2001) I define corruption as: “the abuse of public  

roles  and  resources  for  private  benefit  or  the  misuse  of  office  for  non-official  ends”. 

Specifically, I focus on three types of corruption: Extortions, bribes and kick-backs. Although 

corruption can take many forms, the study specifically concentrates on the types of corruption 

that entails both the supply- and demand-side of corruption (bribes, extortion and kick-backs). 
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This means that embezzlement of tax money, for example, which only entails an official is not 

an  object  of  analysis  (except  for  kick-backs,  which  do  entail  both  sides  of  corruption), 

although I  acknowledge that this  type of corruption may make for a large fraction of the 

corruption costs to society and that further studies of the phenomenon would be beneficial in 

understanding the nature of corruption. In extension, although most of my findings will be 

generally applicable, my focus will largely lie with corruption in developing economies which 

are  characterized  by  systemic  corruption  and  weak  formal  institutions,  and  where  the 

tendency  to  opening  the  markets  to  foreign  trade  has  fairly  recently  stimulated  foreign 

businesses to engage in large international transactions.

I also refrain from analysing 'gift giving' in my study. This practice has a tendency to vary in 

legality  across  nations  and  cultures,  thus  creating  a  grey  area  that  becomes  difficult  to 

manoeuvre.  To  the  extent  I  infringe  upon  gift  giving,  I  directly  equate  this  with  the 

phenomenon of bribing for the purpose of my study.

Furthermore, unlike most recent economic studies of corruption, I do not seek to produce 

evidence of a relationship between corruption and economic development, although I will 

touch upon the issue in the end of the study because of the complex intertwining of causalities 

that are at work. Instead I focus on how corruption functions and come about in an economy, 

and in turn, how it may be prevented or mitigated.

1.6 Structure

In the next chapter, I build my mathematical models based on the principles of the rational 

agent to understand the motivations and incentives that lead individuals to act corrupt.  In 

chapter  three  I  go into  game theory to  examine some of  the  interactions  that  take  place 

between players in the corrupt economy to gain a deeper understanding of the phenomenon 

and  its  dynamics  and  show  how  perceptions  of  ethics  may  lead  to  differing  degrees  of 

corruptions in an economy. I then go on to study a number of cases in chapter four to examine 

how corruption is introduced and spread in an economy, and show how my findings on agents' 

interactions  in  preceding  chapters  corroborate  these  cases.  In  chapter  five  I  discuss  the 

causalities  of  corruption  in  light  of  my findings  and in  chapter  six  I  propose  a  cure  for 
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corruption followed by my conclusion.
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Chapter 2 – The Players of the Game

In this chapter, I develop models for the agents of the game, and show how incentives and 

constraints  impacts  the  players  action  models.  I  do  this  to  understand the  motivation  for 

corruption, and how the implicated players affect each other when deciding whether to act 

corrupt or not. The first model I call the bureaucrat, but the model represents a variety of 

officials in the lower part of the public hierarchy, so as to include such agents as, for example, 

police officers or health inspectors. The second model I simply call business, but it embodies 

a representative of the business, not the organization itself,  and I  distinguish between the 

representative being the owner of the business as well as an employee, so as to show how the 

incentives differ between these two types of private agents.  The final model is called the 

politician, but it is meant to capture the concept of the public elite,  thus also considering 

judges  and high standing bureaucrats.  This  model  seeks  to  capture  the  phenomenon  that 

Ocheje  (2002)  dubs  “New  Corruption”,  also  known  as  grand  corruption,  which  is  the 

misappropriation of huge sums of tax money by the public elite and big bribes for favourable 

legislation. Furthermore, the models are split into differing types of corruption to show how 

incentives and constraints differ depending on the actual activity.

2.1 Preliminary Assumptions
As a starting point I draw upon inspiration from the Beckerian method (Becker 1968) and the 

extensions of the model as mentioned in the literature section. For simplicity I arrange the 

model as a one-off decision, and I assume that agents are homogeneous and risk neutral.

The legal constraints facing the agents are based on conventions concerned with corruption 

from both EU and the OECD. In doing so, I try to make an approximation of the legal reality 

facing the agent. This approximation also assumes that legal treatment of corruption is the 

same around the world, which is of course not the case. All the same, most nations today have 

severe sanctions for corrupt behaviour and the real question thus becomes whether corruption 

is even detected in the first place and if sanctions are effectively carried out, that is, whether 

legislation is effectively implemented. Therefore, I consider the conventions mentioned to be 
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fair representations of the vast majority of world-wide legislation concerning corruption and 

expect my findings to be generally applicable. For the sake of parsimony, I assume that if 

detection occurs, then the sanction is carried out without further problems.

As my main  concern  of  the  study is  the  choice  between legal  income and legal  income 

complemented by illegal income, I leave out substitutes for income on utility, such as free 

time, so that utility is a function only of income, legal and illegal, and the factors related to the 

generation of these types of income.

2.2 Bureaucrat
I start out with analysing the bureaucrat, as this is the agent most researched in the economic 

literature on corruption. The completion of this model, which draws inspiration from studies 

of other authors, will serve as a basis for the other agents' models. 

The bureaucrat is an official without legislative powers, as opposed to the politician. He is 

employed by the government to carry out certain functions, one of these which is to provide 

public goods or services, some free, others upon payment to the state. If institutions charged 

with monitoring his work are weak, this will leave the bureaucrat with some discretion on 

how to  carry  out  his  functions.  This  gives  the  bureaucrat  the  possibility  of  engaging  in 

extortion or the taking of bribes. It is assumed implicitly in this study, that the bureaucrat 

possesses  a  fairly  low  position  in  the  state  hierarchy.  Bureaucrats  placed  higher  in  the 

hierarchy is subsumed under the model of the politician, because I find that this action model 

better grasp the incentives of that agent, since higher standing bureaucrats and judges, like the 

politician, are part of making the rules, not just (non-)complying with them. I also reserve the 

possibility of kick-backs for the model on politicians, because it is to be expected that only 

bureaucrats of higher positions have the possibility of engaging in this kind of activity.

2.2.1 Bribery
In the case of the bureaucrat, the difference between a bribe and extortion is limited in terms 

of utility. This is so because the transaction for the bureaucrat in both cases is financially one-
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sided. With this I mean, that taking a bribe or extorting a fee means receiving extraordinary 

income whereas the service or good that the public agent provides does not constitute a cost 

for the bureaucrat, but rather for the state (as in the issuance of a license, the overlooking of  

due taxes or the non-issuance of a fine). One difference does exist though. A bribe is paid for 

a public good or service that should not be available to the private agent, whereas in the case 

of extortion, it should be available. This leads to the risk of the private agent blowing the 

whistle on the public agent because he feels that he is entitled to this service without paying 

so-called “grease money”. Conversely, when a private agent tries to bribe a public official 

there  is  of  course  also  a  risk  of  whistle  blowing,  but  since  there  is  no  feeling  of  legal 

entitlement involved in the action, it is just as likely that the public agent will simply refuse to 

take the bribe, and in the case of a public agent that regularly extorts, it seems intuitive that he 

would have an incentive not to blow the whistle, even if he does refuse the bribe. 

Because of the large variety in the judicial handling of corruption, I simplify my model by 

assuming that legislation is the same everywhere. I use the EU's Criminal Law Convention on 

Corruption as my base model which states in Article 19.1 that:

“... Each Party shall provide, in respect of those criminal offences established in  

accordance with Articles 2 to 14, effective, proportionate and dissuasive sanctions  

and measures, including, when committed by natural persons, penalties involving  

deprivation of liberty...”

Article 2 to 14 is a list on types of corruptions covered. Article 3 catches the case of the  

bureaucrat extorting or taking a bribe2. Based on this, I make the assumption for the purpose 

of my model that in case the bureaucrat's act of corruption is detected, he is dismissed without 

pay and incurs a sanction. Although the convention does state that an effort should be made to 

take away the officials gains from corruption, in this case I assume that even if the corrupt 

behaviour is detected he keeps the money from the corrupt act. I do so because the amount of 

money from single transactions of bribes and extortion to the bureaucrat are likely to be small 

(compared to the amounts implicated in kick-backs for example) and will thus be made as 

2 Article 3 of the EU's Criminal Convention of Corruption can be found in Appendix 2
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cash payments to minimize the risk of detection, making it very difficult to recover gains from 

corruption, especially in developing countries where the possibility of generating savings are 

very low for low income positions, that is, there most likely will be nothing to recover. I 

incorporate the possibility of the public agent losing his gains from corrupt acts under the 

model for the politician.

As stated in the preliminary assumptions, utility  I ,C = IC . In that case the situation 

where the bureaucrat will engage in bribery is given by the expression:

I1− ICbCb−S  , 01

I signifies the income or wage that the bureaucrat earns from solely carrying out legal work, 

which is fixed whether he engages in corruption or not (as long as he is not detected in which 

case he is dismissed without pay) and Cb is the income from the bribe. θ is the probability of 

the corrupt act being detected and  S is the sanction imposed on the bureaucrat in case of 

detection. I acknowledge that sanctions can take the form of non-monetary punishments such 

as prison sentences, but for simplicity I assume that any punishment can be metered out in 

monetary equivalents. Furthermore it is assumed that when detection does happen, subsequent 

sanction will be effectively administered, which is by no means a given. By equating the two 

sides of the expression and rearranging, the minimum amount of income from bribery that 

needs to be paid for the bureaucrat to engage in the corrupt act can be derived:

Cb= IS 

As the model shows, the corrupt behaviour for the bureaucrat is, quite intuitively, determined 

by the income he gets  from carrying out legal work,  the probability of detection and the 

severity of punishment in the case of detection.  In his qualitative study of corruption in Asia, 

Palmier (1985) identifies three factors of concern when an official  engages in corruption: 

Opportunity, salary and policing. As can be seen, the above model is in accordance with his 

findings,  with the opportunities  being an inherent  assumption for  the development  of  the 

model (weak institutions), and salary and policing naturally becoming the determinants of the 

corrupt behaviour.
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2.2.2 Extortion
In the case of extortion there is, aside from the general risk of detection, a heightened risk of  

detection  from  the  private  agent  who  feels  entitled  to  the  public  good  or  service.  We 

denominate this extra risk ε. With this increase in risk, the public agents constraint becomes:

I1− IC e C e−S  ,
1

1  

By rearranging we then find the minimum fee the public agent will need to be able to extract 

in order to engage in extortion:

C e= IS 

When comparing the determinants of bribes and extortions it is clear that C eCb  because 

1 . Furthermore, since ε is effectuated by the payer, that is, the private agent requesting 

a public good or service, it is likely to be a function of the size of the fee demanded, the 

expected  income  from  obtaining  the  public  good  or  service  and  the  effectiveness  and 

efficiency of institutions. Thus, there would theoretically seem to be both a minimum and 

maximum constraint to extortions that should make it more difficult to extract extortions than 

receiving bribes, ceteris paribus.

Albeit there is a difference between the two types of corruption because of the risk from being 

turned in  by the extorted business,  Palmier's  findings still  hold true:  The determinants of 

corruption are opportunity,  salary and policing.  It  has  been cited before that  it  should be 

possible  to mitigate corruption by increasing the salary of public  officials  (Becker 1968). 

Singapore, which is known to be one of the least corrupt countries in the world are indeed 

paying their public officials comparatively higher wages than officials in most other countries. 

But Singapore's anti-corruption actions started around 1960, when Singapore was still a poor 

country and could not afford to increase public wages. Instead, strict laws were enacted and 

far reaching rights were granted to the holder of anti-corruption positions. The increase in 

wages did not happen until the 1980's when Singapore was already far along its economic 

development  (Quah  1999).  Rijckeghem  &  Weder  (1997)  test  the  impact  of  wages  on 

corruption. Although they find significant correlation they are not able to establish causality 

and the authors “... tend to reject the hypothesis that higher pay leads to reduced corruption  

in the short run...”. All of this seems to suggest that increased wages can, at best, only be used 
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as a complement to other deterrents to corruption, such as improved policing and decreased 

opportunities. In addition I find from the above model that bribes should be more common 

than extortions. From casual observation I have found no evidence that this is so. If anything, 

the opposite seems to be the case, but there may be several explanations for this. First, since 

extortions are imposed for a good or service that the private agent should be able to obtain 

anyway, perhaps we simply hear about these cases more as a result of a feeling of injustice,  

whereas bribes are kept covert. Second, bureaucrats with a low income may simply not be 

willing to wait for private agents to bribe them and since the opportunity for extortions exist 

the moment a service is requested of them, the inconsistency may simply be a matter of the 

existence of a higher numbers of opportunities to extract extortions than receiving bribes. 

Whereas these can both be true, I complement these with a further reason in the next chapter 

(section 3.2). For now, although it is only half of the story, suffice to say that given the weak 

institutions  and low wages  many developing  countries  suffer  from,  it  is  no  surprise  that 

bureaucrats engage in corruption to supplement their income.

2.3 Business
The private agent is a person who represents his company. It is assumed that the agent has an 

incentive to maximize the company's profit because he will be able to capture a share of it, 

either as an owner or through an incentive scheme. That is, he maximizes his own income 

which, because of incentives, leads him to maximize the company's profit. The assumption is 

fair, because conversely an employee without any incentive to maximize profit would have no 

apparent incentive to engage in corruption either3.  Like with the bureaucrat,  I  develop an 

action model for extortions and one for bribes, plus a third model for kick-backs.

The OECD  Convention on Combating Bribery of Foreign Public Officials in International  

Business  Transactions (2010)  specifically  addresses  the  issue  of  businesses  engaging  in 

corruption abroad. It states in the general commentaries that:

“This Convention deals with what, in the law of some countries, is called 'active  

corruption' or 'active bribery', meaning the offence committed by the person who  

3 Unless the private agent, like the public agent, is stealing from his organization. This case is outside the scope 
of this study.
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promises  or  gives  the  bribe,  as  contrasted  with  'passive  bribery',  the  offence  

committed by the official who receives the bribe. The Convention does not utilise  

the term 'active bribery'  simply to avoid it being misread by the non-technical  

reader as implying that the briber has taken the initiative and the recipient is a  

passive victim. In fact, in a number of situations, the recipient will have induced  

or pressured the briber and will have been, in that sense, the more active.”

As can be seen, the convention embraces both bribes and extortions. Surprisingly, though, the 

convention goes on to say in the commentaries to Article 1 that :

“Small  'facilitation'  payments  do  not  constitute  payments  made  'to  obtain  or  

retain business or other improper advantage' within the meaning of paragraph 1  

and,  accordingly,  are  also  not  an  offence.  Such  payments,  which,  in  some  

countries, are made to induce public officials to perform their functions, such as  

issuing licenses or permits, are generally illegal in the foreign country concerned.  

