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Critiquing Corruption – 

Analytical Frameworks
Professor Michael Mainelli
Good afternoon Ladies and Gentlemen.  Today we explore corruption, and by way of opening I'd like to share with you some thoughts over the next 20 minutes about the  frameworks we might use for analysing corruption. 

[SLIDE: CORRUPT COALITIONS]

This symposium grew out of the positive response to an October 2007 lecture I gave, 'What I like about this country is that it has a nice level of corruption!'.  The inspiration for that talk came to us courtesy of a friend, Dr Malcolm Cooper.  Malcolm related the story of being in Washington DC with a Nigerian taxi driver.  Malcolm asked the taxi driver how he found the USA compared to Nigeria and his response was, 'What I like about this country is that it has a nice level of corruption.'  It's a more profound statement than you might think.  The statement implies that corruption is universal, but sometimes you can have too much corruption, and perhaps sometimes too little.  So, while many Commerce talks are about the distribution of goods, today we'd like to discuss the distribution of bads.

As with so many discussions, it is traditional, and important, to begin by setting out our terms.  We are fortunate today to have a representative from Transparency International, an organization which is at the forefront of trying to expose corruption.  Naturally, 'Transparency International (TI) has chosen a clear and focused definition of the term: Corruption is operationally defined as the abuse of entrusted power for private gain. TI further differentiates between 'according to rule' corruption and 'against the rule' corruption. Facilitation payments, where a bribe is paid to receive preferential treatment for something that the bribe receiver is required to do by law, constitute the former.  The latter, on the other hand, is a bribe paid to obtain services the bribe receiver is prohibited from providing.'

So, in short, corruption is - 'the abuse of entrusted power for private gain'.  I would like to make two early definitional observations though before moving on to frameworks, one about the embedded nature of corruption in a wider system, the second about the difficulty of ascertaining human intentions.

[SLIDE: BANKING ON CORRUPTION]

Corruption is frequently referred to as 'systemic corruption', meaning widespread throughout some national, bureaucratic or economic system.  To be honest, as opposed to how we usually are, corruption can be tough to separate from its time or locale.  John Mortlock established the first bank in Cambridge in 1780.  In 1783 he became an Alderman and changed the rules so that he held the post of Mayor of Cambridge 13 times until his death.  Along with being Receiver of the Land Tax for Cambridgeshire and an MP, his offices allowed him to sell off city property at knock-down prices, divert taxes and appropriate city funds.  After his death, his sons continued the traditions.  Mortlocks were Mayors of Cambridge for an unbroken streak of 51 years.  This expert on the subject provided one of the quickest ways to dismiss allegations of corruption - 'What you call corruption, I call influence'.  I'll have more to say on the systemic nature of corruption later.

My second early observation is that human intentions complicate our definition - what is 'abuse', what is 'entrusted', what is a gain?'  I frequently tease people by asking, 'what's the difference between gambling and investment?' It's a difficult question and I've yet to have a satisfactory response.  The question particularly discomfits those who invest but claim to have a moral repugnance for gambling. 

[SLIDE: CORRUPT TRIANGLE]

There are many biblical stories that touch on corruption.  A particularly wicked example comes from the Book of Samuel, David, Bathsheba and Uriah the Hittite.  David is so desirous of Uriah's wife Bathsheba that he not only lays with her and she conceives, but he then gets Uriah drunk and sends him to his death, 'And it came to pass in the morning, that David wrote a letter to Joab, and sent it by the hand of Uriah. And he wrote in the letter, saying, Set ye Uriah in the forefront of the hottest battle, and retire ye from him, that he may be smitten, and die. And the men of the city went out, and fought with Joab: and there fell some of the people of the servants of David; and Uriah the Hittite died also.' [Samuel 11:14-17]  Well, in the end David got the girl.  To fairly present biblical morality, let us remember that 'the thing that David had done', i.e. abused entrusted power for private gain, 'displeased the Lord.' 

When it comes to 'private gain', defining corruption as 'without gain' touches on arguments similar to those trying to define altruism - isn't everything you do selfish?  If you want to provide an example of a truly altruistic act shouldn't the act have to be both anonymously performed and one that the principal hated doing?  There are many other biblical stories of abuse of power for private gain, but we're missing one so I forged it: 'At one time there was a wise old incorrupt king, Solomon Mark II, known to his adoring subjects as Mark II.  A merchant and a farmer brought a case before him involving 100 cows.  Mark II found in favour of the farmer.  The farmer decided to tithe himself 10 cows to give to Mark II.  Mark II was so enraged at this attempt to curry favour that he seized all 100 cows and gave them to the poor.  So far, so good'  But no, of course the Lord was displeased and smote Mark II because he misused his entrusted public power to enhance his private reputation for incorruptibility.' Again, absence of evidence fails to provide sufficient evidence of absence of selfish intention, yet we can't excise human intentions  when applying our definition of corruption.

