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1 he first thing that needs to be said is that corruption
is a sensitive subject.

In my experience with policymakers and students from many coun-
tries, the topic tends to evoke a particular pattern of reactions. First
there is evasion. Then excuses. And finally, with luck, useful analysis.

Evasion. You encounter almost a reflex. "Nothing can be done about
corruption," someone tells you flatly. "Corruption is everywhere in the
world and has existed throughout history. You have it in America, in
Japan, not just here in X. And if the people on top are corrupt, if the
whole system is corrupt, as they are here, it's hopeless." An article from
Guatemala illustrates this alarmingly widespread view. It begins: "When
in a society the shameless triumph; when the abuser is admired; when
principles end and only opportunism prevails; when the insolent rule
and the people tolerate it; when everything becomes corrupt but the
majority is quiet because their slice is waiting. . . ." After a series of
such laments, the author concludes: "When so many 'whens' unite,
perhaps it is time to hide oneself, time to suspend the battle; time to
stop being a Quixote; it is time to review our activities, reevaluate those
around us, and return to ourselves."'

Excuses. Next you hear that nothing should be done about corrup-
tion. This reaction has been prevalent among social scientists. "Bribes
are a form of gift-giving consistent with local mores," an anthropologist
tells you. Someone with an economic bent notes a similarity between
a bribe and a market price when a market is not allowed; and isn't that
"efficient"? A political scientist points out that in unjust settings cor-
rupt payments may be the only means of making one's wishes known;
thus, corruption may be an important avenue of political participation.
Some social scientists aver that bribes cannot be distinguished from
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transactions, that to try to do so is to import Western or one's own
normative assumptions A bribe, a fee for service, a gift: analytically, it
is said, they are the same.2 So—all these views concur—we should not
talk too much about corruption or, if we do, should not condemn it.
There are many excuses for not tackling the problem of corruption.

Analysis. But the next reaction is more encouraging. Once the sub-
ject is broached and taken seriously, the same people who evaded the
issue and offered excuses for the phenomenon prove able to analyze
concrete situations and devise useful solutions.

This book is designed to help readers analyze corrupt behavior and
decide what to do about it. It asks them to set aside a certain cynicism
they may have developed on this topic and to read with an open mind.

Corruption is one of the foremost problems in the developing world,
and it is receiving much greater attention as we reach the last decade
of the century. As poor countries slide into deeper economic trouble,
the economic and social devastation that widespread corruption causes
cannot be evaded or excused. Around the globe corruption is increas-
ingly a central issue in popular uprisings and election campaigns. In
the past two years international aid organizations such as the World
Bank, the U.S. Agency for International Development, la Cooperation
Franchise, and the United Nations Development Programme have
launched seminars and programs concerned with corruption and what
to do about it.

But policy analysis has lagged. True, scholarly work shows how rent
seeking and "directly unproductive profit-seeking activities" can be
harmful by distorting incentives.3 Recent research on influence activi-
ties in organizations reveals other sources of distortion.4 And new em-
pirical work documents, despite the social scientists' excuses, that cor-
ruption in fact does harm.^

Yet too little is said about how to reduce corruption. Typical is a
recent article, which contains models of corrupt behavior and its spread.
At the end of the article, the author says: "Understanding the micro-
economic basis of corruption is the aim of this paper, not suggesting
ways of fighting it. Yet a few remarks about the general lines of attack
seem to be in order." The statement is followed by a paragraph of
vague, schematic, and therefore unhelpful advice.6

This book tries to take the practical problem seriously. It presents
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both analytical took and case studies that I hope will kindle enthusiasm
and creativity.

Definitions and Ultimate Causes

I will not spend much time on definitions. Corruption exists when
an individual illicitly puts personal interests above those of the people
and ideals he or she is pledged to serve. It comes in many forms and
can range from trivial to monumental. Corruption can involve the mis-
use of policy instruments—tariffs and credit, irrigation systems and
housing policies, the enforcement of laws and rules regarding public
safety, the observance of contracts, and the repayment of loans—or of
simple procedures. It can occur in the private sector or in the public
one—and often occurs in both simultaneously. It can be rare or wide-
spread; in some developing countries, corruption has become systemic.

Corruption can involve promises, threats, or both; can be initiated
by a public servant or an interested client; can entail acts of omission
or commission; can involve illicit or licit services; can be inside or
outside the public organization. The boundaries of corruption are hard
to define and depend on local laws and customs. The first task of
policy analysis is to disaggregate the types of corrupt and illicit behav-
iors in the situation at hand and look at concrete examples.7 I do this
by examining five cases of corruption and reform.

I will not spend much time on what might be called the ultimate
causes of corruption. An extreme example of the opposite predilection
is a recent book by the Nicaraguan accountant Francisco Ramirez Torres.
After observing at length that corruption is caused by the family, the
school, attitudes toward work, the enterprise, the nation, and the in-
ternational situation, the author arrives at the level of the individual
transgressor. Here the causes of corruption include excessive consump-
tion of alcohol, extramarital activities, speculative losses, excessive
gambling, "causes related to vanity," administrative disorganization, re-
sentment inside the business, frustration on the job, "the thirst for
illicit enrichment," and five others."

For practical purposes I have found it useful to bracket these un-
doubtedly important concerns and focus instead on other questions.
Even with the imperfect people and societies and international orders
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we now encounter, what can we do to reduce, if never eliminate, cor-
ruption? What can we learn from the experience of other countries?