Other  countries  can  and  should  address  this  corrosive  phenomenon  by  such  

means as support for programmes of good governance. However, criminalisation  

by other countries does not seem a practical or effective complementary action.”

This  paragraph leaves  out a  large part  of  the corruption segment  we know as  extortions. 

Specifically the segment that is paid to the bureaucrat (as opposed to the politician). 

2.3.1 Bribery

When the private agent pays a public agent a bribe, it is with the expectation of preferential 

treatment. This preferential treatment is only available to private agents who are willing to 

engage in corruption. There will then be a portion of the private agent's income I  which he 

would  have  received  whether  he  engaged  in  corruption  or  not,  and  a  portion  which  is 

exclusively due to his bribe, which I here describe by multiplying his income with factor α. 

Factor α is in turn a function of the company's extraordinary profit stemming from the corrupt  

act but is here treated as exogenous. I develop the model on bribes in three variations, one in 

which the agent is the owner of the business, another in which the agent is an employee but 
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pays for the corrupt act himself, and one in which the agent is an employee, but is able to  

mask the money for corruption as another type  of cost in the company's accounting statement
4.

In the case of the owner, all effects of the corrupt act will be carried by the private agent. This  

means that he harvests the full pay-off from corruption, but he also carries the cost of the 

corrupt act and any sanctions he may incur if detected. If he is detected he also loses the 

extraordinary income from the corrupt act, but he retains his legal income. In this case, the 

owners action model can be described by the below expression:

I1− I−Cb I−Cb−S  , 01 and 1

By rearranging and isolating Cb we find the maximum bribe the agent will pay:

Cb= I −−1− S

Although the equation is not pretty, it is apparent that the propensity to engage in bribery is 

reliant on the increase in the business's income, the probability of detection and the severity of 

the sanction. Unlike the bureaucrat, the business owner only considers the income from purely 

legal activities a factor to the extent that an increase in his income from legal activities will 

translate into an increase in income from corruption. This follows from the fact that after the 

sanction is paid, the business is still allowed to carry out its activities and since the agent in 

this model is also the owner of the business, he keeps his income from legal activities, even 

after detection and incurring the sanction.

When  we replace  the  owner  with  an  employee  as  the  private  agent,  the  picture  changes 

somewhat. It is assumed that he is dismissed without pay, and incurs a sanction. It is further  

assumed that the employee is paying the corruption fee out of his own pocket, so that no one 

within the company knows of the bribe, or is able to detect it. In this case, the expression 

below is the private agent's constraint: 

I1− I−Cb−Cb−S  , 01 and 1

If we rearrange and isolate Cb we find the maximum bribe:

Cb= I −−1−S

4 A situation that is very likely even without the masking, since it has only fairly recently become the standard 
to treat bribes abroad as a an illegal act instead of a necessary (and often tax deductible) evil.
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The equations resembles the one that determines the owners action, but as is illustrated in 

Figure  1,  as  the probability of  detection increases,  the  employee  will  find it  irrational  to 

engage in bribes much earlier than would the owner. 

This is the employee's risk of losing his legal income that kicks through, and it lends us an 

intuition relevant to this study: Since owners are more actively involved in the day-to-day 

activities  and procedures  of  a  company when it  is  small;  if  we relax  our  assumption  of 

homogeneity, the model suggests that the fraction of the total amount of corrupt businesses 

that is constituted by small businesses increases as the probability of detection rises until a 

certain level where the amount of large businesses has been minimized. Another way to say 

this, and one that probably confers the reality of the case better, is: As probability of detection 

increases,  the  amount  of  large  businesses  that  engage  in  corruption  decreases  at  a  rate 

relatively  higher  than  that  of  small  businesses  until  a  minimum  level  of  corrupt  large 

businesses is reached. This also lends us the intuition that as risk of detection increases, the 

extend of grand corruption should decrease, as large companies who have the resources to 

engage in this kind of corruption would refrain from doing so.

In our last variant of the bribing model, I assume that the employee is able to mask the cost of 

corruption as a conventional cost of doing business. This way, he does not have to personally 
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incur  the cost  of corruption.  On the other  hand,  he will  run the risk of a whistle blower 

internal to the company uncovering his corrupt acts, in which case he is dismissed without 

pay. The increased risk of detection is represented by the factor 1 where  =1 is a 

company with no governance mechanisms to deter the private agent's corrupt act.

I1− I −S ,  01 and 
1

1

At first glance it looks like the agent does not directly consider the amount of the bribe. This 

is of course not entirely correct, because as mentioned earlier α is implicitly a function of the 

profit of the company the agents represents, and therefore the amount of the bribe does have 

an impact. What is worthy of note though, is that if the agents incentive is aligned with what 

constitutes just a part of the profit, say sales, then the agent may not consider the amount of 

the bribe because the cost of corruption does not enter as a variable in his action model.  

Because  writing  αI as  a  function  of  profit  would  complicate  the  matter  to  the  point  of 

compromising parsimony, I choose to show the whistle-blower effect λ in an indirect way, by 

comparing it to the situation in which the agent pays the bribe out of his own pocket. The 

private agent will only mask the bribe as a conventional cost of business if he expects a higher 

pay-off from doing this, than by paying the bribe out of his own pocket. This is defined by:

1− I−Cb−C b−S 1− I − S ,
1

1

Figure 2 above illustrates the two situations where λ is held constant. As can be seen, due to 
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the masking of corruption costs, there is a higher incentive for masking costs when there is 

low probability of detection, if probability of whistle-blowing is low enough. As the whistle-

blower effect increases, the graph of the masking employee rotates clock-wise around the 

point (θ,μ) where =0 . In effect, the masking employee's graph becomes steeper, making 

the area where masking pays off smaller, all else being equal.

As mentioned above, if the incentives of the agent are aligned with the company's in a way 

that does not make the agent include the cost of corruption when considering his actions, the 

result is that the area in which the rational outcome is 'masking corruption costs' increases 

because of the decreasing area in which the employee pays the bribe out of his own pocket. In 

Figure 2 this would be represented by the graph of the employee 'paying corruption out of his 

own pocket' shifting downwards as the amount of the bribe increases, all else being equal. 

This  also  allows  us  some  insights.  Besides  the  general  emphasis  the  model  puts  on  the 

importance of well functioning governance and compliance mechanisms in a company, it also 

specifically points out that in order to mitigate employees' engagement in corruption, the way 

corruption works should be explicitly considered when designing incentive schemes for the 

employees. For big multinationals who operates in a number of markets and are often in the 

search lights of the media, this point may be of considerable value.

2.3.2 Extortion
Moving on to the case of extortions, the model changes. Extortion is a fee demanded for a 

good or service that should be readily available to the public agent. This means that in case 

the private agent does not give in to the extortion, he suffers a decrease in the income he 

would otherwise expect. We call this decrease β. At the same time we reason that 01 . 

In the case where  β=0, the unwillingness to give in to the extortion completely renders the 

business's possibility of generating income void, like for example when a business needs a 

business license to carry out activities in a country.  As is evident from the elaboration, the 

situation is essentially a variety of a hold-up problem from the transaction costs and property-

rights literature (Coase 1937, Williamson 1971, Hart 1975) in which the disputed “asset” is a 

public good or service. As long as imperfection exists in the market, which in this case means 
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that the public agent has discretion in carrying out his work and is a monopolistic provider of 

the asset, he can extract rents from the private agent in return for the asset. In case the corrupt 

act is detected, it is assumed that the private agent still receives the public service or good that 

was him due but that he does not recover the extorted money. Furthermore he does not incur a 

sanction for his partaking in the corrupt act as based on the OECD convention. The constraint 

facing the agent in this situation is:

I 1− I−C e I−C e =I−C e ,   01

As can be seen from the expression, the middle part, which constitutes the traditional built of 

the corruption model  collapses  and the constraint  becomes the simple difference between 

income and the amount extorted. This is due to the fact that businesses are not sanctioned for 

their corrupt behaviour. This legislative stand can be justified from a utilitarian point of view, 

if the net gains from fighting this type of corruption are negative, but if such behaviour can 

work as a conduit for even more corruption, which I argue in Chapter three and four, then net 

gains are likely to be positive on a global scale. If we rearrange to find the highest amount the  

private agent will be willing to pay the public agent to carry out his work we get:

C e=I 1−

As can be seen, the determinant of the corrupt behaviour is the income that will be realized 

from receiving the public good or service which is also the maximum rent the public official  

can extract from the hold-up.

Now, another possibility facing the private agent is to “go whistle blower”, and report the 

extortion to the authorities. In this case he will not be paying the fee from extortion and incurs 

no risk of detection with subsequent payment of a sanction. On the other hand, he incurs a 

cost  from  time  spent  on  engaging  in  the  reporting  and  submitting  the  public  agent  an 

investigation.  Furthermore,  if  institutions  are  weak,  then  investigations  may  not  lead  to 

dismissal of the public agent which can then drag out the matter, thus increasing the cost for  

the  whistle  blowing  private  agent.  Also,  if  corruption  is  pervasive,  then  a  successful 

investigation with subsequent dismissal of the public agent may not lead to any gains for the 

private agent, since the private agent may face extortions again when engaging the public 

agent's successor. Therefore, the private agent will engage in whistle blowing only when the 
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following holds true:

I I−C eI−W

The expression states that the private agent will engage in whistle blowing, only if the utility 

from expected income less the costs from whistle blowing  W, is more than both the utility 

from engaging in corruption and the utility from doing neither. In this case we can rearrange 

to solve for W.

W=C e

Obviously, the decision to engage in whistle blowing is solely reliant on the amount of money 

being extorted. The two situations are illustrated in Figure 3 below. As can be seen from the 

figure, all else being equal, the rational choice for a private agent is to pay the extorter when 

the amount asked for is sufficiently low. As the extortion fee increases, the utility decreases 

until a point where whistle blowing becomes the rational action. This again allows us certain 

insights:  On the one hand, because of the risk of whistle blowing which comes from the 

feeling of legal entitlement, the size of the fees from extortion are likely to be constrained 

overall, since the private agent's rational action will at some point be to switch to whistle 

blowing.  On the other  hand,  because there is  no risk of  incurring a  sanction,  the risk of 

detection is irrelevant for the business, effectively making the fee the private agent is willing 

to pay larger. 

Whichever of these opposite effects are stronger depends on the quality of institutions put in 
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place to ensure efficient and effective whistle blowing. Efficient whistle blowing will decrease 

the costs related to be a whistle blower, both costs from administrative processes and time 

consumption, as well as costs incurred if whistle blower protection is poor. Effectiveness of 

whistle blowing is dependent on the probability that the whistle blower will run into the same 

problem after whistle blowing, either because the official is not removed or his replacement is 

also  corrupt,  as  discussed above.  Held together  with  my findings  in  section 2.2.2 on the 

bureaucrats action model on extortion, it is to be expected that the size of the extortion will be 

defined by the bureaucrat's perception of risk of detection and the business's foregone income 

if they do not obtain the wished for public service or good.

The dynamics from changing the private agent from owner to paying employee or masking 

employee are the same as those found in the section on bribes, so I choose not go through the  

exercise of replicating and deriving the formulas for those situations, but instead move on to 

the situation of kick-backs.

2.3.3 Kick-backs
Kick-backs are the situations in which  a public agent makes an agreement with a private 

agent, to ensure a public purchasing contract, for a certain price higher than the market price, 

whereas the private agent in exchange pays a premium to the public agent. If corruption is not 

pervasive, public contracts usually go to the business that proposes the best offer through a 

number of competitive bidding rounds. If corruption is pervasive the private agent can spend 

resources to facilitate an agreement with the public agent in charge of the contracting to rig 

the competition and ensure the private agent the contract. If the agreement is detected the 

private agent loses the contract and incurs a sanction, since this situation is captured by the 

OECD (2010). In this case, the private agent's constraints are given by:

1
ni

I1− I−F −F−S  , n=1,2,3...i

Because we assume that agents are homogeneous the chance of being awarded the contract on 

market terms is defined by the probability 1/n, where n is the number of businesses competing 

for the contract. Because information is asymmetric in reality, with each business competing 

27



for  the  contract  having  limited  knowledge  on  what  price  the  competitors  can  offer,  this 

approximation seems reasonable, although of course not perfect.  I is the income from the 

contract, θ the risk of detection and S is the sanction. F is the cost of facilitating the contract. I 

distinguish it from the usual corruption fee because F is not equal to the fee the public agent 

receives for rigging the bidding, which is larger and borne by the tax payers. By rearranging 

and isolating we find the maximum F the private agent is willing to pay to get the contract:

F=I 1−− 1
ni
− S

I


As can be seen from the equation,  F is determined by the size of the contract, number of 

competitors, the probability of detection and the sanction imposed. From the equation we can 

infer that if competition is fierce and probability of detection low, the incentive to engage in 

kick-backs become very strong, because the cost of doing so is relatively small as the fee paid 

the public agent is borne by the tax payers. It also implies that corruption should be more 

prevalent with very large contracts.

Figure 4 below is from Transparency International's Bribe Payers Index 2008. As can be seen, 

the five sectors most plagued by corruption are sectors that are characterized by contracts 

being very large and the work very capital intensive, which supports the inference from the 

equations that larger contracts attract more corruption. If institutions are weak, it is evident 

that engaging in kick-backs becomes very lucrative for the private agent.

Obviously, if institutions are very weak, the private and public agent can cooperate to make 

the contracting price for the public purchase high enough for both agents to have a share of 

the premium. If this is the case, both the private and public agent's incentive to engage in 
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corruption is further increased. 

2.4 Politician
The politician is a public agent that is involved in public policy- and decision-making. As 

opposed to the bureaucrat he earns a relatively high wage, and the impact of his work on the 

national economy (civilians and the business community alike), through his shaping policy 

and  influencing  public  contracting  reaches  much  further.  Corruption  cases  including 

politicians  often  involves  kick-backs  or  bribes  to  propose  and  ratify  legislation  that  is 

preferential  to  the  briber  and  is  often  dubbed  'Grand  Corruption'.  Cases  like  these  are 

widespread,  particularly,  although  by  no  means  exclusively,  in  developing  countries. 

Examples of such cases can be found in newspapers around the world, for example in Taiwan 

where a politician was found guilty of receiving kick-backs for the building of a science park5 

(Economist 2010), in South Africa where a Member of Parliament was imprisoned for taking 

bribes in relation with arms deals with European suppliers – a case that reached all the way to  

the country's Deputy President (Kgosana & Prince 2010), or in Russia where the Head of the 

Information Department under the Health and Social Development Ministry opened a public 

tender for a highly complicated website to be built in less than 16 days – a deadline that is 

allegedly too soon for even the most effective Silicon Valley businesses to meet, but was still 

accepted by a single conspicuous IT company6 (Krainova 2010). Further evidence of political 

corruption can be found in the increasing public attention to the concept of “Rousfeti” in the 

aftermath of the Greek debt crisis, which signifies expensive political favours (Walker 2010). 

