An Economic
Look at Corruption

Some key questions

» What structures encourage/discourage?
* How to detect?

* What are likely economic consequences?

2007 Corruption Perceptions Index

» The looks at perceptions of public sector
corruption in 180 countries and territories

» Composite index that draws on 14 expert
opinion surveys.

» Scale from zero to ten, with zero indicating
high levels of perceived corruption and ten
indicating low levels of perceived
corruption.

TRANSPARENCY
INTERNATIONAL




Some results

« Country, #, rank Poland, 4.2, 61

e Denmark, 9.4, 1 China, 3.5, 72

* Canada, 8.7, 9 India, 3.5, 72

e Luxembourg, 8.4, 12 Algeria, 3.0, 99

* Hong Kong, 8.3, 14 Uganda, 2.8, 111

e USA, 7.2,20 Iran 2.5, 131

* |srael, 6.1, 30 Russia, 2.3, 143

* ltaly, 5.2, 41 Afghanistan, 1.8, 172

Haiti, 1.6, 177
Somalia, 1.4, 179
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Per Capita
Table 1. How much is spent in bribes Income, 2005
Bribes pakd by household mambers Nominal amount Amount in purchasing
aver the previcus 12 months. In cument USD power pasity USD
Cameroon 205 560 $1010
Ghana 181 1085 $450
india 102 523 $720
| Kenya 50 14 $530
Lithuania 185 432 $7050
Mexico 111 166 $7320
Moidova 86 280 $880
Romania 56 154 $3830
Aussia 129 393 $4460
Ukraine 160 860 $1520

Source: Transparency International Global Baronteter 2005

Suharto

Indonesian military
leader, 2" president

of Indonesia
Held office 1967-98
Died in 2008

Tremendous growth
in Ind. Economy over
this period




» New Order program
 Strong central, military style government

Strong anti-communist stance so he was
favored by the US

Occupied East Timor for 24 years
History of corruption in his
government/family

» Estimates of embezzlement from $2-$35
billion

» 1995-1997, Ind. Economy goes into
tailspin

» Over this times, 6 episodes in
local/international papers suggesting
declining health of Suharto

« If firms tied to Suharto, then returns should
fall when health was failing

Political dependency index

» Constructed by Castle group
— Leading economic consulting firm in Jakarta

— Prepared for seminar in 1996 to business
clients about investment opportunities in Ind.

— Ranking of how the 25 largest industrial
groups tied to Sudharto —

—individually ranked 79 companies

— 1 was least dependent, 5 was most
dependent
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TABLE 1—SUMMARY STATISTICS BY DEGREE OF POLITICAL DEPENDENCE AS MEASURED
BY THE SUHARTO DEPENDENCY INDEX

POL 1 2 3 4 5 All firms Observations
Observations. 5 34 10 16
2,145.76 2,228.57 2,206.20 1,634.08 1,765.51 2,033.19
Assets (2,84363)  (3.989.85)  (3.67699)  (2,561.07)  (2.230.52)  (3,321.59) 76
707.18 791.32 813.25 397.83 712.57 717.37
Debt (702.84) (1,478.83) 976.28) (461.06)  (1,07083)  (1.186.85) 70
Return on assets
(net income)/ 0.038 0.058 0. 0.037 0.050 0.050
(total assets) (0.031) (0.058) 0.023) (0.032) 0.029) (0.044) 76
Tax rate (taxes
paid)/(pretax .23 0.24 0.16 0.22 0.15 021
income) (0.05) 0.12) 0.14) 0.16) 0.12) 0.13) 74

Sources: All data are from the Financial Times' Extel Database (1997); Assets and Debt arc expressed in millions of 1995
rupi
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FIGURE 1. EFFECT OF POLITICAL DEPENDENCE ON SHARE

Sumo wrestling

2000 year history

National sport of Japan, very ritualistic

Country with low level of corruption
— Index ranking of 7.5, 17t best

Good data available
Situation ripe for cheating
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Tournament wins

FIGURE |. PAYORF TO TOURNAMENT WiNS




One more win generates 2.5 point change

Movement from 7 to 8 wins produces
almost 11 point change

One point is worth roughly $3000 annually
5t — 10t ranked wrestler makes $250/year
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Consider 2 wrestlers