[SLIDE: AMORALLY ATTRACTIVE]

Leaving the definition of corruption a little rumpled, I'd like to address the subject of analytical frameworks.  The framework or metaphor that one uses to analyse a problem dictates the form of the solution.  There are a number of metaphors that can be used with corruption, for example the metaphor of warfare.  We should conduct a 'war on corruption'.  This has a number of immediately appealing aspects - a clear categorisation of the enemy, the prospect of clean battle lines and, of course, victory for our forces of good.  Unfortunately, a 'war on corruption' is subject to many of the criticisms levelled at the phrase 'war on terrorism'.  It's unlikely that military means are appropriate, but moreover it's also unclear who are the enemy, whether we should be trying to battle them directly and whether or not we can define victory.

There are other metaphors we could use, for example:

· ethics.  An appeal to our moral nature is both appealing and inevitable.  Codes of practice, discussion and education will proliferate, but a solution wholly along these lines requires something impossible, a change in human nature.  At the moment, people are making numerous ethical assaults in a related area, the failure of financial institutions.  I wonder if fifty years from now people might be bemused - 'faced with the calamitous collapse of the financial markets, people in the first decade of the 21st century first sought the impossible, they tried to change human nature, before turning to address the real problems'.  For more permanent solutions we'll need to look deeper than ethics;

 

[SLIDE: FRAMEWORKS]

· biology and ecology.  The regulators and the regulated constantly influence each other, and both influence and are influenced by the market - their 'environment'.  The system is co-evolutionary. In biology, the environment within which interdependence takes place is described as a 'fitness landscape'.  The Nobel Prize physicist Murry Gell-Mann compares the environment to the market in his book, The Quark and the Jaguar (page 256):

 

'The analogy between an ecological community and a market economy is relevant to the connection [between 'fitness' and optimum survivability].  As opportunities for making a profit arise in such an economy, individuals or firms are likely (though by no means certain) to come along to take advantage of them.  The analogue of death in this case is going broke, and wealth instead of population is a crude measure of the fitness of a firm.

In both economics and ecology, the advent of a new business or a new organism (or a new type of behaviour in an existing firm or organism) will alter the fitness landscape for the other members of the community.  From the point of view of the business or a species, that landscape is constantly changing (besides not being altogether well defined in the first place.)'

Evaluating an ecology requires an understanding of the interdependencies that create fitness. A biological metaphor might imply that corruption is a 'weed that needs to be rooted out' or that we 'evolve' in and out of corruption.  The metaphorical difficulty is that weeds keep sprouting and we're hardly identifying the root cause;

· sociology.  A sociological metaphor might imply that we need to change the 'culture' from one of tolerance of corruption to one of intolerance of corruption.  This metaphor seems soothing, but equally a bit lily-livered;

· law.  Legal approaches require clear definitions, and as we've seen before corruption is hard to define, leading us along paths of difficulty comparable to those of prejudice or hate crimes.  A legal metaphor also implies that corruption is a clear choice. Legal also leads to declaring other things or systems illegal, i.e. prohibition, and that only works in limited cases.

[As Misha Glenny points out in McMafia, 'With a commodity such as fissile material (where police forces have a fighting chance of tracking regions of production and constituencies of demand), prohibition has a real chance of achieving its stated goals.  But with narcotics, where demand is immense and relentless, prohibition drives the market towards the only place capable of satisfying that demand and regulating the industry: organised crime.' [Glenny (2008), page 260].  Misha Glenny quotes Lev Timofeev, Soviet mathematician and shadow economy analyst: 'Prohibiting a market does not mean destroying it. Prohibiting a market means placing a prohibited but dynamically developing market under the total control of criminal corporations. Moreover, prohibiting a market means enriching the criminal world with hundreds of billions of dollars by giving criminals a wide access to public goods which will be routed by addicts into the drug traders' pockets. Prohibiting a market means giving the criminal corporations opportunities and resources for exerting a guiding and controlling influence over whole societies and nations.' [Misha Glenny, McMafia: Crime Without Frontiers, The Bodley Head (2008), page 260].]

Inappropriate outlawing, perhaps inappropriately fast or inappropriately too wide, rather perversely may lead to creating a larger criminal market outside the control of society;

· politics.  A political metaphor does direct us more tightly towards social relations and intrigues that envelop authority, power and the direct allocation of resources.  Without doubt, the political framework is an essential one, though I'd prefer to move rapidly to the older framework of 'political economy' in conjunction with some of the newer public choice theory approaches to economics.