Consider this excerpt from a fascinating article by the economist
Thomas C. Schelling:

An organization, business or other, is a system of information, rules
for decision, and incentives; its performance is different from the
individual performances of the people in it. An organization can be
negligent without any individual's being negligent. To expect an or-
ganization to reflect the qualities of the individuals who work for it
or to impute to the individuals the qualities one sees in the organi-
zation is to commit what logicians call the 'fallacy of composition.'
Fallacy isn't error, of course, but it can be treacherous.9

Schelling is addressing the subject of the social responsibility of
business, but his insight applies to the topic of this book as well. Too
often it is assumed that organizations or entire governments are corrupt
simply because people are immoral; and, it is concluded, nothing can
be done to curb corruption short of generations of moral education.
But let us avoid the fallacy of composition. Let us ask instead how
organizations and countries might change their "systems of informa-
tion, rules for decisions, and incentives" in order to reduce corruption.

Economic Metaphors

In approaching this question, this book employs economic meta-
phors at two levels. First, it considers the economic calculations of a
public agent—for example, a tax collector, a prosecutor, a procurement
officer. The economic metaphor says that the agent faced with a bribe
makes a calculation, trading off the potential personal benefits of ac-
cepting the bribe and undertaking a corrupt act against the potential
personal costs of doing so. (A similar analysis can be made of the
person offering the bribe.) The practical point of the metaphor is this:
the agent's potential benefits and costs can be affected by public policy
and management.

The policymaker or manager has to make calculations as well. In
this book 1 suppose for the sake of analysis that the reader is the prin-
cipal or policymaker—surely, therefore, acting in the public interest.
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The principal faces another tradeoff: between the social benefits of re-
ducing the agent's corrupt activity and the social costs of taking various
steps to obtain that reduction. The combination of these two meta-
phors is the principal-agent-dient model discussed in Chapter 3.

1 have found economic metaphors useful in working with policy-
makers in developing countries. It enables them to confront the topic
of corruption without becoming ensnarled in moralisms and local sen-
sitivities. The economic metaphors and the framework are novel for
many policymakers and students; they are also antiseptic, "safe." (Con-
trast an approach based on Islamic ethics or Roman law or profession-
alism ) In the first instance, corruption becomes just another problem
to be analyzed with the tools of public policy and management.

The purpose of using economic reasoning is not to create a formal
optimizing model with inevitably highly restrictive assumptions. Rather,
I seek in Chapter 3 a heuristic framework that can help policymakers
think more creatively about ways to control corruption.

Real Examples

The book uses case studies to explore and elaborate this framework
for policymakers. With sensitive subjects like corruption, it is good to
begin with the concrete. This is why the book introduces the Philip-
pines case in Chapter 2 before exploring models of corrupt behavior
and possible cures.

Many readers familiar with other developing countries will recog-
nize the difficult problems that confronted Justice Plana. Positions in
the Philippines Bureau of Internal Revenue were auctioned internally
because corruption made them so lucrative. Officials took bribes for
reducing taxpayers' obligations. Speed money and embezzlement, to
name two quite different forms of corruption, were widespread. Tax
officials sometimes extorted tribute from taxpayers. Systematic corrup-
tion reached the top ranks of the organization, even the unit whose
job it was to investigate misdeeds. Filipino culture is said to encourage
all of this—for example, Stanley Karnow ascribes corruption in the
Philippines to the compradazgo system, a ritual network of relatives and
adopted relatives that commands the loyalty of Filipinos more than any
formal institution, and to the cultural trait of utang na loob, "the debt
of gratitude."10 The country's president was himself known to be cor-
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rupt. Under these circumstances, many readers—and many policymak-
ers—might despair that Justice Plana could do little or nothing.

Luckily, Justice Plana concluded otherwise. As Chapters 2 and 3
describe, he launched an exemplary campaign against corruption. His
example should help dispel the idea that nothing can be done about
corruption. And by linking this case with the economic analysis men-
tioned above, 1 hope that the reader will gain a deeper understanding
of both.

The book's other cases span areas (police, customs agencies, pro-
curement, the delivery of services), types of illicit behavior (bribery,
extortion, speed money, kickbacks, collusion, and fraud), and coun-
tries. Cases of judicial or high-level political corruption are, alas, not
included. Chapter 7 goes beyond the design of anti-corruption mea-
sures to strategies for implementing them—metaphorically, not just what
medicine the patient should take but how to induce him or her to take
it.

The final chapter reviews some of the major findings and provides
suggestions for future research on corruption. It will become clear that
1 consider this book a first and heuristic step, greatly in need of further
theoretical and empirical work. The final chapter also presents some
thoughts about the implications of the approach of this book for the
field of "development administration" and more generally for the study
of developing countries.

I hope the book illustrates a way of thinking about policy analysis.
Faced with a topic like corruption, the first task is to disaggregate the
types of corruption, their scope and seriousness, the beneficiaries and
the losers. One approaches a sensitive subject by highlighting not the
moral failures of individuals but the structural failures of information
and incentives. One uses a simplifying theory to obtain not an opti-
mizing model under restrictive assumptions but a heuristic framework
that enables problem solvers to address the complex problem of cor-
ruption in their varied and unique circumstances. Finally, one tries to
illuminate both the utility and limitations of the framework by looking
at real examples.
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