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Abstract

This paper presents a theoretical account of some empirical obser-
vations about the relationship between public sector corruption and
economic development. These observations include both important
regularities and notable anomalies which indicate that there is rather
more to this relationship than one is often led to believe. The paper
brings together some previous work for the purpose of providing a
uni�ed account of the issues involved within the context of a single
analytical framework. These include the causality between corruption
and development, the persistence of corruption and poverty, the di-
versity of corruption across countries and the di¤erential impact of
corruption in di¤erent economies.

1 Introduction

Over the past few years, both academics and policy makers have become
increasingly aware of the importance of well-functioning institutions for the
successful growth and development of economies. The role of governance
has been a key aspect of this and one issue, in particular, has commanded
widespread attention - namely, corruption.1 Broadly speaking, corruption is
de�ned as the abuse of authority by public o¢ cials to make personal gains.
There are many di¤erent shapes and forms that this can take: it can be the
payment of a bribe, the embezzlement of public funds or the submission of

1Corruption is one aspect of governance which also relates to matters of transparency,
accountability, political stability, social order, the rule of law and the like. Clearly, these
factors are likely to be interdependent and the same is true of the relationship between
governance and corruption: just as bad governance fosters corruption, so corruption un-
dermines good governance.
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fraudulent information; it can be the misuse of power by politcal leaders,
or the illegal pro�teering by bureaucrats; it can be a collusive arrangement
between public and private agents, or a non-collusive act of opportunism
by just the former; and it can be a coordinated strategy amongst a well-
connected network of o¢ cials, or a non-coordinated set of actions in a more
fragmented bureaucracy. Likewise, there are many di¤erent ways in which
corruption can impact on economic and social behaviour: it can damage
incentives and destroy opportunities; it can dissipate resources and distort
price signals; it can create uncertainty and compromise public policy; and it
can foster alienation and fuel political unrest. In many countries the scale
of corrupt activity is often quite staggering, as is the ingenuity of those who
engage in it. Signi�cantly, these countries are amongst the poorest of the
world, leading many development experts to view corruption as one of the
most threatening and pervasive obstacles to alleviating global poverty. This
paper is intended as a primer on a few of the key issues (some well-known
and some not so well-known) surrounding the relationship between corruption
and development.2

1.1 Some Empirical Observations

By its nature, corruption is a clandestine activity which takes place away
from the glare of publicity and which is di¢ cult to measure empirically.
Prior to the early 1980s, researchers were forced to rely largely on anecdotal
evidence obtained from country-speci�c case studies. This made it di¢ cult to
evaluate alternative views and to form general hypotheses about the e¤ects of
corrupt behaviour. Since that time, however, considerable progress has been
made in assimilating data on corruption which has enabled a more systematic
investigation of the phenomenon.
The most objective measure of corruption that currently exists is the

number of public o¢ cials who have actually been convicted for corrupt of-
fences. This has been used in several studies, but it is not without its prob-
lems. Higher rates of conviction do not necessarily mean that there is higher
corruption, but may merely re�ect improved methods of detection and prose-
cution. More fudamentally, numbers of convictions provide information only

2There are many excellent surveys of the literature on corruption and de-
velopment, including Aidt (2003), Bardhan (1997), Jain (2001), Rose-Ackerman
(1999) and Tanzi (1998). For an appreciation of the importance of corruption
to international policy makers, see the wealth of material devoted to the issue
on the websites of the World Bank (www.worldbank.org/publicsector/anticorrupt),
the IMF (www.imf.org/external/np/exp/facts/gov.htm), and the United Nations
(www.unodc.org/unodc/en/corruption.htm/).

2



on corrupt practices that are exposed, which arguably account for only a
small fraction of total corrupt activity. For these reasons, researchers have
tended to rely on other measures that are more subjective but which are
also much more inclusive. These are now produced by a number of interna-
tional organisations (most notably Business International Corporation, Po-
litical Risk Services Incorporated and Transparency International) and are
based on questionnaire surveys sent to networks of correspondents around
the world. Known as corruption perception indices, they provide rankings
of countries in terms of the extent to which corruption is perceived to exist
(e.g., the extent to which public o¢ cials are believed to accept bribes, to
make fraudulent demands and to embezzle public funds). Whilst di¤ering
in various aspects (e.g., coverage, methodology and availability) and whilst
being susceptible to the usual caveat associated with survey data (i.e., the
possibility of bias), the indices are all highly correlated with each other and
all highly correlated with key economic variables, properties which suggest
that they are, in fact, measuring the same phenomenon and that spuriousness
is not a major issue. As a result, the indices have become widely accepted
as providing reliable estimates of corrupt activity, and have led to a rapid
accumulation of evidence on the causes and consequences, incidence and im-
portance, of corrupt behaviour within society�s public institutions.3

The single, most extensively-studied issue in the empirical literature on
corruption is the relationship between corruption and economic development.
The general consenus about this relationship is that it is negative - that is,
higher levels of corruption are associated with lower levels of development.
To illustrate, Table 1 reports the corruption ratings amongst di¤erent groups
of countries over a four year period using the World Bank�s income classi-
�cation of countries and the corruption perception index of Transparency
International.4 The obvious feature that stands out is the much higher cor-
ruption rating of poor countries than rich countries, or the much greater
incidence of corruption in less developed countries than developed countries.
The above observations are indicative of the results obtained from more

rigorous (econometric) investigations based on cross-country regressions. In

3For more detailed discussions of the indices, see Jain (1998), Tanzi and Davoodi (1997)
and Treisman (2000). Further remarks, together with a review of the empirical literature,
can also be found in Lambsdor¤ (2005).

4Further details about this index can be found at
www.transparency.org/surveys/index.html]. The index is originally given as a �trans-
parency perception index� (TPI) which ranks countries in terms of perceived levels of
corruption on a decreasing scale from 10 � 0. As is common practice, we apply a simple
transformation to convert the TPI into a �corruption perception index� (CPI) which
measures corruption on an increasing scale from 0 � 10. The transformation is given by
CPI value = 10� TPI value.
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the seminal contribution by Mauro (1995) it was found that corruption has
a signi�cant adverse e¤ect on growth, with the principal transmission mech-
anism being the impact of corruption on investment. Many other studies re-
port a similar e¤ect (e.g., Gyimah-Brempong 2002; Keefer and Knack 1997;
Knack and Keefer 1995; Li et al. 2000; Mo 2001; Sachs and Warner 1997),
together with identifying other ways in which corruption may take hold, such
as increasing the costs of doing business (e.g., World Bank 2002), reducing in-
�ows of foreign direct investment (e.g., Wei 2000) and causing misallocations
of public expenditures (e.g., Mauro 1997; Tanzi and Davoodi 1997).5 At the
same time, there is also evidence to suggest that the direction of causation
could go the opposite way, meaning that the incidence of corruption is, itself,
determined by the level of development. In one of the �rst and most rigorous
analyses of its kind, Treisman (2000) estimated a stong negative correlation
between corruption and per capita income, with most of the variations in
the former being explained by variations in the latter. Again, similar re-
sults can be found in numerous subsequent investigations (e.g., Fisman and
Gatti, 2002; Frechette, 2001; Husted, 1999; La Porta et al., 1999; Montinola
and Jackman, 1999; Paldam, 2002; Rauch and Evans, 2000), indicating that
cross-country di¤erences in the incidence of corruption owe much to cross-
country di¤erences in the level of prosperity.6 Finally, casual observation
suggests that corruption and poverty may become so ingrained into the fab-
ric of society as to establish themselves as more-or-less permanent �xtures,
rather than being transient phenomena (e.g., Bardhan, 1997; Sah, 1988). A
cursory inspection of the data reveals that many of the most poor and cor-
rupt countries in the past are amongst the most poor and corrupt countries
today. This conjures up the idea of poverty traps and the notion that some
countries may be drawn into a vicious circle of widespread deprivation and
wholesale misgovernance from which there is no easy escape.
In spite of the above, there are reasons to be cautious about the alleged

strong negative association between corruption and development. A closer
look at the data reveals that this relationship is not always as it seems and
that there are instances in which the relationship is rather tenuous. Two
examples of this are particularly worth noting.

