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W H AT  D E T E R M I N E S  M O N E Y  I N  
P O L I T I C S ?

• What is the effect of culture on how much 
corruption/money there is in politics? 

• What is the effect of political institutions on 
how much corruption/money there is in 
politics? 

• What impact do voters have on how much 
corruption/money there is in politics?



M O V I E



M O V I E



W H E R E  W E  A R E

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

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

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

we?



T O D AY

• Consequences of bureaucratic corruption 
• Effect of corruption on business 
• Effect of corruption on individuals 
• Effect of corruption on society 

• Then: Consequences of money in politics on 
policy, political competition



T O D AY

• Effect of corruption on business 
• Effect of corruption on individuals 
• Effect of corruption on society



I T ’ S  G O O D !

• Background: “Invisible Hand” 
• Government interference through 

“misguided“ anti-market policies 
• Challenges assumption that government regulations 

are necessarily good, informed, and have best 
interest of people in mind



I T ’ S  G O O D !

• Corruption allows circumvention of those 
“misguided” regulations 
• “Grease the wheel” 
• Promotes growth 
• Hedge against bad government policy 
• Corruption as “second-best” option 

• Huntington: “The only thing worse than a 
society with a rigid, over-centralized, dishonest 
bureaucracy is one with a rigid, over-
centralized honest bureaucracy”



O P E N I N G  A  B U S I N E S S

• Time required to start a new business 
• Source: World Bank



O P E N I N G  A  B U S I N E S S

• Number of procedures to open a business 
• Source: World Bank



A S S U M P T I O N

• Corruption actually does help circumvent 
regulation



R E D  TA P E

• If corruption is grease, companies who pay 
more bribes should spend less time interacting 
with bureaucrats



R E D  TA P E

• Firm survey, 1997 
• Measure: Time that the firms' management has to 

spend with government officials negotiating 
interpretations of regulations 

• Corruption: “irregular payments” made 
• Companies that make higher irregular 

payments spend more time with government 
officials negotiating interpretations of 
regulations 
• Inconsistent with corruption as “greasing the 

wheel”



R E D  TA P E

• “Red tape” is not something god-given that 
corruption can circumvent 

• If corruption is high, bureaucrats have reason 
to invent more bureaucratic procedures 
• Vicious cycle



A N O T H E R  A S S U M P T I O N

• Corruption helps firms’ bottom line



C O M PA N I E S ’  B O T T O M  L I N E

• Three ways in which corruption affects 
companies 
• Amount of bribes 
• Uncertainty 
• Company strategy



A M O U N T  O F  B R I B E S

• How could the amount of bribes hurt a firms’ 
bottom line? 

• How could bribes help a firms’ bottom line?



A M O U N T  O F  B R I B E S

• Bribes are similar to taxes 
• Payment to the government when doing business 
• Taxes (at least at some point) discourage business 

activity 
• More bribes=less economic activity 

• Bribes may help companies to get out of 
paying regular taxes and fees 
• More bribes=less regular taxes=more economic 

activity



A M O U N T  O F  B R I B E S

• Survey of Ugandan firms done by Ugandan 
Manufacturers' Association 

• Questions on corruption were phrased 
indirectly to avoid implicating the respondent 
of wrongdoing



A M O U N T  O F  B R I B E S

• Average bribes: 6.4% of total costs 
• But: Additional $1 in firm profit per worker 

leads to $0.004 in additional bribe paid 
• Marginal bribe rate of 0.4% on profits 
• Marginal rate of taxation on corporate profit in US 

is 21%



U N C E RTA I N T Y

• How are taxes different from bribes?



U N C E RTA I N T Y

• How are taxes different from bribes? 
• Taxes are a known quantity 
• Bribes are not: Could be low, could be very high 
• Promises given in exchange for bribes are not 

enforceable 
• Uncertainty should reduce investment and 

bottom line 



U N C E RTA I N T Y

• Multinational corporations in different 
countries 
• Investments lower in high-tax countries 
• Negative effect of bribes on investment, much 

bigger in magnitude than taxes 
• Uncertainty of corruption expectation has most 

detrimental effect



C O M PA N Y  S T R AT E G Y

• How could corruption affect company strategy? 



C O M PA N Y  S T R AT E G Y

• Two competing ports for South African 
companies 

• Observe bribe payments for 1,300 shipments 
• One port more corrupt than the other 

• Firms on average travel additional 322km to 
avoid going to the high-corruption port 

• Additional travel costs > Bribe in high-
corruption port 
• Uncertainty matters!



Y E T  A N O T H E R  A S S U M P T I O N

• Government regulation is (always) onerous



G O O D  R E G U L AT I O N



G O O D  R E G U L AT I O N
• Rana Plaza, Dhaka, Bangladesh 
• Textile factories for Walmart, Primark, Mango, 

etc. 
• 1,134 dead, 2,500 injured 
• Corruption 

• Building not zoned for industrial use 
• Built without authorization on top of pond 
• 3 stories higher than permitted (another floor was 

being added at time of collapse) 
• Shoddy construction material 
• Occupied even though inspectors had found cracks 

in building days before



T O D AY

• Effect of corruption on business 
• Effect of corruption on individuals 
• Effect of corruption on society



G O O D  R E G U L AT I O N

• Applicants for drivers’ licenses in Delhi, India 
• Experiment 

• Control/comparison: nothing 
• Bonus: Rs 2,000 if license within 32 days 
• Lessons: up to 15 free driving lessons 

• Second survey, independent driving test



G O O D  R E G U L AT I O N

• “Twenty-nine percent of individuals in the 
comparison group obtained licenses and 
automatically failed our independent driving 
test, where failing means that the individual 
knew so little about the workings of the car 
that the test-giver refused to take him on the 
road.”