I develop two models for the politician, one for bribes and one for kick-backs.

2.4.1 Bribery
The model for bribery is a modification of the same model for the bureaucrat. Unlike the 

bureaucrat, the size of the bribes implicated with corruption of the politician is so large, that 

5 A case that has further escalated after the politician was later found not guilty by a higher court: A following 
investigation uncovered that the judges at the higher court had been bribed to deliver a not-guilty verdict.

6 The tender was cancelled the day after the story was publicized in the Moscow Times, and another two days 
later, the mentioned Head of Information Department resigned.
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they will  rarely be paid in  cash.  Instead,  the public  agent  will  typically have the amount 

transferred to one or more accounts well away from the searchlights of the media and internal 

auditors. Because such movement of funds can be traced upon detection of corruption, the 

state  can,  and often will,  try to  recover  some of the gains  from the corrupt  act.  The EU 

Criminal Law Convention on Corruption also establishes that assets with value equivalent to 

the gains from corruption can be confiscated. This follows from Article 19.3 which states:

“Each Party shall adopt such legislative and other measures as may be necessary  

to enable it to confiscate or otherwise deprive the instrumentalities and proceeds  

of criminal offences established in accordance with this Convention, or property  

the value of which corresponds to such proceeds.”

In other words, upon detection the politician will lose whatever income from corruption that 

he is not able to hide from the following investigation. The fraction the politician is able to  

hide and keep after detection is represented by the variable δ. The politicians constraints then 

are as follows:

I1− ICbC b−S  , 01  and 01

We can now solve for  C,  to  find the  determinants  of  the  minimum bribe needed for  the 

politician to engage in this type of corruption:

Cb=
IS

1

−1

As the equations show, the determinants are legal income, probability of detection, severity of 

sanction and fraction of gains from corruption lost upon detection. Figure 5 below illustrates 

how the minimum bribe needed rises with probability of detection.  Unlike all  the former 

models, where the marginal increase in bribes was constant when probability of detection 

increased, the marginal increase in bribes needed to engage in corruption rises relative to the 

30



increase in probability of detection when the state can confiscate gains from corruption. This 

effect is exacerbated when the expected confiscation increases. This can also be seen from 

Figure 5, where the three graphs show minimum bribes needed for engaging in corruption 

when  probability  of  detection  rises  and  the  expected  loss  from  confiscations  varies 

=[a ,b , c] and abc . 

As the model shows, the recovery of gains from corruption can be an effective deterrent to 

corruption. Since the effectiveness is decided by the corrupt politicians ability to hide the 

evidence  of  bribes,  it  becomes clear  just  how important  it  is  for  accounting standards  to 

establish transparency in accounting statements. Furthermore it also becomes apparent that 

laws  concerning  the  disclosure  of  information  from  banks  to  states  when  suspicion  of 

corruption arises are crucial.

2.4.2 Kick-backs
Turning to kick-backs, the preceding discussion on the supply-side has already given an idea 

as  to  how the demand-side will  look like.  As always,  the public  agent  has  the option of 

conducting legal work only, or illegal work complemented by corruption with a following risk 

of detection and imposition of sanction. It is assumed that the politician also incurs a cost F in 

order to establish the collaborative behaviour that makes the kick-back possible. He receives 
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the kick-back premium C from the act, and in case of detection he is dismissed without pay 

and loses a fraction of the gains from corruption, like in the case of bribes. His constraint can 

then be written:

I1− IC−F C−F−S  , 01  and 01

Solving for C we get:

C=
IS F


1

−1

The  determinants  of  the  kick-back  needed  for  the  politician  to  engage  in  corruption  are 

income, costs for facilitating the kick-back, severity of sanction, probability of detection and 

expected gains lost  upon detection.  In accordance,  Mauro (1995, 1997) finds that corrupt 

governments channel tax money into public investments that are characterized by being large 

and capital intensive, both because it is easier to siphon out money from this type of project,  

and  there  are  more  funds  to  siphon  off  per  contract.  Thus  it  becomes  evident  that  the 

industries shown in Figure 4 above attract corruption because there are large gains for both 

the supply and demand-side, which makes it in the interest of both sides to collaborate to 

facilitate kick-backs. It is now quite clear,  that all  players have an incentive to engage in 

corruption when institutions are weak, and thus, at least the motivations for corruption are 

easily explained by the rational agent model. 

2.5 Inconsistency: Severe Punishment, Severe Corruption

Having built models after the Beckerian method it should be possible, from an economic point 

of view, to introduce institutions that would act as deterrents to corrupt behaviour. The straight 

forward instrumentalist way would be to manipulate the variables introduced in the equations 

above, that is, legal income, probability of detection, severity of punishment and expected loss 

of  gains  from corruption upon detection.  In addition,  since policing and investigating are 

costly tasks, and raising wages throughout the public sector equally so, the efficient approach 

quite rationally is to raise punishment to a level so high that it will automatically outweigh the 
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expected utility from corrupt income, and this is indeed the approach in many developing 

countries, like for example China, where bureaucrats may be sentenced to death for corruption 

(CNN 2010). Nonetheless, China is well known for its pervasiveness of corruption, and is 

ranked 79 out of 180 countries in Transparency International's Corruption Perception Index 

(2009).

Looking at the models above, the thing we should notice is that the probability of detection 

carries over into the punishment variable, that is, if probability of detection is sufficiently low, 

the effect of the punishment variable becomes very weak ex-ante from an expected utility 

approach. On the other hand it is worthy of notice that it is fair to expect that most people do 

not gamble with imprisonment or even the death sentence. As it can thus be concluded that 

risk from sanctions are indeed almost nullified by the weak detection mechanism, a more full 

understanding of these opposing dynamics demands a deeper inquiry into how the detection 

mechanism works, or rather, does not work. I now turn the focus of my analysis to the reason 

for this inconsistency in the next chapter.
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Chapter 3 – The Games of Corruption

Having  developed  the  models  that  constitute  the  incentives  and  constraints  facing  the 

individual agents, I now move on to a set of matrices that are meant to flesh out the dynamics 

of corruption that lead to systematization of corruption. I explore these different dynamics to 

try to provide a bigger picture of corruption and show how an economy ends up in a circle of 

dynamics that resemble a corruption dead-lock. The different dynamics explored here are the 

games that arise when: 1) Competing businesses can choose to engage in corruption to “get 

ahead in the game” and, 2) the officials must choose whether to engage in corruption based on 

what his colleagues do and think. I also introduce a factor into the models additional to the 

ones introduced in Chapter 2, which resembles a moral variable, thus changing the private 

agent from a “rational agent” to an “(im)moral agent”. This is done to show how different 

perceptions  and  biases  towards  corruption  in  the  global  market  alters  the  dynamics  of 

corruption and equilibrium outcomes.

3.1 The “Anything Goes” Game
Corruption can be used to distort competitive pressures in favour of the corrupt business. To 

see how, imagine two companies, one domestic, the other foreign. Furthermore, to isolate the 

issue in question lets simplify the situation by assuming that they are homogeneous except for 

their  national origin,  that there are no extra barriers for the foreign company to enter the 

stipulated market and that they are the only two players, and so, they split the market equally 

between them, and enjoy the same profits at equilibrium.

3.1.1 Homogeneous Players
For starters, imagine institutions are weak, and thus, that there will be a possibility for the 

domestic  business  to  bribe  legislators,  as  mentioned  by  Jain  (2001),  to  implement 

protectionist policies, say an import quota, which will effectively transfer a part of the foreign 

company's market share to the domestic company. If this happens we end up with the well 
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known  model  from  microeconomics  of  state  interference  with  the  free  market,  which 

ultimately ends with a dead weight loss to society as a whole, although the domestic business 

benefiting from the legislation (read: engaging in corruption) may itself benefit. 

The  above  example,  aside  from  emphasizing  the  negative  impacts  of  corruption  on  an 

economy, provides some intuition as to how corruption affect competition in a very direct 

way. But one can imagine how distorted competition really becomes when a business takes 

into  use  the  full  arsenal  of  corrupt  acts  available  to  him  to  get  ahead  of  competitors: 

Facilitation of industry standard approvals without actually meeting requirements, paying off 

health inspectors or workplace inspectors to approve without inspection, bribing tax officials 

to not ask questions about the accounting statements or evading sanctions from property-right 

infringements. It has even been reported that it is possible, in certain countries, to pay the 

police  into  having  a  competitor  arrested  (Avtonomov  2006).  Thus,  if  competition  is 

adequately intense and institutions  are  weak,  it  is  possible  for  a  company to increase  its 

income at the cost of a competitor by means of corruption, or as Fuxman (1997) dubs it in his 

study on business ethics in Ukraine: “Anything goes” tactics.

Based on the above, we can examine a game between two players, much the same as the 

bribe-for-policy situation further above, but more general, making available a wide array of 

corrupt  behaviours.  We  call  the  players  i and  j and  if  they  both  play  by  the  rules  (no 

corruption)  they  gain  utility  i and   j respectively.  If  player  i chooses  to  pay  a 

facilitation fee to break the rules and engage in corruption for extra gains, he gets ic− f

which is more than his utility from purely legal means assuming that  c f which must be 

true because the player would have no incentive to engage in corruption if this is not the case. 

So far, all of this is in accordance with and covered by the agency models in Chapter 2. Now, 

building from the ideas from Fuxman (1997) and Avtonomov (2006), if player  i engages in 

corruption, player j becomes a victim of this corruption, either directly through sabotage, or as 

is  more probable,  indirectly because player  i increases his  competitiveness through illegal 

means. Player j then ends up with  j−c which is less than the initial income. To recover 

his lost market share, player j can respond in kind and engage in corruption himself, but since 

player  j and  i both have to pay a bribe they end up with the utility  i− f and  j− f

respectively. In this case the game can be described by the matrix below:
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i− f , j− f ic− f , j−c

i−c , jc− f i , j

Figure 6: Anything Goes (Prisoners Dilemma)

If we hold on to the assumption of utility maximization it is clear that the game resembles the 

prisoners dilemma, in which the rational move for both players, assuming that they start out 

with non-corruption, is to engage in corruption. Whether we model the game as simultaneous 

or turn-based decision-making we end up in the top left corner of the matrix, as indicated on 

the figure by the grey background, where both players act corrupt, and so, the game has a sub-

optimal equilibrium. Although both players would be better off by not engaging in corruption, 

this  is  not  a  stable  equilibrium,  because  both  players  have  an  incentive  to  engage  in 

corruption.  In  the  following section  I  extend the  model  by distinguishing  the  players  by 

including a “moral factor” and show how this may lead to a different outcome. One could 

argue that if there is a credible way for the players to cooperate it would be possible to sustain 

the utility-maximizing equilibrium. But if we try to get a little closer to reality by loosing the 

assumption that there are only two players, and remember that corruption is a covert activity it 

is clear that such a cooperation is near impossible to sustain if institutions are weak. 

3.1.2 The Moral Agent
I now want to introduce what I dub the moral factor. The moral factor is a variable that carries 

with it a bias against corruption. The moral factor has been addressed theoretically in agency 

theory from the very beginning of the economic literature of corruption by Becker (1968) and 

Rose-Ackerman (1975), and been indirectly verified empirically through several studies on 

international  business  ethics  (e.g.  Abratt  1992,  Vynoslavska  2005) but,  to  the  best  of  my 

knowledge, never been stipulated in terms of game theory. With this variable entering the 

agents utility equation, he changes from the indiscriminately profit maximizing agent, to a 
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moral agent, who will choose not to engage in corruption because doing so generates disutility 

that outweighs the utility from income from corrupt behaviour.

Put in the context of the 'anything goes' game this means that the moral agent, let us assume 

this is player j, by engaging in corruption gains  j ,c− f −M if player i plays by the rules, 

and  j− f −M if player  i is corrupt, and that  Mc− f . Under these assumptions, the 

game from before changes into the one described by Figure 7 below:

i− f , j− f −M ic− f , j−c

i−c , jc− f −M i , j

Figure 7: Anything Goes w. Moral Agent

In this case, player i's dominant strategy remains engaging in corruption, while player j's is to 

refrain from doing so, and the stable equilibrium is the outcome in the top right corner of the 

matrix. The problem here is, that although player  j maximises utility, the underlying market 

shares (which are assumed to equate proportionally to profits) are not maximized. Thus from 

a shareholder view, this outcome is highly unsatisfying, because it will seem that player j is 

not realizing his full potential, or rather, that the returns from investment for the shareholders 

in the company player  j represents are less than expected.  This will  create a pressure for 

player j to perform better. If this cannot be done through legal means, and if shareholders start 

to think that they can increase returns by replacing player j, either his incentives changes from 

the fear of losing his job which may lead to engaging in corruption, or his moral variable will  

carry through and he will refuse to engage in corruption and lose his job thus being replaced 

by a new agent who may engage in corruption and improve returns, or refrain and face the 

same risks that his predecessor did. Although corruption is today a subject enjoying much 

focus and most companies searching for new markets will be aware of the level of corruption 

even before they enter a foreign market, the secrecy that is the nature of corruption makes it 

difficult for shareholders to assess whether company performance below expectations are due 

to corruption or plain unsuccessful management.
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If  it  is  commonly known that corruption is  pervasive in the market,  then this  knowledge 

would make a moral agent expect to catch lower returns by entering such a market, than if 

they enter a market with no corruption. Thus, corruption would become a deterrent to market 

entrance  for  firms  subject  to  the  moral  factor.  This  dynamic  would  explain  Lambsdorff's 

(1998) findings in which businesses from foreign countries characterized by corruption had 

higher than expected market shares in an economy where corruption is pervasive, whereas 

corruption  had  the  opposite  effect  and  acted  as  a  deterrent  to  entry  for  businesses  from 

Sweden, which are characterized by not engaging in corruption.

As should now be clear from the above analysis, a very grave symptom of this result is that if 

there is a tendency towards non-corrupt businesses staying out of countries where corruption 

is pervasive, then trade and FDI in that country would tend to mainly come from businesses 

that  are willing  to  engage  in  corruption.  In  other  words,  corruption  would  breed  more 

corruption. Although the 'corruption breeds corruption'-effect is already being explored within 

governments (Mauro 1995, Kneller 2010), the above game indicates that this trend also exists 

outside governments if corruption is already pervasive, thus further aggravating the issue by 

increasing and systematise the supply-side of the problem.