5By contrast, there is very little evidence to support the so-called �speed money�
hypothesis (e.g., Huntington 1968; Le¤ 1964; Leys 1970), according to which corruption
might actually be good for growth by helping to circumvent cumbersome regulations (red
tape) in the bureacratic process. This is true even for countries that are reportedly mired
with such regulations (e.g., Ades and Di Tella 1997; Mauro 1995; Kau¤man and Wei 2000).

6Other factors that appear to be signi�cant in determining corruption are the colonial
heritage, religious tradition, legal system, federal structure, democratisation and openness
to trade of a country.
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Table 2 extends Table 1 to include the corruption ratings of middle-income
countries, together with some other summary statistics. What one observes
is the much greater diversity in corruption among these countries, for which
the range of the corruption index is signi�cantly larger than the range for
either low-income or high-income countries. A comparison of the variances
of the index across di¤erent income groups gives the same impression: the
variance for the middle-income group is consistently higher than the variance
for either the low- or high-income groups, in spite of the denser and larger
sample of the middle-income group. Further evidence of this is presented
in Figure 1 which plots the rolling standard deviation of corruption as one
moves through the cross-country distribution of income:7 as is clearly seen,
corruption displays much greater variability within the middle range of the
distribution than in either of the tails. These observations suggest that there
is more to the relationship between corruption and development than at �rst
meets the eye. Whichever way one looks at it, the picture that emerges is
one of considerable diversity in the incidence of corruption among middle-
income countries, compared to the uniformly high levels of corruption among
low-income countries and the uniformly low levels of corruption among high-
income countries.
Table 3 reports some further statistics based on a di¤erent disaggregation

of the data. It shows the average growth rates and average corruption ratings
over the period 1980-1999 for selected regions of the world - speci�cally, the
lesser developed, and reputedly more corrupt, regions.8 As is evident, these
regions share similar corruption ratings, but their growth performances are
very di¤erent. The sub-Saharan African and Latin American zones provide
the classic examples where high corruption is accompanied by low growth.9

This is not observed, however, for the South and South-East Asian zone. A
closer look at this region reveals some interesting and curious features. In
accordance with the �ndings of others (e.g., Hutchcroft 1994, 2000; Khan
1998, 2000; Lee 1995, 2000; Rock 1999, 2000; Wedeman 2002a), one may
divide the region into three distinct groups of countries: the low corruption
and high growth economies of Hong Kong, Malaysia and Singapore; the high

7We compute this rolling standard deviation based on a window of 20 countries which
we slide along the income distribution, beginning with the poorest countries.

8As before, corruption is measured on an increasing scale of 0 � 10 using an adjusted
version of the corruption perception index of Transparency International. Cross-country
data on growth are obtained from the Penn World Table, details of which can be found
at pwt.econ.upenn.edu/php_site/pwt_index.php.

9There are some notable outliers in these regions that deserve a mention. Botswana,
for example, is often heralded as Africa�s success story, having seemingly been able to
control corruption and enjoy high growth. Likewise, Chile has distinguished itself in Latin
America by establishing a similar track record.
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corruption and low growth economies of the Philippines and South Asia;
and the high corruption and high growth economies of China, Indonesia,
South Korea and Thailand. The experience of this last group of countries is
both striking and puzzling as it is seems to be so starkly at odds with the
experiences of others and the notion that corruption is a serious impediment
to growth. Indeed, it would appear that the widespread corruption in these
countries has done little (if anything at all) to prevent them from prospering
and attaining exceptional growth records. Wedeman (2002b) has labelled
this the East Asian Paradox.10

1.2 Outline of the Paper

The foregoing discussion highlights some important empirical regularities and
anomalies in the relationship between corruption and development.11 My in-
tention in this paper is to show how one may explain these observations with
the aid of some simple theoretical analysis. Speci�cally, I aim to provide an-
swers to the following questions. Why is corruption higher in poor countries
than in rich countries? Why is corruption (and poverty) so persistent in many
countries? Why is corruption much more diverse among middle-income coun-
tries? And why is corruption less harmful in some countries than in others?
These questions will be addressed within the context of a single analytical
framework that brings together some ideas from previous work to provide a
uni�ed account of the issues involved. That work has been part of a growing
theoretical literature on the macroeconomics of misgovernance in which the
functioning (or disfunctioing) of public institutions is assigned a central role
in determining aggregate economic performance.
The core of the analysis is a dynamic general equilibriummodel of bribery,

tax evasion and growth. This model is a simpli�ed version of others that
have appeared in some previous research with colleagues (e.g., Blackburn
et al. 2006, 2009; Blackburn and Forgues-Puccio 2008). It describes an
overlapping generations economy in which public o¢ cials (bureaucrats) are
delegated responsibility for collecting taxes from private individuals (house-
holds) on behalf of the political elite (the government). Bureaucrats have

10There is even evidence that corruption and investment have actually been positively
correlated in some of the large newly-industrialised East Asian economies (e.g., Rock and
Bonnet 2004).
11Aside from the anomalies to which I have alluded, there is other evidence which

may be seen as casting doubt on the robustness of the relationship between growth and
corruption. Thus several authors have argued that the relationship is contingent on a
number of country-speci�c factors, such as the degree of �nancial openness, the quality of
institutions and the way in which corruption is practised (e.g., Aidt et al. 2007; Neeman
et al. 2006; Svensson 2005). The last of these factors will �gure later in the paper.
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the opportuntity to engage in corrupt practices which are di¢ cult to mon-
itor by the government. These practices involve the acceptance of bribes
from households in return for exempting households from taxes by falsifying
records of their incomes.12 Bribe-taking is both costly and risky as resources
must be spent on concealing it and as there is always a chance that it will
be detected and punished. Growth takes place through capital accumula-
tion which summarises the economy�s dynamic process of development. This
is the basic set-up that I use throughout the analysis, during the course of
which other features are introduced for the purpose of studying particular
issues of interest.
The structure of the paper is as follows. Section 2 presents the model.

Section 3 focuses on the causality between corruption and development. Sec-
tion 4 attends to the persistence of corruption and poverty. Section 5 adresses
the diversity in corruption among middle-income countries. Section 6 turns
to the �East Asian paradox�. Section 7 contains a few concluding remarks.