 

[SLIDE: ECONOMIC DESIRES]

No single metaphor is likely to work in isolation, though an enriched economic framework allures.  We need to make some markets fail, i.e. that of corruption, while simultaneously we need to make other markets work or work better, i.e. those of honest businesspeople. An economics approach encourages us to look at cost/benefit ratios and imperfect information.  Economics immediately brings in one big subject of confusion with much corruption, tax avoidance and tax evasion.  Economists understand that prohibition restricts competition, thus favours cartels and monopolies - prohibition creates organised crime.  Information about the markets for corruption may well be imperfect, and perhaps of limited use for litigation, but might well be sufficient to disrupt corruption.  We move to an odds game.  It's not about jail, but hurting corrupt businesses economically and giving honest businesses an edge. 

When we look at corruption as a failing honest market, we immediately consider asymmetry of information, agency problems, pricing externalities and improving competition.  Each of these approaches leads to some interesting thoughts about our responses, for example:

· asymmetric information - more openness, e.g. Transparency, better intelligence, benchmarks, costing studies, standards and inspections;

· agency problems - reducing levels of bureaucracy, sharing gains from less corruption, e.g. bureaucrat salaries, clear responsibilities, measuring the outcomes of procurement rather than the inputs;

· pricing externalities - sliding scales for corruption, moving from permits to markets, eliminating unnecessary subsidies;

· improving competition - both competition for contracts and competition where honest firms are substantially favoured, as well as increasing diversity within the economic framework so new solutions have an opportunity to thrive and displace.

 

That said, economic analysis of corruption is tough.  'Can the costs of corruption be quantified?', as Transparency International answers, 'no'.  Aside from direct costs and inflated costs, 'how would one measure the erosion of public confidence and the deterioration of a government's legitimacy, which are the direct result of corruption?'

[SLIDE: DIFFUSE SYSTEM]

The above metaphors, ethics, biology, sociology, law, politics or economics are too isolated.  So often in cases like these we appeal to a 'holistic approach'.  I've outlined before my thoughts on Real Commerce, i.e. a holistic approach based on systems theory, economics, human choice and evolution.  While I not only agree that a more comprehensive approach to the total system of corruption is required, and am biased myself towards systems thinking, this is hardly the clearest of metaphors.  To begin to muddy today's waters, the first thought I'd like to submit to today's symposium is that corruption may be an example of a phenomenon I term 'diffuse systems'.

A diffuse system is a system that pervades another system rather than being a sub-system.  A good example of a sub-system might be financial accounting within the larger organisation, which is itself a system.  A diffuse sub-system might be financial thinking.  Everyone within the large organisation applies financial thinking to situations, for example in pricing a new product or evaluating closing an old factory, but such thinking is not part of the financial accounting system.  The organisation has a chief financial officer, but no one is responsible for the 'financial thinking department'.  Many forms of organisational thinking exhibit this diffuse characteristic - strategy, planning, marketing, human resources or control.  Diffuse systems are everywhere and nowhere.  Hard to pin down and hard to change.  It is difficult to know what you need to know.  Where people need to move from 'need to know' information to 'need to share' information you often observe a diffuse system in action.

A different perspective on diffuse systems comes from an event a couple of weekends ago.  You may remember the 'identity problem' that we often encounter in philosophy - and in a small celebrity one-up-man-ship, first posed to me by Robert O Nozick.  A man goes round the world in a wooden boat stopping for a bit of maintenance at each port.  By the time he returns to his home port every bit of the boat has been replaced.  Is this the same boat'  Further confusing matters, another man has been sailing behind him picking up the pieces at each port.  He too returns to the home port and rebuilds the first boat.  Which of these is the original boat, the first or the second

Well, we were out sailing on the Thames Sailing Barge Lady Daphne two weekends back and discussing philosophy (aka having drinks).  We raised this old chestnut for fun (well, we weren't that drunk) and our mate Denis Johnson solved it.  He pointed out that rather obviously the first boat is the same and the original.  The obvious reasoning-  'It still encloses the original space.'  A diffuse 'boat' system surrounds 'boat' space.  Corruption is is a diffuse system that surround social spaces without being the space.

[SLIDE: CORRUPT COMMONS]

In today's society we possibly have diffuse group corruption at the level of the national debt.  We have at least three large-scale, often unremarked, largely involuntary and possibly unjust transfers of wealth - from the young to the old via the housing markets, from private sector workers to public sector workers via pensions, from savers to borrowers via responses to the financial crisis.  Entrusted power is producing private gains, but I suspect we'd readily concede that this is stretching the usefulness of our definition of corruption too far.

