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Q U E S T I O N S  I N  T H I S  C L A S S

• What are we talking about? 
• Who is involved in money and politics, why, and 

how? 
• What determines money and politics? 
• What are the consequences of money in 

politics? 
• How can we reduce money in politics? Should 

we?



B U R E A U C R AT S  A N D  C I T I Z E N S

• Why are bureaucrats corrupt? 
• Why do citizens and corporations participate in 

corruption?
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• Why are bureaucrats corrupt? 
• Why do citizens and corporations participate in 

corruption?



C A S E  S T U D Y



C A S E  S T U D Y

• What should Sweta Mangal do? Why?



D E C I S I O N  M A K I N G

• Gather the facts 
• Define the business issues, and define the 

ethical issues 
• Identify the affected parties 
• Identify the consequences 
• Identify the obligations 
• Think creatively about potential actions



C A S E  S T U D Y

• What should Sweta Mangal do? Why? 
• Groups should agree on conclusion about what to 

do 
• If different (initial) positions, collect reasons for 

them, report how you came to your decision



W H AT  H A P P E N E D ?

• ZHL did not pay the bribe 
• 12 months later, it was still waiting for full 

payment of invoice 
• after legal action, state government paid 10% of 

due amount after 6-8 months 
• ZHL had to bear cost of loan (15%)



• Cost-benefit analysis 
• Short-run: Cheaper/easier to pay the bribe 
• Long-run: Bribes add up, companies are better off 

in non-corrupt environment

W H AT  E X P L A I N S  C O R R U P T I O N ?



S O  W H Y  D O  T H E Y  PAY ?

• Why do corporations not band together and 
refuse to pay bribes?



E X A M P L E

• 2 Telecommunications companies (blue and 
red), a bureaucrat asks bribes before giving 
them phone spectrum license 

• Profit from phone market: $500 million 
• Bribe asked for: $100 million



E X A M P L E

• Both companies pay bribe 
• Each gets half of market: $250 

• No company pays bribe  
• Official has to give licenses without bribe 
• Each gets half of market: $250 

• One company pays the bribe 
• Company that pays bribe gets full market ($500), 

other one gets nothing



E X A M P L E

• Both companies pay bribe 
• Each gets half of market: $250 
• Each pays $100 in bribe 
• Net profit: $150 each 

• No company pays bribe 
• Each gets half of market: $250 
• No bribe 
• Net profit: $250 each 

• Why not band together and refuse?



E X A M P L E

Pay Bribe Not Pay Bribe

Pay Bribe
250 - 100 = 150 

250 - 100 = 150

500 - 100 = 400 

0

Not Pay Bribe
0 

500 - 100 = 400

250 

250



E X A M P L E

• Company CEO’s thinking: 
• If you pay the bribe, you get the license 
• If you don’t pay, you only get a license if the other 

company does not pay either 
• The other CEO tells you she will not pay the bribe. 

You are not sure if she is lying 
• What do you do?



E X A M P L E

• Suppose the other CEO is telling the truth and 
is not paying a bribe



E X A M P L E

Pay Bribe Not Pay Bribe

Pay Bribe
250 - 100 = 150 

250 - 100 = 150

500 - 100 = 400 

0

Not Pay Bribe
0 

500 - 100 = 400

250 

250

• What should Red do?



E X A M P L E

• Suppose the other CEO is telling the truth and 
not paying 

• If you pay the bribe, you get the whole market 
for yourself! 
• $500-$100=$400 

• If you don’t pay, both of you get a license for 
free and share the market 
• $250 

• So you pay the bribe



E X A M P L E

• Suppose the other CEO is lying and pays the 
bribe



E X A M P L E

Pay Bribe Not Pay Bribe

Pay Bribe
250 - 100 = 150 

250 - 100 = 150

500 - 100 = 400 

0

Not Pay Bribe
0 

500 - 100 = 400

250 

250

• What should Red do?



E X A M P L E

• Suppose the other CEO is lying and pays the 
bribe 

• If you pay the bribe also, you share the market 
• $250-$100=$150 

• If you don’t pay, you get nothing 
• $0 

• So you pay the bribe



S O  W H Y  D O  T H E Y  PAY ?

• Whatever the other CEO does, you are better 
off paying the bribe 

• Of course, the other CEO makes the same 
calculation 

• So you both pay the bribe and end up in the 
worst possible situation 

• “Prisoner’s Dilemma”



S O  I T ’ S  A L L  T H E  E V I L  
B U R E A U C R AT S ’  FA U LT ?

• Bureaucrats extract rents 
• Prisoner’s dilemma one reason why this practice 

persists 
• But is it really that one-sided? 
• Do certain individuals and companies initiate 

bribes?
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