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An Economic 
Look at Corruption
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Some key questions

• What structures encourage/discourage?

• How to detect?

• What are likely economic consequences?
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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. 
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Some results

• Country, #, rank
• Denmark, 9.4, 1
• Canada, 8.7, 9
• Luxembourg, 8.4, 12
• Hong Kong, 8.3, 14
• USA, 7.2, 20
• Israel, 6.1, 30
• Italy, 5.2, 41

• Poland, 4.2, 61
• China, 3.5, 72
• India, 3.5, 72
• Algeria, 3.0, 99
• Uganda, 2.8, 111
• Iran 2.5, 131
• Russia, 2.3, 143
• Afghanistan, 1.8, 172
• Haiti, 1.6, 177
• Somalia, 1.4, 179
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$1010

Per Capita
Income, 2005

$450
$720
$530

$7050
$7320
$880

$3830
$4460
$1520
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Suharto

• Indonesian military 
leader, 2nd president 
of Indonesia

• Held office 1967-98
• Died in 2008
• Tremendous growth 

in Ind. Economy over 
this period
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• 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
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• 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
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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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Sumo wrestling

• 2000 year history
• National sport of Japan, very ritualistic
• Country with low level of corruption

– Index ranking of 7.5, 17th best

• Good data available 
• Situation ripe for cheating
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Payoffs

• Tournaments (basho), 66 wrestlers 
(rikishi), 15 bouts each

• Wrestlers with 8+ wins (kachi-koshi) move 
up in rankings (banzuke)

• Those with losing record (make-koshi) fall
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• 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
• 5th – 10th 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
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Data

• 12 years
• 6 tournaments/year
• 70 wrestlers/tournament
• 15 matches/tournament
• 34K matches, 64K wrestlers
• 281 wrestlers, 
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Win =1 if wrestler i beats j in tournament t on day d

BUBBLE =1 if wrestler is on the margin, -1 if 
Opponent on margin, =0 otherwise

RANKDIFF is difference in rank
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Two possible explanations???
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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

32

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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