A second thought starts by observing that many of the above frameworks will suggest taking a 'risk-based' approach.  In the economics case we might look at the risk to malefactors needing to rise, in the legal approach the risk of incarceration, or in the biological approach the risk of expending too much energy for the resources obtained.  A risk-based approach has many merits.

Adrian Berendt got me thinking years ago about the moral hazard of risk-based approaches at large public scales.  He stated, in relation to large-scale banking operations, 'If there is a catastrophe, our customers will understand that we can't service them, whereas, if we've had a computer glitch, they'll go to our competitors.'  We are negligent about not addressing risks that are local, but not negligent about risks that knock out the world.  Not protecting our building against flooding is negligent, while not helping to prevent London flooding isn't negligent.   Local efforts are displaced by apparent action, however feeble, from a central or higher authority.  This is a sort of 'risk of the corrupt commons' dilemma.  Earlier we postulated that outlawing activities may, in cases, lead to large-scale criminal activities.  Here, the more we remove individual losses from people, the more we let people feel that a central problem, here corruption, is a central, 'somebody else's' problem, the less people intend to do about it; they embrace negligence.

Turning to today's symposium, looking at corruption in the UK, we will hear, I suspect, comparative statements about how the UK is less corrupt than other countries.  Such statements are somewhat supported by evidence, such as Transparency International, and are widely held throughout the country.  Yet there is evidence of significant UK corruption, whether you look at the narrower issues of cash for honours and politicians' expenses, some of the frightening admissions from people in industries such as construction or fishing, some of the larger procurement oligopolies in public expenditure on buildings or computing, the ca £40bn involved in Al Yamamah, or more widely at the National Fraud Authority's £30bn annual estimate of fraud.  I've always had a problem with national comparisons that make the commitment to addressing corruption relative to other countries.  Too frequently, when I've been discussing 'olfactory' situations I hear, 'well, we're not as bad as Italy'; the obvious implication being that therefore there is no need for action.  Of course in Italy they say Bulgaria, in Bulgaria they probably say Congo and, who knows, perhaps in the Congo they say Whitehall. 

[SLIDE: TAKING ACTION]

My third thought is to submit a framework for taking action.  Two large components interact: regulation (which is comprised of the legislative framework and procedures), and enforcement (which includes monitoring, intervention and, where necessary, prosecution) [Coffee 2007, Ferran 2008]. Combinations of light or heavy regulation and enforcement result in four categories, as illustrated in the following chart:

· light touch/risky - you might think that the most desirable combination is when regulation is light, appropriate, and effective at setting standards, and therefore the need for enforcement is minimal.  But you might also think this area is the riskiest one, with the least effort put in to battling corruption the system might be most unstable due to lack of vigilance;

· directional/bureaucratic - you can envisage lots of cumbersome paperwork and checking that give ample incentive for corruption itself - are things 'done to be seen or seen to be done', but you might equally say that clear directions and oversight lead to less need for enforcement;

· vigilant/oppressive - while lots of administration and heavy enforcement may seem onerous or oppressive, equally it may well be a system in the course of being cleaned up;

· efficient/capricious - you might consider light regulation, but coming 'down like a tonne of bricks' on malefactors, a sensible approach, or you might find large fines for small infractions capricious and possibly even a source of corruption itself.

 

What needs to be added to this framework is in the bottom left corner - the amount of information or disinformation in the system.  Transparency about the current situation, the rules of the game, the level of risk and punitive actions all help to determine whether each of these categories is in one state or the other.I sometimes think what we erroneously consider to be corrupt are situations where we are unable to ascertain the rules of the game.  We are left open-mouthed and aggrieved when someone finds a novel way to win.  If corruption is rotten and putrid, perhaps these rule bendings should be called 'olfactions'.  A bit whiffy, but not a clear abuse of entrusted power. 

So three thoughts - corruption as a diffuse system, the risk of the corrupt commons and a framework, perhaps, for taking action.

In conclusion, on the one 'backhand' I'd like you to consider, theoretically, that some corruption will always exist and olfaction, however vile, may serve a purpose by keeping us on our toes and telling us that we're not overdoing regulation or enforcement.  On the other 'backhand', I'd like you to join me in zero tolerance revulsion in hope of a better future.  'Fraud is good' only if it helps us to figure out what needs fixing.  I am not tolerant of corruption, far from it, but I do recognise that we learn from it.  Hyper-corruption lies on a slipperier slope than hyper-inflation.  Jefferson said, 'The time to guard against corruption and tyranny is before they shall have gotten hold on us.  It is better to keep the wolf out of the fold, than to trust to drawing his teeth and talons after he shall have entered.' [Thomas Jefferson, Notes on the State of Virginia (1787)] 

[SLIDE: DISCUSSION]

Thank you.

[SLIDE: THANK YOU]
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