2 The Basic Framework

Time is discrete and indexed by t = 0; ::;1. There is a constant population
of two-period-lived agents belonging to overlapping generations of dynastic
families. Agents of each generation are divided into two groups of citizens -
private individuals (or households), of whom there is a �xed measure of mass
m, and public servants (or bureaucrats), of whom there is a �xed measure
of mass n < m.13 Households are di¤erentiated according to di¤erences in
their labour endowments which determine their relative incomes and their
relative propensities to be taxed. Speci�cally, there is a fraction, � 2 (0; 1),
of households that are endowed with � > 1 units of labour and that are
12It is possible to reformulate the model as a model of pure theft, where a bureaucrat

simply steals the taxes that he collects from a household, or embezzles some amount of
total public funds.
13I assume that agents are di¤erentiated at birth according to their abilities and skills. A

population of m agents lack the skills necessary to become bureaucrats, while a population
of n agents posess these skills. The latter are induced to become bureaucrats by an
allocation of talent condition established below. Thus, as in other analyses (e.g., Blackburn
et al. 2006, 2009; Blackburn and Forgues-Puccio 2007; Sarte 2000), I abstract from issues
relating to occupational choice. In doing so, I am able to simplify matters by not having to
consider possible changes in the size of the bureaucracy and possible changes in the level
of corruption that may occur as a result. Of course, this is not meant to undermine the
importance of corruption in determining occupational choice. As indicated by others, an
economy may well su¤er as a consequence of this, with a misallocation of talent between
productive (entrepeneurial) activities and non-productive (rent-seeking) activities (e.g.,
Acemoglu 1995; Murphy et al. 1991).
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liable to pay tax, whilst the remaining fraction, 1 � �, are endowed with
only one unit of labour and are exempt from paying tax. Taxes are lump-
sum and are collected by bureaucrats on behalf of the government which
requires funding for public expenditures. These expenditures are productive,
being used to provide public goods and services which contribute to the
e¢ ciency of output production. For simplicity, I assume that each bureaucrat
has one unit of labour endowment (which exempts him from taxation) and
that each bureaucrat has jurisdiction over the same number, �m

n
, of taxable

households. Corruption arises from the incentive of a bureaucrat to conspire
with a household in concealing information (the household�s income) from
the government. In doing this, the bureaucrat expects to gain from his
acceptance of a bribe and the household expects to gain from its evasion of
tax. I assume that a fraction, � 2 (0; 1), of bureaucrats are corruptible in
this way, whilst the remaining fraction, 1 � �, are non-corruptible.14 The
government is unable to observe the identity of a bureaucrat and seeks to
weed out corrupt behaviour using an imprecise monitoring technology. This
technology implies that a bureaucrat who is corrupt faces a probability, p 2
(0; 1), of avoiding detection, and a probability, 1 � p, of being found out.
The tax-evading household with whom the bureaucrat conspires faces the
same probabilities of remaining anonymous and being exposed. In the event
that corruption is detected, the bureaucrat is �ned the full amount of his
legal and illegal income, while the household is forced to pay its full tax
liability. Agents are risk neutral, working only when young and consuming
only when old. Production of output is undertaken by �rms, of which there
is a continuum of unit mass. Firms hire labour from households and rent
capital from all agents. All markets are perfectly competitive. In more detail
the model is as follows.

2.1 The Private Sector

2.1.1 Firms

The representative �rm produces output, yt, according to the following tech-
nology:

14This assumption may be thought of as capturing di¤erences in the propensities of
bureaucrats to engage in corruption, whether due to di¤erences in pro�ciencies at be-
ing corrupt or di¤erences in moral attitudes towards being corrupt (e.g., Acemoglu and
Verdier, 2000; Besley and McLaren, 1993; Tirole, 1996). The main purpose of the assump-
tion is to allow one to determine the wages of bureaucrats in a relatively straightforward
way that does not demand additional assumptions about how public sector pay is deter-
mined. In fact, all that is need for this purpose is that there be at least one bureaucrat
who is non-corruptible - all other bureaucrats may well be potential transgressors.
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yt = Al
�
t k

1��
t g�t ; (1)

(A > 0; � 2 (0; 1)) where lt denotes labour, kt denotes capital and gt denotes
public goods and services.15 The �rm hires labour at the competitively-
determined wage rate wt and rents capital at the competitively-determined
rental rate rt. Pro�t maximisation implies wt = �Al��1t k1��t g�t and rt =
(1� �)Al�t k��t g�t .
I assume that the government sets public expenditures as a �xed propor-

tion of output, gt = �yt (� 2 (0; 1)). Given this, together with the fact that
lt = l = (�� + 1 � �)m in equilibrium, one may write the above conditions
as

wt =

�
a�

l

�
kt; (2)

rt = r = a(1� �); (3)

where a = [A(l�)�]1=(1��).16 Thus the equilibrium wage is proportional to
the capital stock, while the equilibrium interest rate is constant.

2.1.2 Households

Each young household of generation t receives an income of xt which it saves
at the market rate of interest rt+1 to obtain a �nal level of wealth of (1 +
rt+1)xt when it reaches old-age. A household consumes part of this wealth
and bequeaths the remainder to its o¤spring. Its lifetime utility is given as
(1 + rt+1)xt � qt+1 + u(qt+1), where (1 + rt+1)xt � qt+1 is consumption, qt+1
is the bequest and u(�) is a strictly concave function that satis�es the usual
Inada conditions.17 It follows that utility is maximised by setting u0(�) = 1,
implying an optimal �xed size of bequest from one generation to the next:
that is, qt+1 = q for all t. As shown above, the rate of interest, rt+1, is also
constant in equilibrium. Given this, then the expected utility of a household
is fully determined once its expected income, or saving, is determined.
Each household, when young, is paid a wage, wt, from supplying inelas-

tically its labour endowment to a �rm. A household endowed with one unit

15This is essentially the production technology used by Barro (1990), where public goods
and services function as inputs which raise the e¢ ciency of other factors (labour and
capital).
16The expression for l is simply the �xed supply of labour which comprises the supply

from high-income households, ��m, plus the supply from low-income households, (1��)m.
17This function captures the �warm-glow�, or �joy-of-giving�motive for making bequests.

The sole purpose of including bequests in the model is to ensure the existence of a non-
degenerate steady state equilibrium. For this (purely technical) reason, I choose the sim-
plest way of modelling altruism.
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of labour earns a total labour income of wt and is exempt from paying taxes.
Obviously, such a household has no incentive to engage in tax evasion and
its saving is simply wt + q. A household endowed with � units of labour
earns a total labour income of �wt and is obliged to pay taxes of � t. This
type of household may or may not conspire with a bureaucrat in bribery and
tax evasion. If not, then its saving is �wt + q � � t. If so, then its saving is
uncertain and depends on the amount of bribe paid and the chances of be-
ing caught. Let bt denote the bribe. With probability p, the household and
bureaucrat succeed in their conspiracy and the household earns �wt+ q� bt.
With probability 1�p, their collusion is exposed and the household is forced
to pay its full tax liability, implying earnings of �wt+q�� t�bt.18 Given these
outcomes, one may write the expected income of each high-income household
as

E(xtjbt) =
�
�wt + q � � t if bt = 0;
�wt + q � (1� p)� t � bt if bt > 0:

(4)