3.1.3 External Deterrents in the Global Market
Another effect that needs to be considered is external deterrents to corruption. In the models 

in Chapter 2, I incorporated the risk of firms being detected in the corrupt act with following 

punishment. This was done to reflect the incorporation of anti-corruption legislation around 

the world, such as the OECD Convention of Combating Bribery of Foreign Public Officials in 

International  Business  Transactions,  the  EU's  Civil  and  Criminal  Law  Conventions  on 

Corruption, and the US Foreign Corrupt Practices Act (FCPA). This agency model does not 

communicate the reality in full, though. A segment of businesses originating from developing 

countries  are  not  subject  to  such  rules,  and  between  those  that  have  adopted  their  own 

equivalents,  a  fair  share  has  not  been  implemented  effectively  as  is  evident  from  the 

Transparency International's  Bribe Payers Index (2008).  This creates an asymmetry in the 

possible  choices  of  actions  in  the  global  marketplace  resembling  the  one  in  the  game 

represented by Figure 7 above. Furthermore, the freedom of the press is strongly correlated 
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with businesses' propensity to engage in corruption, as proved in Brunetti & Weder's (2003) 

empirical study of the phenomenon. The authors also stipulates from casual observance, that 

corruption seems to decrease the extent of press-freedom.

What I mean to communicate with the above is that aside from internal compulsions (the 

moral factor), certain external pressure also serves to deter corruption by imposing a risk of 

fines or bad publicity which may in turn lead to loss of sales. But when these pressures create 

the asymmetry mentioned earlier, it also seems to lead to an increase in competitiveness of 

those  players  that  are  not subjected  the same deterrents.  A game theoretic  argument  thus 

provides  a partial  explanation as to  why anti-corruption strategies are  unsuccessful and it 

indicates that the pressures the international community puts upon clean businesses in order to 

keep them clean, does not effectively decrease corruption in the already corrupt economy, but 

rather intensifies it by making clean businesses avoid the market, leaving it easy prey for 

corrupt  businesses.  This  is  not to  say that  these types  of pressures  against  corruption are 

completely unjustified, but rather that they should be applied cautiously, because they are only 

a strategic complement to the solution to curb corruption, not a solution in itself,  and in case 

it stands alone, they may even serve to increase corruption in an economy. Such a tendency is 

clear in many countries  in Africa,  where investors from the developed countries pass the 

opportunities in this part of the world on the grounds of corruption (Ocheje 2003), whereas 

Chinese and Indian businesses,  some of the most notorious  bribe payers,  are  increasingly 

becoming larger trade partners and investors in the area (Riaño & Hodess 2008).

3.2 The Corruption Club Game
The  Corruption  Club is  a  concept  proposed  by Paolo  Mauro  (2004)  of  the  International 

Monetary  Fund.  Recently,  Haque  &  Kneller  (2010)  have  researched  the  phenomenon 

empirically and found evidence that this conceptualization of corruption is indeed the reality. 

The above mentioned article has only introduced the Corruption Club as a concept to explain 

how corruption affects economic development. In the following, I model the concept as a 

game to deepen the understanding of the dynamics of the Corruption Club, how it comes 

about and how it spreads.
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3.2.1 Corruption Clubs
The idea of Corruption Clubs rely on an argument of strategic complements. That is,  the 

action of one player comes about because the same action of another player is a complement 

to the first player, thus creating an incentive to take said action, or put differently, if player i 

does action x, then this increases the utility of player j if he also does action x, and conversely. 

As  can  be  inferred  from the  argument,  the  game presupposes  a  turn-based action-choice 

model (like a Stackelberg game) wherein one player first observes the action of the other 

player, and then chooses his own action. Alternatively, simultaneous choice can be justified if 

credible signalling is possible.

The game unfolds as follows. In the first round, player  j enters the game, using  whichever 

strategy that maximizes his utility. In the second turn, player  j has had the opportunity to 

observe i's behaviour and then chooses his strategy based on this observation. If players are 

rational agents, and institutions are weak, it will be the rational choice for player  j to enter 

using the strategy Corrupt, as shown in the agency models in Chapter 2. By doing so he gains 

utility  jc  which is higher than utility by purely legal means. If player i is also rational 

and thus plays the strategy Corrupt, this will serve as a strategic complement for player j since 

knowing that player i is corrupt means that he is likely to turn a blind eye to player j's corrupt 

activities. In effect, this means that risk of detection decreases, and thus utility from corrupt 

means increases to  jC where Cc . The game is depicted by Figure 8 below:

iC , jC ic , j

i , jc i , j

Figure 8: Corruption Club game

Naturally, the outcome becomes the strategy where both players play the  Corrupt strategy. 

Because  I  assume  weak  institutions  and  rational  agents,  the  game  in  fact  starts  out  in 

equilibrium. An exemplification of the situation would be a government office charged with 

40

Non-Corrupt
Player i

Corrupt

Corrupt

Non-Corrupt
Player j



issuing business licenses. If everybody in the office are extorting entrepreneurs, it becomes 

much less risky for a new public officer to do the same, because his colleagues are already 

deeply engaged in the illegal activity, which creates a disincentive for them to turn him in.  

Worthy of notice is that this dynamic is general and thus could (and, as I shall argue later,  

most likely does) stretch all the way up to political parties and judicial systems in countries 

with weak institutions, following the survey by Transparency International (Riaño & Hodess 

2008). Now I introduce the moral agent to the game and show how Corruption Clubs breed 

corruption in governments defined by weak institutions.

3.2.2 The Moral Agent
In this section, I replicate the rules of the game, but assume that player  j is a moral agent 

instead of rational. Thus, player  j chooses strategy Non-Corrupt, since playing Corrupt will 

yield him lower utility because he has an aversion bias against corruption, that is Mc . 

Now, if player i is a rational agent, his strategy will be to engage in corruption in round one, 

and the game ends up as depicted by Figure 9 below:

iC , jC−M ic , j

i , jc−M i , j

Figure 9: Corruption Club w. Moral Agent, Round 1

Before we move to round two, let us first revisit the bureaucrat's agency model on bribery in 

Chapter 2. The public agent's utility function when engaging in bribes can be defined as:

=1− ICbCb−S 

I now add a variable  M which represents the moral factor. This variable can take any value 

between  zero  and  one,  0M 1 ,  and  the  moral  agents  utility  function  can  then  be 

described by the equation:

=M [1−][IC b][Cb−S ]
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Furthermore,  following  Mauro's  (2004)  findings  that  when  more  agents  are  engaged  in 

corruption, the probability of a single agent being caught in corruption becomes smaller, we 

incorporate the Corruption Club effect as a decrease in probability of detection. In this case 

we can depict the agents action model as below:

As can be seen from the figure, the less the value of the moral variable (the stronger the 

aversion bias towards corruption), the less is the utility from bribes, and the less likely is the 

agent to engage in corruption. But if the agents already in place are corrupt, and corruption is 

a strategic complement, then probability of detection decreases and negates the moral factor 

to some extent, making the Corrupt strategy the strategy yielding the highest utility in a much 

larger set of action-choice situations. In the figure above, this translates into the moral agent's 

utility function for corruption rotating clock-wise around the point (0,0), exemplified by the 

utility function with probability of detection CC . I other words, if the extra decrease in risk 

of  detection  that  occurs  because  of  Corruption Clubs is  large  enough,  it  may completely 

outweigh the moral variable and make the moral agent fall to the temptation of corruption.

As should now be clear, what determines the moral agents action is partly his individual moral 

factor and partly the strength inherent in the institutions of the system. This is an interesting 

point because not only does it capture the effect of the two dominating views on the origin of 

corruption  (institutions  as  represented  by  the  probability  of  detection  and  sanctions,  and 
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norms and culture as represented by the moral factor),  but it  also explicitly addresses the 

interplay between them.

It thus follows that if institutions are weak enough that a rational agent will pick the Corrupt 

strategy, but just strong enough that a moral agent will pick the Non-Corrupt strategy, then in 

round two when player  j has observed the behaviour of player  i he will choose the Corrupt 

strategy as well  in spite  of his  moral  aversion bias,  because the complementary effect of 

player  i's  corruption strategy decreases  the probability of detection thereby increasing the 

utility from corruption above that from purely legal income, and the game ends in the top left 

corner of the figure below, which is a stable equilibrium, since CM .

iC , jC−M ic , j

i , jc−M i , j

Figure 11: Corruption Club w. Moral Agent, Round 2

In other words, if institutions are sufficiently weak, even an individual that would generally 

be characterized as being more “moral” than the average person (or the average employee in 

the public sector) may be induced to engage in corruption because of the Corruption Club 

effect, that is, because his colleagues are corrupt which lowers the probability of detection and 

punishment. This effect lends us an explanation for the inconsistencies identified in chapter 

two. Both the surprisingly high prevalence of extortions relative to bribes in the bureaucracy 

and  the  prevalence  of  corruption  in  general  in  the  face  of  severe  punishment  can  be 

understood when we realize that the Corruption Club effect makes it almost impossible to 

detect and punish corrupt public agents, especially if the Corruption Clubs include the police 

and courts. 

Another important thing to notice here is that whereas the institutions are a general factor that 

applies equally for all players, the moral factor is a much more idiosyncratic variable. This 

means that if institutions are weak, a moral agent will have a very difficult time changing his 

colleagues from corrupt to non-corrupt, whereas it is much easier for corrupt agents to change 

their colleagues from non-corrupt to corrupt.
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The above analysis also highlights the importance of recruiting people that are unwilling to 

engage in  corruption,  or  in  the  terms  of  this  study,  have  a  strong aversion  bias  towards 

corruption.  This  point  is  of  course  self-evident  as  a  point  of  departure,  since  making  an 

individual with a low (or no) aversion bias to corruption a public agent will naturally lead to  

that individual engaging in corruption, but the above game gives reason to stress the point 

further, because if a government institution is founded on corrupt individuals it will tend to 

become contagious and thereby, self-perpetuating. This trend has also been casually observed 

by Tanzi (1998).

As  if  the  above  described  contagion  tendency  was  not  enough  of  a  risk  in  itself,  the 

recruitment process in the public sector in corrupt economies are often designed in a way that 

favours the individuals that are willing to engage in corruption. As I also intend to show in the 

next  chapter  of  this  study,  this  type  of  recruitment  process  comes  about  because  of  the 

political culture that persists in the corrupt economy.
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Chapter 4 – The Origin and Spread of Corruption
In  the  preceding  chapter  I  have  analysed  how  corruption  works  when  it  is  already 

systemically embedded in an economy. I now look into how corruption comes about and how 

the political leadership engaged in corruption maintains power so as to sustain their corrupt 

practices. To meet this end, I look into some historical accounts of corruption. In the tradition 

of  Eisenhart  (1989) I  utilize a  comparative  qualitative  approach to  derive  tendencies  that 

contribute to the introduction of corruption in an economy. 

Upon  having  found  the  patterns  that  introduce  and  spread  corruption  in  an  economy,  I 

formalize my findings in a “Corruption Interactions Map”, which will integrate my collective 

findings and become the foundation on which my proposition on how to deal with corruption 

will be built.

4.1 Politicians, Cronyism and Patronage
Following the last paragraphs of the preceding chapter, I now spend some time elaborating on 

the way allocation of power and recruitment in corrupt economies work. Unlike the developed 

economies, which have implemented formalized procedures to ensure a meritocratic selection 

of  employees,  developing  economies  are  often  submitted  a  cronyistic  (and  nepotistic) 

recruitment  scheme  in  the  political  elite.  These  practices  are  supplemented  by  the 

phenomenon commonly labelled patronage which implicates the economy's business elite. 

Although these practices are not directly related to the ones studied in the preceding chapters, 

they are  crucial  to  address  because  they are  used  as  a  means  for  the  incumbent  elite  to 

maintain power thereby allowing them to continuously exercise their corrupt practices.

With cronyism is understood the allocation of positions of power to friends and loyalists. This  

selection  system defies  the  meritocratic  system which  allocate  positions  of  power  to  the 

person most skilled, and instead give these positions to those individuals who are loyal to the 

authority, while appropriate skills are a lesser requirement. Patronage is the support of the 

business elite in exchange for political favours, be it favourable legislation, the sales of state 

assets below market price or promises of top positions in government. Evidence of these types 
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of behaviour can be found throughout history and in the literature on corruption. 

4.1.1 Accounts from Bolivia
I now look closer into patronage, by examining its history in differing contexts. In my attempt 

to try to crystallize some clear patterns, I start out by looking at it in a small scope. The highly 

enlightening study by Faguet (2009) explores the trajectories of nine municipalities in Bolivia. 

Although the main aim of Faguet is to argue that decentralization of government is not a cure 

for corruption on its own, it holds a detailed account of how the pervasiveness of corruption 

develops differently in two local governments, which contain valuable points for my research. 

The study has two major advantages, compared to similar studies. The first is that the nature 

of the study is such, that it  does not fall victim of the criticism that corruption may vary 

because of differences in national culture, since it compares municipalities instead of nations. 

The second is that decentralization happened recently (1994) making it possible to track the 

outcomes of such a major structural change in society. Preceding 1994, Bolivia was one of the 

most centralized countries in the world, and the study has thus made possible the tracking of 

the opportunities and actions when new positions of political power are created. The study 

examines the trajectory of the two municipalities Viacha and Charagua. For the purpose of my 

study, I focus on the local government of Viacha that fared less well in terms of combating 

corruption:

The  municipality  of  Viacha  hosted  the  Cervecería  Boliviana  Nacional (CBN),  Bolivia's 

largest brewery, and shortly after the implementation of decentralization in 1994, the CBN 

plunged itself deeply into local political life,  with the owner of the brewery founding the 

political party Unión Cívica Solidaridad (UCS). This relationship made the UCS the political 

party with access to the largest amount of financing by far, and the resources of the brewery 

was put to capturing political power. Aside from the general financing of the UCS campaigns, 

the party used the brewery's distribution network for political advertising, and the brewery 

staff was organized to throw big rallies in which beer was given away, making the events a 

major attraction. At the same time, the CBN also financed the oppositional parties, but in such 

a  way that  the  brewery  made  them dependent  on  it,  making  possible  the  extortions  and 

46



briberies that effectively deadened political competition, and the UCS thus convincingly won 

the first local election in Viacha. The situation described is known in the corruption literature 

as 'state  capture'  and signifies the situation when patronage is  taken to extremes,  and the 

political  parties  are  so  reliant  on  the  business  community's  financing  that  the  business 

community, unofficially but effectively, controls the political agenda.  In capturing political 

power,  the  CBN-UCS inserted  party member  Mr.  Callisaya  as  mayor,  who following his 

coming to power, expanded his payroll by over 100 percent without significantly increasing 

the  municipality's  administrative  ability  or  technical  skill,  and  diverted  public  funds  into 

costly,  uncalled for projects that turned out to have defects and malfunctions shortly after 

being built. Although not further elaborated on in his study, the expanding of the payroll and 

diversion of funds into unnecessary projects are strong indicators of cronyism and kick-backs 

respectively, but as data does not allow for explicit investigation I do not pursue this further 

but simply comment on it to point out the intertwined nature of this type of behaviour. When a 

number of public officials testified against Mayor Callisaya, it was found that the example set 

by the mayor started spreading to the rest of the public officials, allegedly: “...forming a web 

of corruption that enveloped the municipality.”.