» 8-6 vs 7-7 going into last match

» Return for a win for the 7-7 person is much
higher

* 8-6 lets the 7-7 win, 7-7 must return the
favor later

Data

12 years

6 tournaments/year

70 wrestlers/tournament

15 matches/tournament
34K matches, 64K wrestlers
281 wrestlers,
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(1) Win,,= pBubble,, + yRankdiff,

O the Margin on:

(24}

(2)

Day 15 0.244 0.249
E 10019 (0.019)
+ Ay + O + €y Day 14 0.150 0.155
{00161 (016}
Day 13 0,009 0107
(0.016) (.oa)
. . . i Day 12 0.038 0061
Win =1 if wrestler i beats j in tournament t on day d 2 OO (0018
Day 11 0.000 0018
BUBBLE =1 if wrestler is on the margin, -1 if (0.018) (0.018)
Opponent on margin, =0 otherwise Rak diffecence .R'Fﬂs}i:
. . . Constant 10,500 (300
RANKDIFF is difference in rank 0000) (0,000}
R? .008 0018
21 22
Number of observations 64,272 62,708
Only Matches in Only Matches i
Which the Wrestler on Which the Wrestle|
the Margin Wins the Margin Losq
Variable 3 @ LG (
= 0.020 0019 —0.041 =1L
h h
Unl:ug;ltew;m:c s prior o the 00113 (0007 10.016) X
Bubble manch - - N
First meeting after bubble match —0.082 —0.079 —0.056 -0
(0.015) (CL020) {0,020y (0.
Two pOSSible exp|anati0n5??? Second meeting after bubble match 0.031 0.028 —0.061 —0.
(0.017) (0.022) (0.023) (0
Three or more meetings after 0.013 0022 — M5 -0,
bubble match (0.007) (0.014) {0.008) (0.
Constant 0.500 — 0500 .
(0.000) {0.000)
23 Wrestler-opponent interactions? No Yes No i
g2 0.002 0.279 0.002 (IR




TaBLE 4—EXCEsS WIN PERCENTAGES ON THE BUBBLE FOR WRESTLERS LABELED BY SUMO
INSIDERS AS “CORRUPT" OR “CLEAN"

Wrestler on the Bubble Is i as:

Corrupt Status Unknown Clean

Corrupt 0.260 0.270 =0.010
Opponent of (0.037) (0.021) (0.038)
wrestler on the Status 0271 0.181 0.041
bubble is unknown 0.021) (0.019) (0.031)
identified as: Clean 0.036 -0.033 0.022
(0.027) (0.035) (0.074)
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Fisman and Miguel

* What determines corruption?

» Two possible candidates
— Legal environment
— Culture/social norms

* Problem: identification?
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Parking violations in NYC

UN diplomats are given immunity from
prosecution or lawsuits in the US

Reciprocal arrangements with other
countries, designed to protect diplomats in
unfriendly environments

Diplomatic plates in NY are identified

Will receive ticket, but no way to compell
violators to pay
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* Called ‘best free parking pass in town’
» Between 11/87 and 12/02

— 150K unpaid parking tickets

— Fines totaling $18 million
» 30 days to pay fine

— At that point an additional penalty is levied of
110% of finer

— Diplomats have another 70 days to pay
— Then recorded as unpaid violation
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Data

» At the level of the violation

» Contains license plate, name and county of
registrant, date, time location of violation, fine
and penalty, amount paid (if any)

» 43% were violations of ‘no standing-loading
zone’

* 20% of cases, are registered to mission, so
official rather than personal vehicle

» Need to scale fines by size of diplomatic mission
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Corruption index

» Constructed by Kaufman et al.
» Scaled composite measure of corruption

* Mean of zero, std dev of 1, goes from -2.6
(least corrupt) to 1.6 (most)

« Correlation coefficient with Transparency
index, 0.9
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Legal environment

« Oct 2002, State dept gave NYC
permission to revoke diplomatic plates w/
3+ unpaid violations

¢ Clinton-Schumer Amendment allowed US
to deduct 110% of outstanding violations
from US foreign aid to a country
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Fagure 2 Coumary comipiion aad Unpaid New Youk City Parking Violstions per iplomat (i logs), pre-soforcement (L1187 o 11/2002)
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