2.2 The Public Sector

2.2.1 Government

The objective of the government is to provide public goods and services, on
which it makes expenditures of gt. The government also incurs expenditures
on bureaucrats� salaries which are determined as follows. Any bureaucrat
(whether corruptible or non-corruptible) can work for a �rm to receive a
non-taxable income equal to the wage paid to households. Any bureaucrat
who is willing to accept a salary less than this wage must be expecting to
receive compensation through bribery and is therefore immediately identi�ed
as being corrupt. As in other analyses (e.g., Acemoglou and Verdier, 1998),
I assume that a bureaucrat who is discovered to be corrupt is subject to the
maximum �ne of having all of his income con�scated (i.e., he is dismissed
without pay). Given this, then no corruptible bureaucrat would ever reveal
himself in the way described above. As such, the government can minimise its
labour costs, while ensuring complete bureaucratic participation, by setting
the salaries of all bureaucrats equal to the wage paid by �rms to households.19

The government �nances its expenditures each period by running a con-
tinuously balanced budget. Its revenues consist of the taxes collected by

18Throughout the analysis, I assume appropriate restrictions on parameter values to
ensure positive net incomes for all high-income household.
19This has the usual interpretation of an allocation of talent condition. The government

cannot force any of the n potential bureaucrats to actually take up public o¢ ce, but it is
able to induce all of them to do so by paying what they would earn elsewhere.
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bureaucrats from high-income households, plus any �nes imposed on bureau-
crats who are caught engaging in corruption. The government is fully aware
when corruption is occuring, but it cannot retrieve all of its lost revenues
because of its imperfect powers of detection.20 Whether or not corruption
exists, the government sets taxes residually so as to satisfy its budget con-
straint, given the other items on its balance sheet.

2.2.2 Bureaucrats

Each young bureaucrat of generation t receives an income of zt which he
saves at the interest rate rt+1 to acquire a �nal wealth of (1 + rt+1)zt during
retirement. For simplicity, I assume that a bureaucrat consumes all of this
wealth (i.e., is non-altruistic) so that his lifetime utility is also (1 + rt+1)zt.
As above, since rt+1 is �xed in equilibrium, a bureaucrat�s expected utility is
fully determined once his expected income, or saving, is determined.
Each bureaucrat, when young, is paid the salary wt from supplying in-

elastically his unit labour endowment to the government. By de�nition, a
bureaucrat who is non-corruptible is never corrupt and will never participate
in bribery and tax evasion. The income of such a bureaucrat is simply wt.
In contrast, a bureaucrat who is corruptible may or may not be corrupt,
and may or may not engage in rent seeking. If not, then the bureaucrat
receives just his labour earnings, wt, as before. If so, then the bureaucrat�s
�nal wealth depends on the amount of bribes received, the chances of being
caught, the resources spent on trying to avoid detection and the penalties
incurred if rent-seeking is exposed. In general, corrupt individuals may try
to remain inconspicuous in a number of ways, such as hiding their illegal
income, investing this income di¤erently from legal income and altering their
patterns of expenditure. These activities typically entail costs in one form or
another. For the purposes of the present analysis, I make the simple assump-
tion that a bureaucrat who is corrupt needs to spend resources on trying to
conceal his behaviour if he is to stand any chance of not being caught. It
is plausible to imagine that more resources must be spent to conceal more
illegal income. A convenient formalisation of this is the convex cost function
cBt (c > 0,  > 1), where Bt =

�
�m
n

�
bt is the total value of bribes that

the bureaucrat receives. With probability p, the bureaucrat succeeds in his
deception and retains the net value of his salary and rents, wt + Bt � cBt .
With probability 1 � p, the bureaucrat is apprehended and left with noth-
20The government�s knowledge that corruption is taking place follows from the fact it

knows how much revenue is due in the absence of corruption (since it knows the number of
taxable households and since it is responsible for setting taxes). Any shortfall of revenue
below this amount is immediate indication of bribery and tax evasion.
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ing. Evidently, the expected return from bribery is maximised by setting
1 = cB�1t , implying an optimal �xed amount of bribe income, Bt = B,
and a corresponding optimal �xed size of bribe, bt = b. It follows that the
expected income of each corruptible bureaucrat is

E(ztjbt) =
�
wt if bt = 0;
p(wt +B � cB) if bt > 0:

(5)

2.3 General Equilibrium

The �nal component in our description of the economy is the process by which
development takes place. This process is summarised by the dynamic path of
capital accumulation, obtained from the equilibrium condition that the total
demand for capital by �rms is equal to the total supply of savings by agents.
To determine the latter, it is necessary to take account of public �nances
in order to establish the level of taxes on household incomes. My intention
is to derive generic expressions for both the government�s budget constraint
and the capital accumulation equation, from which one can then deduce the
implications of di¤erent scenarios. To this end, I introduce � 2 (0; 1) to
denote the fraction of corruptible bureaucrats who are actually corrupt.
The government�s budget constraint is derived as follows. Consider, �rst,

the revenue side. From each non-corruptible bureaucrat, of whom there are
(1� �)n, the government receives

�
�m
n

�
� t in tax income. Likewise, each non-

corrupt corruptible bureaucrat, of whom there are (1� �)�n, returns
�
�m
n

�
� t

in tax receipts as well. The population of corrupt corruptible bureaucrats,
��n, is divided into a fraction, p, who evade detection and a remaining
fraction, 1 � p, who are caught: from each of the former, tax returns are
zero; from each of the latter, the government obtains

�
�m
n

�
� t in tax revenue

and wt + B � cB in �nes. On the expenditure side, the government makes
outlays of gt on public goods provision and of nwt on bureaucrats�salaries.
Given these observations, one may determine the value of � t that satis�es
the government�s budget constraint. This is given by

(1� p��)�m� t = gt + [1� (1� p)��]nwt � (1� p)��n(B � cB): (6)

Having established the above, one may now proceed to deduce the total
value of savings in the economy and, with this, the dynamic equation for
capital accumulation. Consider, �rst, the savings of households. There is
a population of (1 � �)m low-income households, each of which saves the
amount wt+ q. There is a population of (1���)�m high-income households
that do not pay bribes, each of which saves �wt+ q� � t.21 Of the population
21These are households which deal with either non-corruptible bureaucrats or corrupible
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of high-income households that do pay bribes, there is a mass of p���m that
succeed in evading taxes and a remaining mass of (1�p)���m that fail in this
endeavour: each of the former saves �wt+q�bt, while each of the latter saves
�wt+ q� � t� bt.22 As regards the savings of bureaucrats, note the following.
Each non-corruptible bureaucrat, of whom there are (1��)n, saves wt. Each
non-corrupt corruptible bureaucrat, of whom there are (1 � �)�n, saves wt
as well. Among the population of corrupt corruptible bureaucrats, there is a
mass of p��n who evade detection and a remaining mass of (1� p)��n who
are apprehended: each of the former saves wt+B�cB, whilst each of latter
saves nothing. Collecting these terms together, and making use of (6), the
process governing capital accumulation is deduced as

kt+1 = a(�� �)kt +mq � ��ncB � �(kt): (7)

Under the parameter restrictions a(� � �) 2 (0; 1) and mq > ��ncB, (7)
describes a transition path along which the economy converges towards a
unique long-run equilibrium at the positive steady state level of capital k� =
mq���ncB
1�a(���) .