The Bolivian state had already foreseen the risk of the above described practices and therefore 

also implemented an Oversight Committee in each municipality led by a president who had 

the power to freeze funds if it was suspected that these were misappropriated or allocated 

unnecessarily, until justification of the project had been proven. Unfortunately, the CBN-UCS 

used its power to insert a newly arrived migrant from another municipality who, as it turned 

out, had no idea where the resources he was hired to oversee, went.

In 1997, after having won three consecutive elections based on ineffective opposition and 

populist policies narrowly targeted at the urban population (in a largely rural municipality), a 

number of town meetings were held, in which the population aired their frustrations.  The 

meetings culminated in civilians taking the streets in a riot, denouncing Mayor Callisaya, who 

resigned a few days after. The incumbents were so entrenched, that political change could not 

happen  through  conventional  democratic  means,  and  as  Faguet  adequately  describes  it: 

“...only a large, extra-systemic shock could break the party's hold...”

The story from Bolivia contain events that I argue form a pattern in corrupt economies in 
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general. First, patronage, in which the business elite's interests are deeply ingrained in the 

political daily life appears, creating opportunities in which rational individuals can maximize 

their income by engaging in corruption. Because the patronage is beneficial to businessmen 

and politicians alike,  as has also been shown theoretically in preceding chapters, both the 

supply and demand-side have an interest in staying in power, and the incumbent elite starts 

entrenching  itself,  by  strategically  recruiting  loyalists  in  key  positions  and  weakening 

opposition  through  a  variety  of  legitimate  and  illegitimate  means.  As  a  consequence  of 

inserting corrupt individuals in the top of the pyramid, corruption starts spreading to the entire 

governmental  system,  as  the  checks  and balances  put  in  place  are  undermined,  refer  the 

Corruption Club game above. This creates a political system that at first glance look like a 

democracy, but in effect is so only to a limited extent. As the political alternatives are no 

better than the incumbents, civil society is rendered powerless to change the situation and the 

economy is captured in the “corruption dead-lock”. The only solution left is civil society's last 

resort:  Faguet's extra-systemic shock.

I now carry the above dynamics into the national level by examining the development of the 

Russian state after Gorbachov's market reforms, the patronage of Yeltsin's administration and 

the cronyism put in place during Putin's reign.

4.1.2 Accounts from Russia

Russia's transformation since the fall of the iron curtain has been ambiguous. The following 

market reforms introduced by Gorbachov initially led to decreases in corruption, but indices 

show that corruption is likely to be worse today, than they were during the former communist  

reign (Zhuplev 2008).

Yeltsin and Gaidar introduced further wide-reaching market reforms to liberalise the market 

and spur growth. As a consequence, former state-owned enterprises suffered horribly under 

market competition leading to an initial decrease in GDP of 50 percent (Avtonomov 2006). 

The  drastic  economic  shock  led  to  civil  resentment  towards  the  market  reforms  and the 

implementing government, and a few months before the presidential election in 1996, Yeltsin 

held a meagre 2 percent popularity in polls. The former communists stood to win, promising a 
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retreat from market reforms. In order to prevent the return of communism, Yeltsin sacrificed 

transparent democracy for the sake of market economy and engaged in patronage by allying 

with a number of the largest Russian private corporations to finance his campaign for re-

election,  effectively  leading  to  state  capture.  As  collateral  for  the  financing,  he  placed 

ownership of major state assets in the hands of the financiers. After having won the election 

the debt had to be settled, but the loans were never paid back and, through rounds of rigged 

auctions, the state assets was effectively sold at much less than market value, leading to the 

birth of what is today known as the Russian Oligarchs. To facilitate this transaction, property-

right  laws were deliberately left  insufficient,  which proved to work against  the Oligarchs 

when Putin came to power. Furthermore, top executives from the patron corporations were 

given ministerial positions which paved the way for favourable legislation, and the stage was 

set for corruption to spread throughout the governmental system.

When Yeltsin resigned he hand picked Vladimir Putin to be his successor. At the same time 

the business community seemed set on implementing more formal and transparent procedures 

under the believe that this would cultivate more economic growth, but in the meantime the 

state  had  changed its  mind,  and was  unwilling  to  put  further  constraints  on  itself.  Putin 

introduced  widespread  cronyism  by  allocating  public  positions,  largely  in  law  enforcing 

agencies, to former friends and colleagues from his time in Russian intelligence. He also used 

the earlier mentioned weak property right laws to put the most profitable industries under 

government administration, and took control of the mass media, which, after the change of 

management,  suspiciously  phased  out  most  political  programs  and  substituted  them with 

entertainment  programs (Avtonomov 2006).  Since  law enforcing  agencies  contain  a  large 

fraction of Putin's supporters, Putin is at the same time dependent on them which had led to 

immunity  from  punishment  of  corrupt  acts  from  which  law  enforcers  derive  substantial 

income. Because of this, corruption has also spread to the rest of the Russian public agencies.

Although Russia's  history is  somewhat  different  because of  its  communist  background,  it 

holds many similarities with the accounts from Bolivia. Corruption was already introduced in 

the Russian communist public administration but contained to a certain level because private 

entrepreneurship was illegal during the communist era. When liberalisation was introduced, 

corruption  increased  explosively as  a  result  of  patronage and state  capture,  in  which  the 
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incumbent  political  elite  traded  political  influence  for  funds  to  sustain  their  positions  of 

power. One difference between Russia and Bolivia is the fact that there is clear separation 

between the business elite and the political elite in Russia, whereas these were one and the 

same in Bolivia. This does not change the tendency towards corruption though, and is thus 

likely to be a variant of the dynamic leading to the same outcome in terms of corruption. The 

political influence gained by the business elite was used to make the business environment 

more favourable to the large Russian businesses, and the weak property-rights that persist to 

this  day combined with Putin's  loyalists  occupying important positions creates Corruption 

Clubs and leaves open the possibility of engaging in corruption without fear of punishment. 

Again the corrupt example set by the top of the pyramid undermines political credibility and 

makes it possible for corruption to spread to the rest of the government institutions because 

political  leadership  itself  does  not  genuinely  pursue  ridding  the  public  administration  of 

corruption.

I now move on to my last case on cronyism and patronage, the case of Thailand, a country 

that, despite its high growth, is still plagued by widespread corruption.

4.1.3 Accounts from Thailand
Although the land of smiles has a history of returning martial rule, the history of this nation 

also  include  all  the  same  features  as  the  above  cases.  Until  1932,  Thailand  remained  a 

monarchy and was exclusively a rural community, locked in a system of tax paying farmers. 

Following its turn to democracy, Thailand was governed by a close collaboration between 

bureaucrats and the military. The business community on the other hand was, like most of 

South East Asia, dominated by Chinese businessmen. Public resentment towards the Chinese 

was common due to their success which paved the way for their continuous prosperity at a  

relatively faster rate than the indigenous population. But as Thai politicians needed funds to 

ensure being elected, a symbiotic relationship was established, in which Chinese businessmen 

provided funds to the Thai officials and military in return for favours and protection of their 

businesses (Girling 1997). Hence the introduction of corruption.7

7 Corruption  was  not  an  unknown  factor  before  the  introduction  of  democracy.  During  the  reign  of  the  
Monarchy,  tax  collecting  bureaucrats  would  embezzle  collections  for  themselves  (Quah  1999),  but  as  
corruption is an elastic term under a monarchic reign (the King is at liberty to make whatever deals he want, 
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This symbiotic relationship took place in a state of political rivalry, and one cadre of Chinese 

businesses came to be associated with the top military leader General Sarit, while another 

cadre became associated with Police General  Phao. Sarit's  success with winning over the 

student population and recruiting the World Bank as reform advisers led to demonstrations in 

his favour, that is, an extra-systemic shock, and culminated in his seizing power through the 

military  coup  of  1958  which  marked  the  beginning  of  wide-reaching  military-dominated 

market reforms, followed by decades of high exports, high growth and increasing business 

opportunities.  Although  the  excuse  for  the  coup  of  1958  was  founded  on  allegations  of 

corruption against Police General Phao, General Sarit was not slow to get his own share of 

illicit gains. He first changed the constitution, dissolved the Assembly, banned political parties 

and trade unions, controlled the press and ruled by martial law. Now being safely entrenched 

and having undermined almost all sources of criticism and political competition, he placed 

trusted cronies in his government to help him carry out schemes of corruption and manage 

bureaucratic  corruption  in  the  lower  parts  of  government.  During  his  time,  General  Sarit 

vastly  enriched  himself  by  building  up  interests  in  banking,  real  estate  and  construction 

contracting to name his most profitable sectors.

The 1960's and early 1970's went along under the rule of Sarit's successors, with continuous 

corruption and repeated military coups whenever pressures for reform was made from the 

civil society. In 1973, students once again amassed in a huge demonstration against the then 

joined government and military leaders, who have since been dubbed the “tyrannical trio” for 

their  excessive  use  of  military  force,  and  the  insertion  of  a  crony as  head  of  the  Anti-

Corruption Board, which was used exclusively to eliminate rivals through corruption charges, 

while their own spoils went conveniently unnoticed. The demonstrations culminated in the 

King interfering and brokering a compromise which has effectively led to a downplay of the 

military's role in politics.

In the meantime, the growth of the Thai market had let to a high pool of people educated for 

business, and this segment of the population was not blind to the opportunities political power 

could  offer.  Candidates  without  political  background  or  track  record  started  turning  up, 

backed with funds from business partners. The business would provide the candidate with 

funds for elections, and in return the candidate would favour the business after his coming 
since he himself makes the laws), the phenomenon cannot be treated the same way it can in a democracy.
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into power. As a result, in the period from 1982 to 1988, there were more than three times as 

many politicians with business backgrounds than with bureaucratic careers.

The trend of big business in politics is still pervasive in Thailand, as became evident in 2010 

following a ruling from the Thai court to seize assets from former Prime Minister Thaksin 

Shinawatra.  Thaksin was ousted  in  (another)  military coup in 2008.  Before  he went  into 

politics he had made a fortune as a businessman in the telecommunications industry. Evidence 

of wide spread corruption can be found often in the domestic papers, and even when driving 

through  the  country,  as  in  Bangkok,  where  a  high-way to  the  old  airport  has  been  left 

unfinished for more than six years (the announcement commencing the construction of the 

high-way was given at a time when it was already known that a new airport was to be built  

elsewhere).

As  in  both  Bolivia  and  Russia,  Thailand  saw the  introduction  of  corruption  through  the 

collusion of politicians and businessmen. Private and public agents found common ground, on 

which they could establish win-win situations at the cost of democracy, that is, the will of the 

people that the government is supposed to embody. To preserve their privileged situation, the 

same actors entrench themselves by recruiting loyalists in key positions while at the same 

time undermining competition in whichever way possible.  In the end, like in Bolivia,  the 

civilians  took  the  streets  and  demanded  a  change,  causing  an  extra-systemic  shock.  In 

Thailand this has happened many times, but because of the above mentioned pervasiveness of 

business interests in the political system, the alternative that have emerged have by and large 

been as corrupt as their predecessors, and Thailand has thus found itself caught in a, so far, 

unbreakable corruption dead-lock.

I am now ready to formalize the general pattern as found from my three cases, a pattern that  

will form my first half of the map of corrupt interactions.

4.1.4 The Pattern
From my preceding three cases, a specific pattern has crystallized. It is illustrated graphically 

by the figure below. As a point of beginning, a state without clearly formalized and genuinely 

implemented rules of separation between politics and business are susceptible to the collusion 
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or  fusion  of  the  two activities.  The  moment  corruption  does  make  its  way into  politics, 

politicians have an incentive to entrench themselves to stay in power, so as to perpetuate their 

reign and sustain their corrupt practices. To maximize embezzlement, the corrupt politician 

allocate power to trustees, that is, friends and family, with whom he shares his illicit gains and 

turn a blind eye to their  corrupt  activities.  As cronyism and patronage takes full  hold on 

government, the institution dislocates itself from civil society and starts neglecting or even 

completely ignoring the interests they were put in place to represent in the first place. Because 

alternative power holders are either corrupt themselves or undermined by the entrenched elite, 

political competition becomes an illusion and the democratic state is reduced to a cover-up for 

the incumbents to legitimize their reign in the eyes of the civil society and the international 

community.

In this  state,  the civil  society is  left  powerless to have their  interests  represented through 

conventional democratic means,  while corruption goes rampant,  even if it  is more or less 

concealed. The moment corruption is unveiled to the public in its full extent, a reaction may 

start from the disillusioned civilians whom, frustrated with the state of affairs, instigate what 

Faguet calls an extra-systemic shock. If the forces behind the shock are strong enough, the 

incumbent  elite  is  toppled  and  leadership  positions  left  vacant.  Unfortunately  for  most 

developing countries, the extra-systemic shock tends to be a short term solution, dealing only 

with the present apparent problem and not the underlying weakness of the system, thus, more 

often than not leading to the tenure of another corrupt elite. 

I now turn my attention to the other half of my map of corrupt interactions to find a second 

pattern that seems repetitive throughout corrupt economies.
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4.2 Bureaucrats, Collusion and Clientelism
In most studies, the corrupt behaviour of lower standing public officials, such as e.g. license 

issuing officials, are treated in isolation from the larger governmental context. Although this 

approach is  understandable  because  businesses  mostly meet  corruption  here  and informal 

vertical  links  are  not  clearly  observable  in  the  public  sector,  it  also  seems  to  be  a 

misperception of reality. As stated in Chapter one, and as is probably evident to the reader by 

now,  the  approach  of  my  study  is  to  treat  corruption  holistically,  by  understanding  the 

interaction between the usually separated objects of analysis in the corruption literature.

Han (2006) explicitly takes into account the interaction between the ruler and his officials in 

his theoretical work on corruption. He creates a model in which the ruler and his bureaucrats 

compete for rents in the form of tax to the ruler and bribes for the bureaucrat. From this he 

concludes, that the ruler will pay an efficiency wage if monitoring is effective. That is, if  

institutions are adequately strong, the wage is set high enough that, when combined with the 

risk  of  detection  and  punishment,  the  bureaucrat  will  refrain  from  corruption.  More 

interestingly, he finds that if institutions are weak, he will only pay the reservation wage, thus 

expecting  his  bureaucrats  to  be corrupt  by default,  and set  tax high,  so as  to  discourage 

officials from taking too large bribes for fear of completely discouraging firms from entering 

the market because of the combined costs (taxes and bribes), thus letting the ruler capture the 

majority of rents.