G O O D  R E G U L AT I O N

• Bonus group (compared to control group) 
• 42% more likely to get license in 32 days 
• 18% more likely to fail independent driving test 

• How does this show corruption? 
• They pay above official fees 
• More likely to hire an agent, who gets a license for 

them



G O O D  R E G U L AT I O N

• Publicly traded Chinese firms, 2008-13 
• Did CEO or other high-level executives 

previously hold political office? 
• Dependent variable: Workplace deaths per 

employee



G O O D  R E G U L AT I O N

• Workplace deaths per employee 2-3 times 
higher in “connected” firms 
• Absence of workplace safety audit 

• “Connected” firms fined for pollution less often 
and avoid other costs associated with 
regulation



C O R R U P T I O N  A N D  I N D I V I D U A L S

• How else could corruption affect individuals?



D I S T R I B U T I O N A L  E F F E C T S

• How does corruption affect bottom line of 
individuals? 
• Is it progressive or regressive? Why?



D I S T R I B U T I O N A L  E F F E C T S

• Finding: Rich and poor pay similar shares of 
their income as bribe (in Uganda and Peru)



D I S T R I B U T I O N A L  E F F E C T S

• Finding: Rich and poor pay similar shares of 
their income as bribe (in Uganda and Peru) 
• Paying same share of income hits poor more 
• 10% less for poor means cutting food 
• 10% less for rich means cutting a Lexus



D I S T R I B U T I O N A L  E F F E C T S

• Finding: Rich and poor pay similar shares of 
their income as bribe (in Uganda and Peru) 
• Reason why rich pay same share of bribes: They pay 

lower bribes (relative to their income), but are more 
likely to bribe



D I S T R I B U T I O N A L  E F F E C T S

• Finding: Rich and poor pay similar shares of 
their income as bribe (in Uganda and Peru) 
• Reason why rich pay same share of bribes: They pay 

lower bribes (relative to their income), but are more 
likely to bribe 

• Reason: Rich bribe more often to avoid poor service 
given to those who do not bribe



S H A K E D O W N S

• Rich choose to pay more bribes to avoid bad 
service 

• What about situations in which people are 
asked for bribe (rather than offering one)? 
• shakedowns 
• e.g. getting out of ticket?



S H A K E D O W N S

• Driving in Mexico City 
• Intersections with traffic cop 
• Hired drivers to make illegal left turns 

• Some look/act “lower-class”, others look/act 
“upper-class”



S H A K E D O W N S

• “lower-class”: old, cheap car; less nice clothes; “lower-
class” accents 

• “upper-class”: new luxury car; nice clothes; “upper-
class” accents



S H A K E D O W N S



D I S T R I B U T I O N A L  E F F E C T S

• Rich chose to pay more bribes to avoid bad 
service 

• Rich are less likely to be asked for bribe to get 
out of situation with law enforcement



S E R V I C E S  T O  T H E  P O O R

• In many contexts, governments implement 
programs to help the poor in targeted way 
• e.g. free or subsidized distribution of staple foods 

• Do they get to intended recipients? 
• Compare government figure on rice distributed 

with survey reports of how much received 
• 18% of rice seems to have disappeared



D I S T R I B U T I O N A L  E F F E C T S

• Rich chose to pay more bribes to avoid bad 
service 

• Rich are less likely to be asked for bribe to get 
out of situation with law enforcement 

• Government service delivery to the poor is 
negatively affected by corruption 

• So: Corruption is regressive



T O D AY

• Effect of corruption on business 
• Effect of corruption on individuals 
• Effect of corruption on society



T R U S T  I N  G O V E R N M E N T

• Widespread corruption might erode legitimacy 
of regime, make people lose faith in political 
institutions and democracy



T R U S T  I N  G O V E R N M E N T

• 2009 municipal elections in Mexico 
• Distribution of flyers in certain precincts 
• Experiment 

• Control districts: nothing 
• Placebo districts: Information on mayor’s responsibilities, 

funds available to him/her 
• Treatment districts: Same information + percentage of 

resources mayor spent in corrupt way



T R U S T  I N  G O V E R N M E N T

• Electoral results at precinct level 
• Corruption treatment lead to: 
• 2.5% decrease in votes for incumbent party 
• 2.5% decrease in turnout



T R U S T  I N  G O V E R N M E N T



T R U S T  I N  G O V E R N M E N T

• What is the role of corruption in rejection of 
establishment parties/politicians?



E C O N O M I C  G R O W T H

• 68 countries 
• Dependent variables: Investment in country, average 

GDP per capita growth (1960-1985) 
• Independent variables: Various indicators of 

corruption (by Economist Intelligence Unit), put into 
“bureaucratic inefficiency" index 

• Findings: 
• More corruption = less investment 
• More corruption = less growth



W H AT ’ S  N E X T ?

• Does money in politics have an effect on 
policy?