23

This completes the description of the basic model. In the remainder
of the paper the model is put to use in explaining some of the empirical
observations about the relationship between corruption and development.
These observations were alluded to earlier and I consider each of them in
turn.

3 The Causality Between Corruption and De-
velopment

The �rst issue that I attend to concerns the evidence that corruption and
development are linked together in a relationship which is not only nega-
tive, but also two-way causal: that is, higher levels of corruption lead to
lower levels of development and vice versa. Of these oppositely-running in-
�uences, it is the e¤ect of governance on growth that has attracted most
attention in theoretical work. Two of the earliest contributions in this area

bureaucrats who are not corrupt. Since each bureaucrat is assigned to �m
n potential tax

payers, the population of these households is [1� � + (1� �)�]n
�
�m
n

�
= (1� ��)�m.

22Obviously, households that pay bribes are households that deal with corrupt corrupt-
ible bureaucrats. Since each bureaucrat is assigned to �m

n households, the total population
of bribe payers is ��n

�
�m
n

�
= ���m, a fraction, p, of whom escape detection, whilst the

remaining fraction, 1� p, are caught.
23Evidently, the �rst restriction requires that � > �. Since � (�) is the share of labour

(government expenditure) in national income, this restriction is satis�ed empirically.
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are credited to Ehrlich and Lui (1999) and Sarte (2000). The former develop
a model in which opportunities to pro�t from bureaucratic malpractice cre-
ate incentives for individuals to compete for the privilege of holding public
o¢ ce. These incentives lead to a diversion of resources away from growth-
promoting activities (investments in human capital) towards power-seeking
activities (investments in political capital). The latter constructs a frame-
work in which rent-seeking bureaucrats restrict the entry of �rms into the
formal sector of the economy which has a better system of property rights
and law enforcement than the informal sector. When the costs of informality
are high, growth is reduced relative to the free-entry case. These analyses
are revealing about the way in which corruption can damage the prospective
fortunes of an economy. They are less clear about why corruption may arise
in the �rst place, and why it may persist or decline over time. Blackburn et
al. (2006) make progress in this direction by modelling more fully the dy-
namic general equilibrium interactions between rent-seeking behaviour and
economic activity. The key feature of that analysis is the joint, endogenous
determination of corruption and development, each of which both in�uences,
and is in�uenced by, the other. The same feature also appears in the analyses
of Blackburn and Forgues-Puccio (2007, 2010) and Blackburn and Sarmah
(2008).24 It can be illustrated within the context of the present model as
follows.
With respect to the impact of corruption on development, recall the ex-

pression in (7) which describes the dynamic path of capital accumulation for
the economy. Evidently, �(�) is decreasing in �, the fraction of corruptible
bureaucrats who are corrupt. The two polar scenarios are when no such bu-
reaucrat is corrupt and when all such bureaucrats are corrupt. In the case
of the former � = 0 and the transition path is given by

kt+1 = a(�� �)kt +mq � b�(kt); (8)

implying bk� = mq
1�a(���) in steady state equilibrium. In the case of the latter

� = 1 so that the transition path becomes

kt+1 = a(�� �)kt +mq � �ncB � e�(kt); (9)

with ek� = mq��ncB
1�a(���) at the steady state. Clearly, e�(�) < b�(�) and ek� <bk�, meaning that capital accumulation in a corrupt environment is lower

than capital accumulation in a non-corrupt environment. This is because
corruption entails a loss of resources (of the amount �ncB) available for

24These analyses address the problem of corruption in connection with several other is-
sues - speci�cally, income distribution, �nancial liberalisation and demographic transition.

14



productive investment as a result of the costly concealment of bribe income
by bureaucrats. In this way one establishes the �rst direction of causation
that runs from corruption to development.
With respect to the impact of development on corruption, recall the

expressions in (4) and (5) which give the expected incomes of potential
bribe-payers and potential bribe-takers. These expressions can be used to
determine the circumstances under which bribery actually takes place. A
high-income household is willing to pay a bribe if its expected income from
doing so is no less than its expected income from not doing so - that is, if
E(xtjbt > 0) � E(xtjbt = 0). This condition may be written as

b � p� t: (10)

Intuitively, a household is prepared to bribe a bureaucrat by no more than
what it expects to save in taxes. Similarly, a corruptible bureaucrat is willing
to accept a bribe if he expects to be no worse o¤ from doing this than from
not doing this - that is, if E(ztjbt > 0) � E(ztjbt = 0). This condition can be
written as

p(B � cB) � (1� p)wt. (11)

Intuitively, a bureaucrat is more likely to be corrupt the less he expects
to lose in legal income if he is caught. Now, for bribery and tax evasion
to occur, both of the conditions in (10) and (1) must hold. By way of
simplifying some of the later analysis, I assume that (10) is always satis�ed,
implying that households are always willing to pay bureaucrats their optimal
bribe.25 Under such circumstances, the condition for corruption to occur is
given solely by the condition in (11), being determined exclusively by the
incentives of public o¢ cials. Evidently, this condition is more likely to be
satis�ed the lower is the value of wt, meaning that corruption is more likely to
take place at lower levels of wages. This is because a bureaucrat on relatively
low earnings stands to lose relatively little if he is caught being corrupt so that
the incentive to be corrupt is relatively strong. As earnings increase, however,
the penalty for transgressing increases until eventually it no longer pays to
transgress at all. This result can be stated slightly di¤erently by recalling
the expression for wage determination in (2). Since wages are an increasing
function of capital, the result states that corruption is more likely to occur
at low levels of capital and more likely to vanish as capital is accumulated.

25This assumption is essentially a restriction on parameter values and initial conditions.
Thus, from (6), � t is seen to be an increasing function of gt and wt, each of which is an
increasing function of kt. It follows that the condition in (10) can always be ensured by
assuming an appropriate parameter con�guration.
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This is the way that one establishes the second direction of causation that
runs from development to corruption.26

4 The Persistence of Corruption and Poverty

The second issue to be addressed is the enduring nature of corruption that
appears to beset many countries and the enduring burden of poverty that
seems to almost always accompany this. Such observations are often taken as
evidence of the existence of poverty traps. Generally speaking, poverty traps
arise because of so-called threshold e¤ects in the process of development
- that is, critical turning points at which an economy is on the verge of
either taking o¤ towards prosperity or sliding back into stagnation. These
e¤ects have been allied to various factors that are particularly relevant to less
developed economies, such as low returns to investment, low levels of savings
and high rates of fertility (e.g., Sachs et al. 2004). The key implication is
that an economy in which such e¤ects are present may exhibit multiple (good
and bad) long-run equilibria that are history-dependent in the sense that
whichever one transpires is governed by where the economy starts o¤. This
means that countries with essentially the same structural characteristics, but
di¤erent initial conditions, may face very di¤erent prospects as regards their
economic development. In particular, these prospects may be very bleak
for countries that are poor to begin with as they may never gain su¢ cient
momentum to escape the lure of a bad equilibrium.
It is worth noting that, in spite of the above, the notion of poverty traps

as real-world phenomena remains a contentious empirical issue. According to
some authors, the existence of such phenomena is unequivocal and the long-
run distribution of world income is distinctly bimodal, being characterised
by polarised clusterings of rich and poor countries (e.g., Bloom et al. 2003;
Quah 1993a, 1993b, 1996, 1997). According to other authors, there is very
little evidence of poverty traps (at least those caused by low levels of savings
or productivity) and the limiting world income distribution is more-or-less
unimodal (e.g., Azariadis and Stachurski 2004; Easterly 2006; Kremer et al.
2001). This con�ict in results has been seen, in part, as an indication that
conventional regression methods are not well-suited to analysing the issue. A
di¤erent approach has involved the use of calibration exercises to evaluate the