Although interesting, Han's study suffer from some severe deficiencies when applied to the 

real  world.  First,  his  model  assumes  that  the  rulers'  interests  are  completely aligned  and 

uniformly directed, as when the ruler is a dictator, precluding the diversity of interests which 

is the reality, and one of the conduits for corruption. Furthermore, he does not include the fact 

that tax collectors themselves could also be corrupt, and that they are unlikely to respond 

collectively to ensure that businesses will not steer clear of the market, both arguments that 

undermine his model. From Transparency Internationals Bribe Payers Index (Riaño & Hodess 

2008) we know that tax collecting departments do indeed tend to be very corrupt, and so, 

Han's findings must be adjusted to this reality. The two possibilities left are that either there 

are no interaction vertically addressing corruption in the public sector, or that this interaction 

is more like an exchange that resembles collaboration instead of competition. 
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4.2.1 Accounts from China
I start out with China to try and isolate the ties between politicians and bureaucrats without 

them being subject to impending changes in government and the extra dynamics elections 

add. These added dynamics will be included in the two next cases. Gong (1997) conducts an 

informative study on corruption in China. Data on bureaucratic corruption is hard to come by, 

not least in China, but the author has followed uncovered cases, and I draw the initial part of  

my argument from this, using the following three examples.

In 1993, after introducing market reforms on the  area of land ownership, 11 public officials 

were discovered in accepting bribes from a Hong Kong real estate business. The 11 officials 

were  scattered  among  all  levels  of  government,  with  three  high-level  officials  (head  of 

bureaus) and the rest in mid- and low-level positions.  The deal concerned the sale of two 

highly desirable pieces of land in suburban Shanghai. The officials implicated were holding 

key positions to the sale of the mentioned pieces of land, all of them playing their important 

part in facilitating the transaction. The case implicated public agents both horizontally as well 

as vertically in the government, thus showing a collaboration within the government in the 

corrupt behaviour, where higher level officials engage in corruption thereby making it easier 

for lower level-officials to justify the behaviour and avoid punishment. 

Another case from 1995 on financial fraud, the so-called Wuxi case, involved former nurse 

Deng Bin, who set up a company with a string of subsidiaries (Wedeman 1996). He claimed 

to be in the medical supply business, and attracted investors with the promise of 5 to 10 % 

monthly return. His target investors were public officials who administered funds of state-

owned companies in a variety of different sectors. These officials saw this as an opportunity 

to  lend  Deng  Bin  excess  budgetary funds  and keep  the  returns  for  themselves,  thus  not 

outright stealing public funds. Unfortunately the whole business was a Ponzi scam in which 

Deng Bin used the investment money from newer investments to pay interests for earlier 

investments. Auditors and the police were bribed and tied in so as to avoid uncovering the 

scam. Only when funds ran out and Deng Bin could no longer pay interests to his investors 

the case unravelled. As it turned out, a staggering 123 public officials were implemented in a 

nexus of illegal investments and bribes, again horizontally and vertically throughout the state. 

Among the corrupt officials could be found the deputy mayor of Beijing. Although this case is 
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not  directly  collaborative  as  the  one  in  the  preceding section,  it  resembles  a  situation  of 

mutual understanding in which everybody turns a blind eye.8 Furthermore as higher level 

officials partake in the behaviour, like in the preceding case, it becomes easier for lower level 

officials to justify the corrupt behaviour themselves.

A third case, also from 1995, was initiated by five heads of companies in Dandong City. 

Arguing that they had incurred heavy financial losses and were in need of urgent recovery, 

they bribed senior city officials to arrange for border security guards (who also received a 

bribe) to allow the smuggling of 272 cars from abroad into China, thus avoiding paying taxes 

worth  50  million  yuan.  Not  only does  the  case  implicate  officials  from multiple  vertical 

levels, but higher level officials played a direct part in inducing lower level officials into 

engaging in corruption.

As can be seen from the above examples,  counter to Han (2006),  bureaucratic corruption 

takes the form of collaboration, or at least, convenient ignorance. When political leaders and 

high-standing officials, who are supposed to oversee and ensure that government functions are 

carried out according to laws and guidelines themselves engage in opportunistic behaviour, 

this  undermines  the  credibility  of  anti-corruption  policies  at  the  lower  levels  of  public 

institutions.  This  is  not  to  say  that  bureaucratic  corruption  does  not  exist  without  the 

involvement of higher levels of government. It certainly does. But the participation of, or even 

initiatory acts of higher levels of government sends a clear signal that corruption is likely to 

go unpunished. In other words, the concept of Corruption Clubs, as discussed in chapter 3, 

seems  to  be  subject  to  not  only the  horizontal  dimension  of  the  organization  but  also  a 

vertically dimensional interpretation of the phenomenon.

I  now bolster  my argument  by taking a  detailed  look at  bureaucratic  corruption  in  state-

controlled irrigation systems in rural India.

4.2.2 Accounts from India
One  of  the  most  detailed  and  insightful  accounts  of  systemic  bureaucratic  corruption  in 

existence is provided by Wade (1982). During his time in South India, a time that was initially 
8 To add insult to injury, Deng Bin was able to evade prosecution at first, through his network within 

government, and by giving a flurry of bribes and gifts.
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meant for a  study in operational efficiency of irrigation systems, the author gets intimate 

enough with both the supply and demand-side of corruption to provide us with an intricate 

description of how public agents, from field workers to politicians, engage in a network of 

corrupt practices.

South Indian states are marked by extensive deltas that are used for irrigation in cultivating 

rice paddies and groundnut fields. Each irrigation department is headed by a Chief Engineer. 

The department is split up into circles with each their geographic function, and each circle are 

headed by a Superintending Engineer who answers to the Chief Engineer. Each circle is in 

turn split into divisions who again are headed by an Execute Engineer, who has at his disposal 

and in ranking order, Assistant Engineers, Supervisors and field staff, the last consisting of 

foremen and bankers. For an overview of the organization, refer the chart in Appendix 3. 

The chain of the organization from Executive Engineer to the field workers are interlinked in 

a string of embezzlements of budgeted funds that are supposed to go to construction work. 

When a project is planned, the Assistant Engineer prepares an estimate of the costs of the 

works. In this estimation he leaves a customary percentage to be kicked back to the Executive 

Engineer, and takes another percentage for himself and one for the construction contractor. A 

fraction of the kick-back the contractor receives will often be saved and paid to the local 

politicians around election time as a return favour for the politician ensuring the contractor 

work by pressuring the Executive Engineer to favour that contractor. The described operation 

is carried out by giving the cost estimates to the contractor before a public tender so as to 

ensure  that  the  contractor  is  able  to  give  the  best  bid,  while  at  the  same time a  mutual 

understanding of the kick-back is established. Because the contractor needs to raise funds for 

the local politician,  he also engages in “savings on the grounds” which means using less 

material  than agreed in  the contract  and splitting the savings  with field workers who are 

supposed to supervise the construction work, thus making it possible for the foremen and 

bankers to pocket illicit funds for themselves. 

Another  way for  officials  to  enrich  themselves  through corrupt  means  is  by extorting  or 

inducing bribes. The Irrigation Department is not only in charge of maintaining the irrigations 

system but also of operating it. This give the public agents discretion to regulate the flow of 

water as they see fit, which gives rise to the under-supply of irrigation until the paddy farmers 
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give in to the extortion and pay the official to normalize the flow. Often this crystallizes as a 

bribe for the officials promise of enough water, because the systematic threat of under-supply 

is enough to induce a facilitation payment. Yet another form of corruption practised is to take 

bribes for leading the water flow into areas that are not zoned for irrigation, meaning that 

illegal crop cultivation is carried out and sustained by gaining access to irrigation through 

bribes.

As for the Chief Engineer and Superintending Engineer, they are able to capture a sizeable 

part  of  the  Executive  Engineers'  and  Assistant  Engineers'  illegal  rents  by  auctioning  out 

postings. Since certain areas are worth more than others in term of the amount of bribes and 

extortions that can be extracted, these different posts are assigned a sort of transfer price. In 

order to be transferred, the Executive Engineer or Assistant Engineer will engage the superior 

in that area and negotiate a price. In addition they will go to the local politician to gain their 

approval, again by negotiating terms of both tangible favours, such as buying goods for the 

politician or his family, and intangible favours, such as favouring specific contractors when 

allocating construction and maintenance jobs.

From Wade's study, the interaction between bureaucrats, politicians and businesses becomes 

quite clear. Politicians are engaged in business either directly or indirectly, and aside from 

using  their  own discretionary powers  to  engage  in  corruption  they also  make  use  of  the 

bureaucracy,  by  applying  pressures  and  buying  their  collaboration  to  make  them  act  in 

accordance with the politicians interests. The business becomes a way for the politician to 

siphon off public funds. The politician also uses the corrupt means as a direct way to put aside 

funds for the coming election, so as to perpetuate his privileged practices. In return for this 

service the business is ensured contracts plus a premium. Part of that premium is then paid on 

to the bureaucracy as facilitation fees, and because the bureaucrat sees that the politician is 

dirty and condones the behaviour, it becomes easier for the bureaucrat himself to pocket the 

illicit rents. This way, an understanding is established in which  the bureaucrat, the politician 

and the businessman all win, at the cost of the civil society who were originally intended to 

receive the full pay-off of the public investment. 
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4.2.3 Accounts from Brazil
Geddes (1992) tracks the development of corruption in Brazil since the change from military 

regime  to  “democratic”  government  in  1965.  By  Geddes's  account,  the  government 

institutions engage in everything from facilitation payments and the overlooking of technical 

requirements  to  huge  kick-backs  and  insider  trading  made  possible  through  supposedly 

confidential  state  information.  In  other  words,  officials  engage  in  the  full  spectrum  of 

corruption, both petty in the lower bureaucracy, and grand in the higher end, and amongst 

politicians. As such, Geddes's study resembles all the other stipulated countries. But Brazil is 

also  characterized  by  high  level  of  clientelism,  in  which  politicians  rely  on  public 

employment  as  a  means  to  buy  votes.  Where  it  can  add  insights,  is  in  its  analysis  on 

clientelism as a tool for politicians to get re-elected, and the way corruption is implicated.

Brazil,  as many other developing countries, does not posses a meritocratic system for the 

allocation of positions in the civil service. Although this in certain instances is due to sheer 

lack of quality in legislation, it is most often an issue of self-interest (in the guise of politics).  

Politicians rely on public positions as a good to be distributed to voters in return for their 

loyalty. Although salaries are low, they are better than the alternative of unemployment, and 

many  of  the  positions  give  access  to  extortions  and  bribes.  Because  the  system  is  not 

meritocratic, the bureaucracy undergoes vast turn-overs of employees after each change of 

government, as new power holders put in place their own loyalists. As the bureaucrats are put 

in place exclusively on the basis of the generosity of the politician, it is in their interest to 

keep the incumbent government in power, and he will seek to influence his surroundings to 

meet this end.

This way, it can be seen, a collaborative co-dependence is established, in which the power 

holders trade public positions, with following access to bribes, for political allegiance, which 

keeps the politician in power and gives him continuous access to this own corrupt acts. Since 

the  bureaucrat  is  in  his  position  solely  based  on  his  allegiance  to  the  politician  he  is 

incentivised to overlook the politicians corruption schemes or even induced to take part in 

them. The cases has close similarities with that of Russia above, where Putin and the law 

enforcement agencies are co-dependent on each other. As such it can be seen that it is in the 

corrupt politician's interest to avoid meritocratic recruitment of the bureaucracy, and when 
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public employment is used by the corrupt politician to buy votes, the bureaucracy will avoid 

whistle-blowing. Hence the spread of systemic corruption.

In the years following democratization in 1965, political corruption rose steadily, until 1988 

where the exploits of the then-President Collor became so blatant that they instigated public 

outrage.  In a flurry of riots,  the public disavowed him and he was put to trial.  Although 

corruption fell after replacing Collor, Brazil is still plagued by widespread corruption both 

amongst politicians and bureaucrats.

As in the cases of China and India above,  the Brazilian bureaucracy is  often engaged in 

corruption under  an  established mutual  understanding with the  politicians.  As is  seen,  an 

alternative to giving the bureaucracy a cut of the proceeds from the politicians corruption is to 

give them access to their own corruption fees while making their employment completely 

conditional upon the politician who gave them the job, staying in power.

Before I lay down the pattern of bureaucratic corruption as found from my study, I want to 

address  a  fundamental  difference  between  developed  and  developing  countries  which  in 

combination  with  weak  institutions  seems to  be  part  of  the  reason why bureaucracies  in 

developing economies are more plagued by corruption than their developed counterparts.

4.2.4 Need Corruption vis-à-vis Greed Corruption

As a sort of afterthought in light of the above data I feel that an important distinction in the 

determinants of corruption should be pointed out, so as to avoid my argumentation becoming 

seemingly all  black and white.  One of the defining differences in  bureaucratic corruption 

between developed and developing countries is the underlying motivation for corruption in 

the bureaucracy. Whereas in developed countries, a government official of even the lowest 

rank will usually earn enough money to make a decent living and support his family this is far 

from the  case  in  a  lot  of  developing  countries.  Thus  in  developed  countries,  almost  all 

corruption  is  likely  to  stem  from  greed,  whereas  in  developing  countries,  bureaucratic 

corruption is likely to come from a mix of need and greed. Political corruption on the other 

hand comes solely from greed in both types of countries since politicians salaries' are always 

enough to make a  decent  living.  Langseth et  al.  (1997) in  his  study on accountability in 
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Uganda and Tanzania, specifically points out this difference too and argues for this becoming 

a point of inclusion when addressing corruption. The logic is simple: If the public agent does 

not earn enough to support himself and his family he is forced into corruption by need. Thus, 

it  seems  that  decreasing  the  gap  between  public  and  private  sector  wages  would  act  to 

decrease  corruption  from  need.9  On  the  other  hand  both  Huther  &  Shah  (2000)  and 

Treismann (2000) find that  further  increasing wages beyond the private  sector  level  does 

virtually nothing to decrease corruption. That is, increasing wages seems to take away the 

incentives to corruption motivated by need, but not of greed. This is also quite intuitive: If  

corruption is widespread and institutions are weak, an increase in wages may take away the 

need to earn money from corruption, but since corruption is already systemic, complementing 

the increased salary with bribes and extortions without being subject to risk of detection and 

punishment will increase utility further since the checks and balances against corruption have 

already  been  effectively  undermined,  refer  my  agency  models  in  Chapter  2.  This  effect 

suggests that salaries should be adjusted so as to reflect the same kind of work in a private 

corporation, and held at that level. Any increase beyond the private sector level would be put 

to better use by investing in developing institutions that would act to deter corruption, which 

would in turn lead to more efficient allocation of resources and in turn, higher growth and 

welfare. A case in point seems to be Singapore which has made explicit efforts to have public 

wages  “move with the market”,  refer my description in Chapter 2 about Quah (1999) on 

Singapore's development of anti-corruption.

4.2.5 The Pattern
Corrupt politicians want both to perpetuate their power so as to continue generating income 

from corruption,  and at  the  same time disincentivise  the  rest  of  government  to  blow the 

whistle on him. This is attained by collaborating with the players that come in touch with 

evidence of his scheme, either by giving them a cut of the proceeds, or by simply making their 

employment, and therefore income, conditional on the politician himself staying in power. 

The pattern is depicted by Figure 13 below:

9 Assuming that private sector wages are high enough to make a decent living on.
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To meet  this  end,  the  corrupt  politicians  will  ensure  that  meritocratic  recruitment  in  the 

bureaucracy is avoided. Instead of making it a selection based on qualifications, he ensures 

that  recruitment  becomes  a  personal  favour,  thus  creating  an  obligation  in  the  new-born 

bureaucrat to reciprocate.  The reciprocation could be the verification of documents in the 

public purchasing or taxation process without adequate investigation.  Because the corrupt 

politician turns a blind eye to his bureaucrats corrupt activities, the bureaucrat may find his 

job  sprinkled  with  lucrative  illicit  proceeds,  and  his  incentive  to  keep  his  job  is  thus 

strengthened by corruption. As the bureaucrat realizes that the only way for him to keep his 

position  is  by  having  his  patron  politician's  government  stay  in  power  he  will,  as  a 

consequence, seek to maintain the political status quo by influencing his surroundings. If this 

is  assumed done by the large majority of  the bureaucracy one gets  a  notion of just  how 

corrosive a cocktail clientelism mixed with corruption is to democracy and meritocracy. 

As a result of the above dynamic, corruption will quickly spread throughout the entirety of the 

government and its agencies, and the business community will face the possibility, or even the 

requirement, of paying 'speed money' to be able to compete in the corrupt economy. Those 

businesses that are most willing to participate in corruption will be able to engage in schemes 

that can lead to large government contracts, also leading to large kick-backs, and thus by its 

nature  send  a  systematic  flow  of  corruption  money  throughout  the  government  to  both 

politicians and bureaucrats.
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Having now found patterns and premises that constitute the origin, and lead to the spread of 

corruption, I am now ready to combine and formalize these patterns in what I shall dub the 

Corruption Interactions Map.

4.3 The Corruption Interactions Map
The  interactions  between  the  stipulated  players  throughout  this  study  can  now  give  an 

explanation  to  how  and  why  corruption  is  introduced  and  spread  into  an  economy.  By 

combining the two patterns found above we end up with a set of interactions as depicted by 

the Corruption Interactions Map in Figure 14 below:

 

As a point of beginning, the political elite will develop interests for business, thus becoming 

private  entrepreneurs  or  establish  business  partnerships,  or  the  business  elite  develops  an 

interest for politics, jumping into the political game, backed by the funds obtained from their 

careers  and network  as  business  professionals  as  found in  section  4.1.  In  either  case  the 

motivation is the same: The elite realizes that political power renders opportunity that can 

yield private gain. Upon obtaining power, often through the use of short-term populist politics 

and  the  undermining of  political  competition,  the  corrupt  politician  starts  breaking down 

internal checks and balances by inserting cronies in the government who in turn will assists in 

changing  legislation  and  procedures  so  as  to  make  possible  the  corrupt  acts,  to  increase 
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corrupt proceeds of which they will themselves obtain a share. 

As patronage and state capture become part  of the political  norm, the game changes and 

political competitors have to engage in the same practices to be able to compete effectively. 

Because all parties now employ the same type of political  strategies and the civil  society 

gradually realizes that all alternatives are corrupt the voting population becomes split into 

factions that support parties, not based on political ideas, but on the number and value of 

individual  favours  the  party  or  representative  can  render.  These  factions  make  up  the 

bureaucracy whenever a faction's benefactor party is in power, but as the bureaucrats realize 

that they will only enjoy their benefits as long as their patron politicians are in place they will 

on the one hand do what they can to perpetuate their leaders staying in power, and at the same 

time  engage  in  corrupt  acts  that  will  maximise  income  in  preparation  of  loosing  their 

privileges upon a change of government. 

The bureaucracy can,  like the politicians,  safely engage in  these corrupt  acts  because the 

entire  political  system is  transformed into a  system that  has  as its  primary objective,  the 

purpose of embezzling funds from the tax revenues and business community, which as a result 

means that everybody turns a blind eye to their colleagues corrupt practices and in return 

credibly expects  everybody else  to  do  the  same for  them in  their  corrupt  dealings,  refer 

Corruption Clubs, section 3.2 The Corruption Club Game. The idea of democracy, growth and 

welfare become secondary objectives that are aimed for only to the extent that it is needed to 

keep the incumbent in power. 

As pressures for international standards of ethics are put on the practices of foreign firms to 

avoid engaging in corruption, the companies that genuinely implement such standards avoid 

investing  in  the  corrupt  economy,  decreasing  the  relative  share  of  these  businesses  and 

therefore  enhancing  the  incentive  for  public  agents  to  act  corrupt  as  seen  in  3.1  The 

“Anything Goes” Game.

As a result the players of the game, that is, politicians, bureaucrats and businesses, mostly all  

corrupt, will have isolated themselves from the civil population in a triangle of exchanges that 

concentrates the majority of wealth in a few people's (the elite's) hands, instead of allocating it 

in the most effective and efficient way in terms of national growth and/or welfare. This is not 

to say that growth is non-existent, but rather that it tends to reach a sub-optimal equilibrium 
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where allocation of welfare is unduly skewered in favour of the minority elite. 

With  the  above  described  situation  being  the  reality  in  many developing  countries,  it  is 

understandable  that  the  civilian  population  becomes  disillusioned  with  their  democratic 

system. The response to such disillusionment may be, and often is, a complete indifference 

towards developments in national politics (Abramson & Aldrich 1982, Clarke & Acock 1989). 

Large segments of the voting-eligible population simply stop voting, as they see no point, see 

no change. But if corruption becomes too blatant, and especially, if the press is adequately 

free to publish about domestic politicians' doings (Brunetti & Weder 2003), the response may 

turn from indifference to outrage, as documented in several of the cases above. When this 

happens, the civil society goes beyond the rules of the democratic game by showing their 

contempt in a public display that will often force the government to resign as the economy 

suffers, and pressures, both national and international, become too large to contain. The fact 

that civilians systematically go beyond the rules of the game is what leads Faguet to formalize 

such actions “extra-systemic shocks”. As noted earlier, this solution is unfortunately short-

sighted  because  the demonstrating  forces  rarely have the  foresight  to  mobilize a  credible 

political alternative which usually leads to the government staying corrupt, although at the 

hands of an opposing elite.

I now wish to spend some time on a brief discussion on the causality of corruption because 

the discussion will help clarify the nature of the corruption deadlock and qualify why my 

Corruption Interactions Map, which places the politician at the heart of corruption, is essential 

for the treatment of the phenomenon and thereby lend support to my proposition for a cure for 

corruption.
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Chapter 5 – The Confusion of Causality

5.1 Corruption and Economic Development
The causalities of corruption have been proposed, researched, discussed and disputed many 

times,  and  especially  over  the  last  two  decades  since  empirical  inquiry  has  been  made 

possible. Because it has not been possible to isolate any clear causal relationships yet, the 

discussion is as vibrant as ever, and it permeates any study, theoretic and practical, of the 

phenomenon. The reason is that corruption as a variable, as well as some of the other central 

variables  to  the  subject,  notably  institutions,  are  measured  using  proxies  that  are  often 

ambiguous and can thus simultaneously be argued both for and against. Despite the confusion, 

two consensuses seem to have been established. The first, that corruption does indeed have a 

negative effect on development, as mentioned in the literature section in the beginning of my 

study, and second, that many of the stipulated causalities are also subject to feedback loops, 

often making corruption a self-expanding force. The latter consensus is another reason why 

causality has been difficult to establish unambiguously, as corruption and the variables that 

acts as determinants of corruption often resembles the “chicken or egg”-conundrum.

The first  consensus  is  a  proposition  from the  very beginning of  the  economic  studies  of 

corruption:  That  corruption  has  a  negative  effect  on  economic  development  (Figure  15 

below). The initial reasoning for this was that corruption leads to high costs from dealing with 

bureaucracy which decreases efficiency of firms, that public biddings are won not by the most 

efficient firm but by the one that was willing to give the highest bribe and that foreign (direct) 

investments  are  dissuaded  by  the  pervasiveness  of  corruption (Jain  2001).  In  order  to 

understand what is meant by this causal relationship one has to bear in mind that it does not 

imply that growth rates are negative, but rather sub-optimal, that is, growth rates would have 

been higher if corruption was not present in the system, or more realistically, if corruption was 

kept at moderate levels.
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5.2 Legislation and Institutions as Drivers
Recently, another idea for the causal relationship of corruption has been proposed by Abed 

(2000) and Keefer (2004). The authors argue that the above stipulated sub-optimal economic 

growth can be attributed to weaknesses in economic structures and institutions... (Abed 2000) 

and  insufficient  property-rights  (Keefer  2004)  which  I  here  denominate  by  the  catch-all 

phrase  in  figure  16  below  as  'Legislative/Institutional  Quality'.  Furthermore  they  see 

corruption as a symptom of those same weaknesses and not as a direct driver to the sub-

optimal growth rates. The model is depicted below in Figure 16.

Their empirical tests are quite solid, and so their conclusions are very hard to ignore. But so 

are the studies published a couple of years before the above, by Mauro (1995) and Tanzi & 

Davoodi (1997). These authors also make a convincing empirical enquiry that establishes that 

corruption leads to what Jain (2001) dubs the  secondary effect of corruption, which is the 

resource misallocation that happens when politicians are biased to choose public investments 

projects based on the amount of public funds they can siphon off, rather than on what will  

yield the highest return to GDP. What is important to understand about these two studies is 

that they are not incompatible and can thus be seen to complement each other in explaining 

corruption. Thus, a theory of corruption will have to be inclusive of both causalities to be able 

to  see the whole picture for what  it  is,  instead of perceiving them as mutually exclusive 

candidates to the truth. 

The reasoning is  also  quite  intuitive:  The presence  of  legislation  and institutions  of  poor 

quality will give rise to inefficient allocation of resources simply because the rules of the 
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game are not clear and lead to ambiguity and uncertainty which will have a negative effect on 

growth.  But  it  also  leads  to  exploitation  by  opportunists  who  will  be  able  to  use  the 

inadequacy of legislation and institution for their own gain. Thereby, corruption is indeed a 

symptom of poor legislation and institutions, but having led to this, corruption becomes a 

direct driver to decreasing growth because politicians and bureaucrats will invest inefficiently 

in terms of growth, in order to maximize corruption rents. For this reason, Figure 16 depicts 

the model by Abed (2000) and Keefer (2004) but with the causality of Mauro (1995) and 

Tanzi and Davoodi (1997) added on (dotted arrow).

To clarify Figure 16, causality goes like this: An increase in Legislative/Institutional Quality 

will lead to a decrease in Corruption and an increase in Economic Growth Rate. Meanwhile, 

the decrease in corruption will also lead to a further increase in Economic Growth Rate by 

inducing efficient  public  investment.  Conversely for a decrease in Legislative/Institutional 

Quality. Bearing the above in mind, I am now ready to add my own findings to the model and 

give my own proposition on the causalities of corruption.

5.3 A Theory on Corruption
In the sections above I have used consensuses and studies that are sound and well argued to 

propose causal links of corruption. But my own findings in the preceding chapters lead me to 

conclude that the model is insufficient. Corruption as a phenomenon starts with politicians 

who let themselves be tempted by the possibilities their power leaves them if they double as 

businessmen or are willing to sell their political influence to the highest bidder, instead of 

applying it democratically on behalf of the population that voted them in office. Thus, from 

my analysis I find that corruption is causally linked to the nature of political leadership. The 

same  goes  for  legislation  and  institutional  quality,  because  opportunistic  politicians  will 

legislate differently than democratic politicians.

My theory on corruption therefore places the political leadership as the cornerstone of the 

model, and as an explicit object of analysis. Figure 17 below depicts causality when political 

leadership is opportunistic. When opportunistic politicians run government, they will decrease 

the quality of legislation and institutions to be able to extract rents from corruption, as seen in 
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chapter four, when cronies are taken in to make possible the corruption, and legislation and 

institutions are weakened to favour businesses that the politicians are affiliated with. At the 

same time, because political leadership is corrupt, corruption starts spreading throughout the 

government and in the bureaucracy, permeating the government, its agencies and state-held 

enterprises.  As  corruption  starts  spreading  institutions  deteriorate  further  as  seen  in  the 

Corruption Club game which leaves room for even more corruption. Thus, there seem to exist 

a feedback loop between 'Corruption' and 'Legislative/Institutional Quality'. It is likely that 

this  trend  is  what  is  in  many  corruption  studies  referred  to  as  the  “vicious  cycles  of 

corruption”, a cycle that enhances corruptions negative effect on the 'Economic Growth Rate'.
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Chapter 6 – The Root of Corruption and its Cure

In  the  preceding  chapters  I  concluded  that  opportunistic  political  leadership  introduces 

corruption which in turn leads to sub-optimal growth in which politicians have no incentive to 

implement anti-corruption reform because they will stand to lose from it, and corruption thus 

becomes self-expanding and self-perpetuating. Such a conclusion has largely been avoided in 

the economic literature thus far. As stipulated in my introduction to the study, this reluctance 

is  likely to  stem from the fact  that  changing politicians  is  a  task that  seems much more 

daunting to do using economics than changing the system that surrounds the politicians. Like 

most economists, I do indeed believe that changing the system will be crucial in the effort 

towards curbing corruption, but unfortunately, as I have also stated earlier, this change has to 

come from the very politicians that are exploiting the current systems' deficiencies. Another 

reason why scholars and practitioners are reluctant to make politicians a central  object of 

analysis could be that the question could be made political. It seems that corrupt politicians 

could easily avoid strategies meant to curb corruption at the level of the political individual on 

the grounds of breaching the nations sovereignty or imposing western political  values  on 

unwilling recipients. Nonetheless, I stand by my conclusions, and such conclusions would 

seem meaningless, should I not continue with a proposition for a cure. The remainder of this 

chapter constitutes my best attempt at such a proposition.