26As the model presently stands, either every or no corruptible bureaucrat engages in
corruption. This is merely a simpli�cation and the model could be extended straightfor-
wardly to allow for smooth variations in the incidence of corruption. This is a feature of
the original analysis in Blackburn et al. (2006) and is also discussed in Blackburn and
Forgues-Puccio (2007).
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quantitative predictions of theoretical models that seek to explain poverty
trap equilibria. As yet, however, these exercises have failed to resolve matters,
there being some analyses which suggest that poverty traps are pervasive
(e.g., Graham and Temple 2006) and others which indicate the opposite
(e.g., Caucutt and Kumar 2005; Kraay and Radatz 2005).27

To some observers, the lack of robust evidence on the existence of poverty
traps does not mean that these events are absent or rare, but rather re�ects a
limitation in conventional views and interpretations. Thus it has been argued
that one needs to move away from traditional notions of poverty traps and
to consider, instead, the deeper and more nuanced idea of �institutional�
poverty traps caused by poor quality governance (e.g., Easterly 2006). This
idea has been gaining much support over recent years and it is illustrated
in the analyses of Blackburn et al. (2006), Blackburn and Forgues-Puccio
(2007, 2010) and Blackburn and Sarmah (2008). It is also a feature of the
present model, as I now aim to show.
As established previously, corruption occurs if the condition in (11) is

satis�ed. Substituting for wt from (2), one may re-write the condition as

kt �
lp(B � cB)
(1� p)�a � k: (12)

This expression de�nes a critical level of capital, k, below which corruption
exists and above which corruption does not exist. Combining this with (8)
and (9) gives the full description of capital accumulation as

kt+1 =

� e�(kt) if kt � k;b�(kt) if kt > k: (13)

Based on the above, one may distinguish between two types of develop-
ment regime for the economy: the �rst - associated with kt < k - is a low
development regime in which the incidence of corruption is high; the second
- associated with kt > k - is a high development regime in which the in-
cidence of corruption is low. The overall evolution of the economy depends
crucially on the relationship between ek� and k, together with the initial stock
of capital, k0. This is illustrated in Figure 2.
Suppose that k0 < k < ek�. In this case the economy starts o¤ in a sit-

uation where all corruptible bureacrats are corrupt and development takes
27In Graham and Temple (2006), who use a variable-returns-to-scale model, it is esti-

mated that around 25 percent of the countries of the world are locked in a poverty trap.
In Caucutt and Kumar (2005) and Kraay and Radatz (2005), who calibrate models based
on other potential sources of stagnation (such as coordination failures, imperfect capi-
tal markets, insu¢ cient savings and low productivity), the hypothesis of poverty traps is
rejected.
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place along the low capital accumulation path, e�(�). At some point in time,
kt reaches k and the incentive for each bureaucrat to continue being corrupt
disappears. This propels the economy onto the high capital accumulation
path, b�(�), after which it converges to the high steady state equilibrium, bk�.
This chain of events describes a process of transition from the low develop-
ment regime to the high development regime. But there is nothing in the
model to guarantee such an outcome. To be sure, suppose that k0 < ek� < k.
Under such circumstances, the economy is destined for the low steady state
equilibrium, ek�, being locked forever on the low capital accumulation path,e�(�), and being mired forever with widespread corruption. To the extent that
the high steady state equilibrium, bk�, would be attained if k0 > k, the model
now presents a situation in which limiting outcomes depend fundamentally
on initial conditions. In particular, a country that is poor and corrupt to
begin with will remain poor and corrupt unless there is some radical turn of
events. This is the type of �institutional�poverty trap that can arise from
poor quality governance.

5 The Diversity Amongst Middle-Income
Countries

The third issue of interest is the considerable variation in the incidence of
corruption that one observes amongst middle-income countries. This is to
be contrasted with the uniformly high levels of corruption in low-income
countries and the uniformly low levels of corruption in high-income coun-
tries. Such diversity requires an explanation and an attempt to provide one
is made in Blackburn et al. (2009). The linchpin of that analysis is the
existence of strategic interactions between bureaucrats and, with this, the
possibility of so-called multiple, frequency-dependent equilibria. Generally
speaking, such equilibria are explained by appealing to the notion that, for
one reason or another, individuals are more likely to be corrupt when others
are corrupt and vice versa. For example, the more corrupt people there are,
the less might be the probability that each one of them will be caught, the
less might by the penalty that each one of them may incur and the less might
be the moral costs, or social stigma, that each one of them feels. These ideas
have been incorporated into several partial equilibrium models of corruption,
such as those of Andvig and Moene (1990) and Cadot (1987) in which mul-
tiple equilibria arise because a bureaucrat�s expected punishment for being
corrupt is a decreasing function of the number of other corrupt bureaucrats.
The account given in Blackburn et al. (2009) is rather di¤erent, though the
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implication is the same in the sense that a bureaucrat�s compliance in corrup-
tion may depend critically on the compliance of others - hence the possibility
of contagious behaviour and, with this, the potential existence of both good
(corruption-free) and bad (corruption-laden) equilibria. As emphasised in
that analysis, however, such an outcome is only a possibility and there are
circumstances where the equilibrium is unique and determined by fundamen-
tals (rather than by chance). Signi�cantly, these circumstances relate to the
level of economic development. I now aim to illustrate these ideas using a
slightly modi�ed version of the present model.28

A simple device, alluded to above, for incorporating bureaucratic inter-
actions is to assume that each corrupt bureaucrat�s probability of not being
caught is an increasing function of the total number of other corrupt bureau-
crats. In particular, p = bp when this number is at its minimum (i.e., zero)
and p = ep > bp when the number as at its maximum (i.e., �n). Under such
circumstances, the single incentive condition in (12) needs to be replaced by
the following two conditions:

kt � lbp(B � cB)
(1� bp)�a � bk; (14)

kt � lep(B � cB)
(1� ep)�a � ek: (15)

The �rst of these is the condition for an individual corruptible bureaucrat to
be corrupt, given that no other such bureaucrat is corrupt, whilst the second
is the condition for an individual corruptible bureaucrat to be corrupt, given
that all other such bureaucrats are corrupt. Compared to the previous version

of the model, there are now two threshold levels of capital - bk and ek (wherebk < ek) - which demarcate three regions of development - kt < bk (a low
development regime), kt >

ek (a high development regime) and kt 2 (bk;ek)
(an intermediate development regime). The key implications of the analysis
are established as follows and illustrated in Figure 3.

Suppose, �rst, that kt <
bk. Under such circumstances, there is a unique

equilibrium in which all corruptible bureaucrats are corrupt. This follows
from the fact that both (14) and (15) are satis�ed, implying that it pays
each bureaucrat to accept bribes, irrespective of what other bureaucrats are
doing. The case in which all bureaucrats are corrupt is an equilibrium out-
come since none of them has an incentive to deviate from corrupt behaviour,
whilst the case in which all bureaucrats are non-corrupt is not an equilib-

rium outcome for the opposite reason. Next, suppose that kt >
ek. In this

28The modication is taken from Powell (2008).
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situation there is also a unique equilibrium but it is one in which no cor-
ruptible bureaucrat is corrupt. This follows from the fact that neither (14)
nor (15) is satis�ed, implying that it pays each bureaucrat to act honestly,
irrespective of how other bureaucrats are acting. Like before, the case in
which all bureaucrats are non-corrupt is an equilibrium outcome since none
of them has an incentive to deviate from non-corrupt behaviour, whilst the
case in which all bureaucrats are corrupt is not an equilibrium outcome for

the opposite reason. Finally, suppose that kt 2 (bk;ek). This is a scenario
where there are multiple equilibria in which all corruptible bureaucrats are
either corrupt or non-corrupt. The reasoning is that (15) is satis�ed but (14)
is not, implying that the incentive for each bureaucrat to behave one way
or the other depends fundamentally on which way all other bureaucrats are
behaving. Either of the cases in which all bureaucrats are corrupt or all are
non-corrupt is an equilibrium outcome since no bureaucrat has an incentive
in each case to deviate and behave otherwise.
The intuition for the above results is as follows. Each corruptible bureau-

crat chooses to be corrupt or non-corrupt according to whether the condition
in (12) is satis�ed or violated. This condition depends on the economy�s stage
of development (as measured by the existing stock of capital, kt) and the ac-
tions of all other bureaucrats (as re�ected in the probability of not being
caught, p). At su¢ ciently low or su¢ ciently high levels of development, a
bureaucrat�s incentive to behave honestly or dishonestly is una¤ected by how
other bureaurcrats are behaving: what matters most is the level of develop-

ment, itself. For capital stocks below bk, wages are always low enough to
ensure that the condition in (12) is satis�ed. As such, a bureaucrat will al-
ways be corrupt, irrespective of what others around him may be doing. Since
this is true for all bureaucrats, then the only equilibrium from which there
is no incentive to deviate is one in which corruption is the unique choice

of strategy. Conversely, for capital stocks above ek, wages are always high
enough such that the condition in (12) is violated. In this case a bureaucrat
will never be corrupt, regardless of what others may be up to. Being true
for all bureaucrats, this means that the only equilibrium from which defec-
tion will not occur is one in which non-corruption is the singular choice of
action. In contrast to these scenarios, a bureaucrat�s incentive to transgress
at intermediate stages of development depends critically on the exploits of

others. For any given stock of capital between bk and ek, the condition in (12)
is satis�ed if corruption is widespread but is violated if corruption is absent.
A bureaucrat will now be corrupt or non-corrupt according to whether other
bureaucrats are corrupt or non-corrupt. Consequently, there are two candi-
date equilibria that are frequency-dependent and that are equally likely to

20



arise.
As in other (microeconomic) models of multiple equilibria, the basic rea-

son for non-uniqueness is that a bureaucrat�s expected gain from wrong-doing
is positively related to the number of other wrong-doers. What distinguishes
the present analysis is that the extent to which such interactions matter is de-
pendent on an economy�s stage of development: only at intermediate stages
is behaviour contagious; at other stages - both lower and higher - individu-
als act independently of others. In this way the analysis yields predictions
which accord well with the empirical observations highlighted earlier: the
unique equilibrium at low levels of development �ts the situation of most
poor countries in which the incidence of corruption is generally high; the
unique equilibrium at high levels of development �ts the position of most
rich countries in which the incidence of corruption is typically low; and the
multiplicity of equilibria at intermediate levels of development matches the
diverse experiences of middle-income countries in which the incidence of cor-
ruption can be high or low.29

6 The East Asian Paradox

The fourth, and �nal, issue on my agenda is the apparent lack of damage
that corruption has caused in some countries (compared to the devastation
it has wreaked in others). As indicated earlier, the most striking examples
of this are to be found in South-East Asia, where countries such as China,
Indonesia, South Korea and Thailand have all enjoyed exceptional growth
records in spite of their reputations for having thriving corruption cultures.
This is another observation that is often found puzzling and that merits at-
tention. A possible explanation for it lies in one of the opening statements of
this paper - namely, that corruption can manifest in numerous ways, taking
many di¤erent shapes and forms. There is no reason to presume that the
e¤ects of corruption will be the same in each case and there may be some
forms of corrupt behaviour that are less harmful than others. This idea is
taken up in Blackburn and Forgues-Puccio (2009) who build on the early
insights of Shleifer and Vishny (1993) by making the distinction between
organised (coordinated) and disorganised (non-coordinated) corruption in a
model of entry regulation, where bureaucrats demand bribes in exchange for
granting �rms licenses to undertake research and development. The basic re-
sult is that organised rent-seeking is less damaging to growth because of the

29In fact the diversity is greater than the analysis has shown for there is also a third

equilibrium in the region kt 2 (bk;ek) where some corruptible bureaucrats are corrupt and
others are non-corrupt. The proof of this is given in Blackburn et al. (2009).
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internalisation of externality e¤ects which leads to lower levels of bribes and
higher levels of research activity than in the case of disorganised rent-seeking
(where the externalities are ignored).30 The relevance of this for explaining
the East Asian Paradox is realised by noting that those countries to which
the paradox refers are widely known as having well-organised corruption net-
works in which there is a strong degree of cohesion and cooperation amongst
public o¢ cials. This is to be contrasted with the more disorganised, more
fragmented corruption regimes of other countries in the region, as well as
many African nations. The model used so far in this paper can be be put to
work again to provide an illustration of how the e¤ects of corruption might
depend importantly on the way in which corruption is practised.
In the previous analysis there were positive externalities from corrupt

behaviour as each bureaucrat�s decision to accept bribes conferred bene�ts
on all other bribe-takers by reducing the probability that they will be caught.
In the present analysis it is the existence of negative externalities that is
important. A simple way of capturing these is to assume that the cost to
each bureaucrat of concealing his illicit transactions is an increasing function
of not only his own illegal income but also the illegal income of all other
o¤enders. The idea behind this is that a greater intensity of corrupt activity
makes such activity more visible and less easy to conceal, implying extra
costs for everyone in trying to avoid detection.31 In this way bribe-taking by
one public o¢ cial imposes a negative spillover e¤ect on others. To formalise
this, I de�ne Bt = �nBt as the total bribe income of all corrupt o¢ cials and
write cBtB

�
t (� > 0) as the cost to each one of them in their secrecy and

subterfuge. As before, bureaucrats choose bribes so as to maximise their net
illegal income which is now given by Bt � cBtB�

t . The manner in which
they do this depends on the corruption regime under which they operate. I
consider two such regimes, alluded to above and analysed as follows.
The �rst regime is one of disorganised (or non-coordinated) corruption,

where each bureaucrat acts individualistically, choosing a level of bribe that
maximises his own illegal income without consideration of the externalities