6.1 The Politicians Dilemma
To set the stage for a solution on how to curb corruption using the politician as the object of  

analysis,  I  take  my  point  of  departure  from  an  article  by  Geddes  (1991)  which 

unconventionally, but effectively, does exactly that. Geddes found in her study on reform in 

Latin American democracies, that competing politicians would by default rely on patronage 

for winning elections and avoid reform because it  would risk them loosing the upcoming 

election as a result of the short-term impact of introducing reform. The author establishes 

what she calls the Politician's Dilemma, which is a variation of the well known game the 

Prisoner's Dilemma. The game is depicted by Figure 19 below. The figure is from Geddes's 

article and as can be seen, her specific study relates to the use of the state as an employer in 
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exchange for votes. Nonetheless, held together with my findings from preceding chapters, one 

realizes that the game is generally applicable to the concept of anti-corruption reform. This is 

so because patronage and corruption goes hand-in-hand in corrupt economies: If the corrupt 

politician introduces genuine anti-corruption reforms ('Merit' in the figure below), he denies 

himself or his patron in the business elite his privileges, resulting in an essential loss of funds 

and support for the upcoming election. Furthermore, this strategy will deprive the politician of 

his corruption rents. Thus, corruption ('Patronage') is truly, and in accordance with Geddes, 

the dominant strategy for the competing politicians. This locks the game in the lower right 

corner  where  both  play  the  Patronage  strategy  (corruption  strategy),  also  known  as  the 

infamous “corruption dead-lock”. A difference here, from the Prisoners Dilemma, is that it is 

the civil society, and not the politicians, who would gain from switching strategy, even when 

it can be done viably.

The  challenge  thus  becomes  how  to  break  the  corruption  dead-lock,  by  making  anti-

corruption reform a strategy that will beat the corruption strategy. This does not seem possible 

under usual circumstances, but as has been pointed out during the course of this study: When 

corruption becomes too blatant, unusual circumstances has a tendency to arise.

6.2 The Extra-Systemic Shock
In several of the cases in chapter four it became evident that corruption, if not sufficiently 

hidden from the public, does induce disgruntlement that can lead to a change in government. 

This type of event is also to be found in news coverage, when rioters demand a change of  

political  rule,  often  resisted by the  incumbents,  sometimes even by more or  less  militant 

means. If the demonstrations are large enough, the international community will often apply 
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pressure on the incumbent government to stand down in the name of democracy, which most 

often is taken to heart if the tradition of democracy has begun taking root, lest the government 

be viewed as authoritarian and thus unjustly ruled which may lead to severe sanctions and in 

turn  deterioration  of  the  national  economy,  further  disgruntlement,  larger  riots  and  more 

(violent) pressures for political change.

This  is  what  Fauget  (2009)  dubs  an  Extra-Systemic  Shock,  and  in  the  language  of  my 

Corruption Interactions Map in section 4.3, this is the event when the usually dislocated civil 

society reattaches and becomes a decision-maker. The event is unusual because it breaks the 

conventional norm of democracy where leaders are elected periodically, and instead overrides 

the convention by forcing a change of leadership through sheer force. What is characteristic 

and of crucial importance in this shock, is that it is instigated by the corruption inherent in the 

system. The uncovered corruption lays  bare the opportunistic  greed of the leaders,  which 

emphasizes  the  neglect  the  civil  society  has  suffered  all  the  while.  Therefore,  the  main 

objective  of  the  shock is  to  throw out  the  corrupt  politicians,  in  hopes  that  a  change of  

government will better the situation. In economic terms this means that the individual's utility 

from anti-corruption on average increases and is likely to become the dominating preference 

of  the  voting  population  as  opposed to  favours  from patronage politicians  which  are  the 

dominating preference in between crisis periods. This is evident from Geddes's (1991) study 

on elections  and reform,  as  described above.  We can model  this  as  a  shift  in  the  voters 

preferences. As each voter can cast a single vote, they have to weigh all their interests and 

pick the politician or party (depending on the specific  system) that  best  meets the voters 

demands.  Therefore  we  may  say  that  a  voter  votes  based  on  the  utility  function 

P , L=PL , where P is a catch-all variable for all the patronage favours the voter can 

extract, and L is a catch-all variable for the utility he gains from the legislation the politician 

he votes for will enact. Among this legislation is anti-corruption measures, and I now assume 

for  the  sake  of  simplicity  that  the  voter  consider  only favours  from patronage  and  anti-

corruption measures, denominated a, so that L=a , leading to the final utility function:

=Pa

This obviously does not represent the reality, because other legislation will often also have an 
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impact, and the combination of patronage favours and populist policies does indeed seem to 

be the way corrupt politicians stay in power, like for example former Prime Minister Thaksin 

Shinawatra in Thailand until 2008. But the extra-systemic shock occurs because there happens 

a  shift  in  the relative values  of  P and  a,  with anti-corruption yielding higher  utility than 

patronage favours and other policies, a>P, when it becomes clear just how corrupt the regime 

actually  is,  and politicians  realizing  that  reform is  the  dominant  strategy,  respond to  this 

increased demand by offering anti-corruption efforts.

But  the  problem  that  Geddes  does  not  address  is  that  the  opportunistic  politician  has 

conflicting interests. He now wants to impose reforms to win votes, but he also wants to take 

advantage of the current situation which allows him to extract rents from corruption, and so is 

unable to commit credibly to reform. The result often is that partial reform is carried out, so 

that the politician lives up to his promise only symbolically. But because the reform is only 

partial it will often have intentional holes or simply not be implemented effectively so the 

politician can continue his corrupt behaviour. The initiatives that need to be taken are already 

known, and the depth of this knowledge is increasing continuously with the growing body of 

quantitative tests on the subject of corruption, but the possibilities voters are faced with, given 

the situation of already systemic corruption, is one that makes the voter take corruption for 

granted with any politician, and thus, forces the voter, once again, to rely on the amount of 

personal favours rendered him as the deciding factor when casting his vote, or, makes him fall 

back into indifference towards politics. In other words, although his preference towards anti-

corruption (a in the above equation) exceeds the combined utility of all other utility yielding 

variables in voting, he also knows that this utility is highly unlikely to be realized and he thus 

votes strategically, based on available patronage favours instead.

6.3 Corruption as a Problem of Adverse Selection
The problem of corruption, as has been stated from the introduction, is the the abuse of public  

roles and resources for private benefit or the misuse of office for non-official ends. Thus, the 

aim of an anti-corruption strategy is to ensure that public agents use public roles only for 

public benefit, and use office only for official ends. In the democratic system, voters empower 
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politicians to carry out the voter's interest, but only the politician really knows whether he will 

truly do so, or whether he will misuse his public role. In the words of economics, this is a 

classical principal-agent situation, with civil society being the principal and politicians the 

agents, and the problem is one of asymmetric information.

Now, since the issue is whether the public agent will renege on his contract by acting corrupt, 

the typical economists approach would be to increase monitoring and punishment to dissuade 

corruption, and this is indeed what most economical literature focuses on. But the existing 

literature has not taken the full context into account, and therefore such attempts have failed. 

As I have attempted to show in this study, the problem of corruption is that the agents that are  

to be governed are the exact same persons that have to implement the necessary governance 

mechanisms, and because these agents have an incentive to avoid effective anti-corruption 

reforms, these steps are unlikely to be taken to the necessary full extent.

Now, following the extra-systemic shock as described above, anti-corruption reform becomes 

a feasible strategy for politicians for winning elections and all politicians will following do 

just  that.  But because it  is  at  the same time in some politicians  interest  to avoid reform, 

genuine commitment to anti-corruption is  not  credible,  not even for those who genuinely 

stands for reform. Therefore, we now have another principal-agent situation that also suffers 

from asymmetric information, because voters do not know whether a politician who says he 

stands  for  anti-corruption  reform will  actually  effectively implement  such.  Knowing  this, 

voters will in effect be forced to vote based on patronage again, and thus, the extra-systemic 

shock will lead to no beneficial long term impact, but only a short-term relief. It should now 

be clear, that the problem of corruption is one of adverse selection. Because politicians cannot 

signal a credible commitment to anti-corruption,  the voters assume that all  politicians are 

“lemons”, and populist policies and patronage will win the day instead. In realizing this, it  

also becomes clear that there may indeed be politicians that are willing to work for genuine 

anti-corruption reform, but voters have no reason to believe any politicians ex-ante unless a 

solution to the commitment problem is found. One possible way to overcome this problem is 

by developing a credible signalling mechanism.
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6.4 An International Anti-Corruption Agency
In the preceding sections of this chapter, I have argued that anti-corruption strategies have 

been  successful,  not  because  the  strategies  as  such  do  not  work,  but  because  incumbent 

politicians have an incentive to ensure that anti-corruption strategies do not take effect. This 

leads to loop-holes and insufficient implementation which is the actual reason why corruption 

is so difficult to curb. I then argued that elections in corrupt economies suffer from adverse 

selection because politicians cannot send signals for credible commitment to anti-corruption, 

because voters are aware that politicians have an incentive to not pursue such policies after 

they have been elected.

A way to send a credible signal for genuine anti-corruption prior to elections would be for the 

politician (or rather the political party, in this case) to submit themselves to an advising and 

supervising third-person who is truly impartial or who has an incentive to see genuine anti-

corruption carried through. I  will  suggest that the most effective way to do so, would be 

through a NGO which is in turn funded and overseen by international interest groups like e.g. 

the  UN or  the OECD. In the rest  of  this  chapter,  I  will  refer  to  this  third-person as  the  

International Anti-Corruption Board or IACB. I emphasize a preference towards a NGO rather 

than a supra-governmental branch, because a supra-governmental branch will be more likely 

to engage in politics whereas a NGO will more easily be able to focus on anti-corruption 

measures exclusively,  while keeping a necessary disregard to policies on other matters (to 

avoid intruding on the governments sovereignty). I suggest the IACB be funded by supra-

national entities because these will make an effort to supervise the IACB and ensure that they 

do  not  succumb  to  corruption  themselves.  Although  one  might  argue  that  supra-national 

organizations themselves may also be corrupt, and they may well be, the sheer diversity of 

interests that are represented in such organizations should be able to ensure that thorough 

supervision  is  accomplished.  That  is,  even  though  supra-national  organizations  could  be 

corrupt they would by and large have an incentive to decrease corruption in countries where 

corruption  has  a  negative  impact  on  the  return  on  foreign  direct  investments  made  by 

businesses  from  their  own  country.  This  of  course  implies  that  the  majority  of  nations 

represented  in  the  supra-national  organization  is  characterized  by relatively low levels  of 

corruption,  as  is  still  the  case  with  e.g.  OECD.  By  establishing  an  outside  party  for 

supervising the anti-corruption process, it is possible to avoid the commitment problem that 

75



occurs when candidates promise to establish corruption boards led by politicians from the 

already corrupt government. In the terms of my voters election model above, the signal of 

credible commitment makes it possible for voters to realize the utility from anti-corruption 

measures, variable a, that was inaccessible to them before.

For the anti-corruption measures to be effective, the IACB will have to be relying on a trigger 

strategy.  That  is,  prior  to  election,  the  committing  political  party  will  make  a  publicly 

disclosed contract with the IACB stipulating, in more or less concrete terms, what policies are 

to be implemented, should the political party come to power. As long as the political party 

lives up to their part of the contract, they will also enjoy the confidence of the voters, that they 

are acting in the interest of the civil society. In case the political party fails to live up to their 

part of the contract, the IACB pulls the trigger, meaning that they completely stop working 

with the political party, and that they clearly communicate this to the public. For the same 

reason, one of the initial policies that should be stipulated in the contract should be one that 

ensures press freedom.

With the above dynamics it is now possible to explain why the extra-systemic shock has a 

place in this chapter: During the time of the extra-systemic shock, voters emphasize the value 

of anti-corruption measures,  and a political  party that is willing to submit themselves the 

IACB will be sending a signal of credible commitment to the public. The increased utility that 

voters gain from anti-corruption measures should translate into votes for the committed party 

and thus political power. If the party was elected on the grounds of anti-corruption promises 

and the IACB is able to signal to the public that the party is  acting in the civil  society's 

interest  through  their  continued  support,  the  party's  staying  in  power  will  hinge  on  their 

continued efforts to curb corruption. If the IACB breaks away from the party this signals that 

the party does not live up to their promises, and this should lead to a change of government, 

be it through election or another extra-systemic shock.
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Conclusion

During the course of my study on corruption I have arrived at several new findings about the 

nature of corrupt activities. First and foremost is the finding that corrupt politicians do indeed 

methodically introduce corruption to an economy for their own personal gains through the 

practices of patronage and clientelism. This leads me to accept my hypothesis and in the wake 

of this acceptance follows several important points about corruption as a phenomenon. I find 

that patronage and clientelism gives rise to collaboration in corruption between all agents in 

the game: Politicians, businesses and bureaucrats, and that it is this collaboration that both 

makes corruption spread to the entire public system and makes it so difficult to reverse the 

process as soon as it has been started. I find that anti-corruption strategies so far are likely to 

have applied the correct mechanisms to mitigate corruption, but that these mechanisms tend to 

never really be implemented as the politician has an interest in avoiding such implementation.

I also arrive at points that have implications for private businesses and the legislation that 

surrounds them. Of most interest is the accidental effect legislation, meant to keep businesses 

from engaging in corruption, has on the already corrupt economy. Through my analysis I find 

that the impact of this kind of legislation is likely to increase corruption in already corrupt 

countries because non-corrupt businesses tend to stay out of markets where the prevalence of 

corruption may keep them from reaping a satisfactory return on investments, thereby leaving 

the market to corrupt businesses exclusively. I also find that the way corruption works should 

be explicitly considered when a company, operating in markets characterized by corruption, 

formulates corporate governance and compliance policies.

Furthermore,  I  find  that  politicians  in  the  already  corrupt  economy  that  propose  anti-

corruption measures prior to elections tend to face a conflict of interests, which leads to the 

election becoming a problem of adverse selection for the voter. Therefore, finding a way to 

establish a credible signalling mechanism is a solution that should be prioritized as high as 

other anti-corruption strategy issues. If such a mechanism is established it would seem to 

become possible to more effectively implement anti-corruption strategies, thereby yielding 

results that will have the power to prevent and reverse the systematization of corruption.
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Appendices

Appendix 1

Appendix 2

Article 3 – Passive bribery of domestic public officials

“Each Party shall adopt such legislative and other measures as may be 

necessary  to  establish  as  criminal  offences  under  its  domestic  law,  when 

committed  intentionally,  the  request  or  receipt  by  any  of  its  public  officials, 

directly or indirectly, of any undue advantage, for himself or herself or for anyone 

else, or the acceptance of an offer or a promise of such an advantage, to act or  

refrain from acting in the exercise of his or her functions.”
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Appendix 3

Organizational Chart of Irrigation Department in South Indian states
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Source: “The System of Administrative and Political Corruption: Canal Irrigation  
in South India”, Wade, 1982.
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