30These externalities arise because the demand for a bribe by one bureaucrat in exchange
for a particular license reduces the bribe-taking capacity of other bureaucrats who are
issuing other licenses.
31For example, it is presumably more di¢ cult for individuals to dispose of large, rather

than small, amounts of illegal income without this income being traced by the government.
Similarly, one may imagine that the more corrupt people there are, the more di¢ cult it
will be for each one of them to launder his ill-gotten gains in ways that the government
does not know about. For the purposes at hand, one may wish to �x ideas by thinking
simply of each bureaucrat as having access to some costly laundering technology, where
the cost increases with the amount of illegal funds that both he and others are trying to
conceal.
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associated with this. Formally, Bt is chosen so as to maximise Bt � cBtB�
t ,

taking Bt as given. This yields the condition 1 = cB
�1
t B�

t . Substituting
Bt = �nBt then gives an expression for determining the equilibrium bribe in
this case, which I denote by BD. This expression is 1 = c(�n)�(BD)+��1.
The second regime is one of organised (or coordinated) corruption, where

bureaucrats act together in choosing a level of bribe that maximises the
illegal income of each one of them, taking into account the externality e¤ects
of this. Formerly, Bt is chosen so as to maximise Bt � cBtB�

t , subject to
Bt = �nBt. The equilibrium bribe in this case, which I denote by BO,
satis�es 1 = ( + �)c(�n)�(BO)+��1.
The above results imply that BO < BD: the level of bribes under organ-

ised corruption is lower than the level of bribes under disorganised corrup-
tion. The intuition, of course, is that an organised bureaucracy internalises
the negative externalities that arise from individualistic (non-coordinated)
corrupt behaviour. That is, the bureaucracy takes account of the fact that
an increase in the amount of bribe payment to each of its members increases
the costs that all of them must incur in trying to avoid detection. The e¤ect
of this is to temper the demand for bribes, an e¤ect that is absent when bu-
reaucrats go it alone and ignore the aggregate consequences of their actions.
The implication for growth is self-evident. A minor modi�cation to (9)

is all that is needed to describe the process of capital accumulation in the
present context:

kt+1 = a(�� �)kt +mq � (�n)1+�c(Bi)+� � e�i(kt); (16)

(i = D;O). Evidently, since BO < BD, then e�O(kt) > e�D(kt): capital ac-
cumulation under organised corruption is greater than capital accumulation
under disorganised corruption.
It is important to emphasise that the foregoing analysis is not meant as

a prescription for the organisation of corruption to be a policy objective.
Whether organised or not, corruption is always bad for growth in the model
and the best policy is to eliminate it altogether. What the analysis does
show, however, is that the e¤ects of corruption may be very di¤erent under
di¤erent circumstances, which may help to explain why some countries of
the world appear more immune than others to equally poor quality levels of
governance.

7 Concluding Remarks

Public sector corruption is pervasive throughout the world. In one form or
another, and to a lesser or greater degree, it has existed, and continues to
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exist, in all societies. Studying corruption leads one to think di¤erently from
the standard economic paradigm of honest, law-abiding agents whose pursuit
of what is best for themselves entails no malevolence towards others. What
one now has in mind is a much harsher, more cynical reality where individuals
are often devious, predatory and even cruel. Such behaviour can occur in
all walks of life, but nowhere is it viewed to be more contemptible and more
damaging than in the case of public o¢ ce. Corruption on the part of public
o¢ cials may mean a world of di¤erence between what policies are good for
a nation and what policies are actually implemented. The latter may have
much less to do with the promotion of growth and reduction of poverty, and
much more to do with the personal enrichment of a privileged few following
their own hidden agenda.
My intention in this paper has been to bring together some previous work

in which I and various co-authors have sought to explain certain empirical
regularities and irregularities in the relationship between public sector cor-
ruption and economic development. The issues on which I have focused are
by no means exhaustive of the questions that could be asked about this re-
lationship, but they are some of the most interesting and important. To
facilitate understanding of them, I have addressed each one within the con-
text of a single analytical framework that is simple, transparent and tightly-
focused. This framework, being used primarily as an illustrative device, is
not meant to be taken too literally: there are other forms of corruption that
may be considered (aside from bribery and tax evasion), other costs of cor-
ruption that may be conceive of (aside from a wastage of resources) and
other mechanisms of growth that may be contemplated (aside from physical
capital accumulation). The results presented in this paper can certainly be
established in di¤erent models that one may �nd more or less appealing than
the set-up that I have considered. Nevertheless, this set-up has been useful
for the purposes at hand, being �exible enough to allow a range of issues
to be studied simultaneously without unnecessary complications that would
merely encumber the analysis and distract attention away from the main
points at stake.
Nowadays, corruption is established as a major (if not the foremost) topic

of concern on the international development agenda. Many countries have
su¤ered, and continue to su¤er, as a result of the widespread abuse of power
by public o¢ cials. It may be true that some countries have done well (at
least in terms of growth) in coping with corruption, though the presumption
is that they would have done even better without it and that, sooner or later,
they will have to face up to the problem if they are to sustain their progress.
To most (if not all) development experts, public sector corruption remains
one of the greatest obstacles to economic and social development, and �ghting
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it is of paramount importance for alleviating the plight of millions of people
around the world.
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Table 1 
Corruption in Poor and Rich Countries 

 
 

 Corruption Index 
Country Classification 2001 2002 2003 2004 
     
  Low income 1.0-3.4 1.2-3.9 1.3-3.3 1.5-3.6 
     
  High income 
 

6.6-9.9 6.3-9.7 6.9-9.7 6.9-9.7 

 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



Table 2 
Corruption in Low, High and Middle Income Countries 

 
 

 Corruption Index 
Country Classification 2001 2002 2003 2004 
     
Range of index     
  Low income 1.0-3.4 1.2-3.9 1.3-3.3 1.5-3.6 
  Middle income 2.0-7.5 1.7-6.5 1.6-7.4 1.9-7.4 
  High income 6.6-9.9 6.3-9.7 6.9-9.7 6.9-9.7 
     
     
Variance of index     
  Low income 0.33 0.36 0.23 0.24 
  Middle income 1.39 1.47 1.39 1.56 
  High income 0.95 1.09 0.88 0.80 
     

 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



Table 3 
 Corruption and Growth in Selected Regions of the World 

 
 

 
Region 

Corruption 
Index 

% Growth Rate of 
GDP Per Capita 

   
Sub-Saharan Africa 6.4 0.4 

   
Latin America 6.5 0.1 

   
South and South-East Asia 6.3 4.4 
  Hong Kong, Malaysia, Singapore 2.8 4.8 
  Philippines and South Asia 8.1 2.4 
  China, Indonesia, South Korea and Thailand 7.1 5.9 

   
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



Figure 1 
Rolling Standard Deviation of Corruption Index 

 
 

0.50

0.70

0.90

1.10

1.30

1.50

1.70

1.90

2.10

5.43 5.87 6.28 6.72 7.13 7.43 7.70 8.00 8.24 8.45 8.97 9.43 9.72 9.93 10.11 10.27

Log(GDP per capita)

St
an

da
rd

 D
ev

ia
tio

n 
of

 C
or

ru
pt

io
n

0.50

0.70

0.90

1.10

1.30

1.50

1.70

1.90

2.10

 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



Figure 2 
Corruption and Development 
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Figure 3 
Equilibrium Corruption 
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