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			Book Presentation: Economic Gangsters by Raymond Fisman and Edward Miguel

			Book Abstract

			Economic Gangsters addresses the dark side of global economic development by examining the crime, violence, and corruption that plagues many developing countries. The authors mine statistical and economic evidence to reveal the economic gangsters; those government officials, businessmen, black marketers, traders, and thugs who practice corruption and violence in the service of their own self-interest. Many complicated issues plague developing countries and it can be difficult to sort out their causes and determine solutions. However, careful analyses can reveal the economic roots behind many such issues and thus point to better ways to invest the billions of dollars in aid channeled toward the developing world.

			About the Author

			Raymond Fisman teaches and performs research at the Columbia University Business School, where he is director of the Social Enterprise Program. He’s been published widely on the topics of economics and international investment. He is also a columnist for Slate magazine. Edward Miguel serves as the director of the Center of Evaluation for Global Action at the University of California, Berkeley, where he is also an associate professor of economics. He is a faculty research associate at the National Bureau of Economic Research and has been published widely on the topics of poverty and international development.

		


		
			Summary of Economic Gangsters 

			Introduction

			What makes the difference between those countries that have become economic miracles over the past several decades and others that have remained mired in poverty? Take, for example, South Korea and Kenya. In 1963, both were recovering from severe armed conflicts and the average citizen earned just several hundred dollars a year. “After decades of first manufacturing textiles, then refining steel, and finally producing high-end consumer goods and advanced electronics, South Korea pulled off an economic leapfrog that today puts it among the world’s wealthy nations.” But Kenya, on the other hand, despite having better natural resources, “including some of the world’s richest soil for growing coffee, cotton, and tea,” has shown no improvement in terms of economic prosperity and average income.

			To answer the question of how to fight global poverty, the causes of poverty as well as the violence and corruption that often accompany it must be understood. Global poverty is a paramount issue today as “recent World Bank calculations estimate that a billion people live on less than a dollar a day, while half the world’s population – about three billion – gets by on a daily income of less than two dollars.”

			The success or poverty of the developing world impacts all nations and it is therefore imperative that we understand these issues and work to alleviate such poverty.

			Spend More or Spend Less

			What are we to make of the fact that despite decades of economic development, money spent by private charities, and billions spent in foreign aid, many countries like Kenya, Chad, or Tanzania are no better off? Economists differ in their explanations for the persistence of developing countries’ struggles and can be grouped into two opposing camps: one group believing that richer countries have spent too much on economic development and one group believing that they have not spent enough.

			The two sides also have differing views on the relationship of corruption and violence to economic development. One view holds that poverty causes corruption and violence, and that spending enough to relieve poverty will eventually lift countries out of the corruption and violence that is associated it. Such is the view of those who campaign for increased international aid assistance, such as Jeffrey Sachs, the directory of the Earth Institute at Columbia University. He is a main proponent behind the concept of the “poverty trap” – that the poor cannot rise above their conditions or bring their children out of poverty, and therefore their poverty continues. Sachs believes that “foreign aid is the sudden jolt that can lift a farmer – or a village or an entire economy – out of this cycle of poverty-induced poverty.” He also claims that if the U.S. increased its budget for foreign aid five-fold, it could lift the developing world out of poverty.

			The opposite view holds that foreign aid will inevitably be siphoned away by corrupt countries and officials, and that merely increasing spending is doomed to fail unless a country’s infrastructure and government are first reformed. Such is the view of those like Bill Easterly, formerly of the World Bank and now a professor at New York University, who claims that the U.S. and development agencies have wasted too much money and will likely waste more. “Trillions of dollars were wasted on roads to nowhere or power plants that never lit up a single home. Billions more were stolen.” He asks how foreign economists can possibly know and anticipate what countries truly need within their own local economies. This view highlights examples of the world’s most spectacular recent growth nations, China and India, which were accomplished largely without huge sums of foreign aid. Easterly argues that countries receiving foreign aid must first be well-governed and institutionally sound, with a functioning civil society. Barring this, the best that can be done is to fund “small scale social entrepreneurs…who find innovative solutions to local development problems,” because they can be held accountable by the local community and donors.

			What results from these two views is the classic chicken or the egg problem. Which comes first: corruption and violence or poverty? And, where should countries spend their aid to relieve global poverty?

			In countries such as Chad, which for decades has seen “a near continuous sequence of political upheaval, violent civil wars, government theft, and economic decline,” it is hard to tell where to begin. Chad also faces ethnic conflict, environmental problems, and the diminishment of the country’s oil wealth. How is one to figure out the true causes of poverty and corruption in such an environment? And furthermore, how can the extent of corruption and bribery be accurately measured? One winds up attempting to solve the chicken and the egg problem without even being able to see the chicken.

			Because corruption, theft, and bribes are not easily measured nor gleaned reliably through human sources, Fisman and Miguel (the books authors) employed careful economic analysis of statistics, stocks, and other indicators of behavior to “follow the money” in an effort to trace the economic corruption. Understanding the choices and behavior of economic gangsters – those who seek to profit themselves by making “rational” cost-benefit decisions – is key to understanding the issues of poverty and corruption.

			Suharto, Inc.

			How is it possible to measure the economic effects of political connections and decipher how private enterprises are benefitting, due to corruption, from their political connections?

			“Ideally, we could ask everyone to bet some of their own money on whether a particular company was making back-alley deals with politicians to get lucrative government contracts. Those with the inside track on relationships the company had cultivated with politicians would bet a lot; those without privileged information would choose to bet less, or not at all, since, in effect, they’d just be guessing. In this political betting pool, raw financial self-interest drives bettors to reveal their true beliefs about corruption.”

			The closest thing to this scenario is the stock market. It is possible to measure how the stock market for certain companies reacts to unexpected political events that might threaten the political ties that guarantee their profits. Many developing countries either don’t have stock markets (or at least stable stock markets that have been functioning long enough to study), but one that does, and that has a remarkable story of development and economic success is Indonesia.

			Indonesia was ruled by the dictatorship of Suharto, who emerged as a military leader in 1965 and continued as the country’s president for 30 years. In many ways, Indonesia’s economy thrived under Suharto, for the economy grew at 6% a year throughout his rule. The government, however, dictated much of the economic activity as “his government allocated subsidies and trade protections to promote strategic industries, provided low-interest loans through government-owned banks, and presided over a host of licensing restrictions that determined, among other things, who could grow oranges, roll cigarettes, cut down trees, build toll roads, and import rice.”

			One group that became fabulously wealthy under Suharto was his family, in particular his son Tommy, who owned multi-million dollar vacation homes and a fleet of cars, and who presided over a corporate empire that made enormous profits and while being involved in nearly every aspect of Indonesia’s economy.

			While it might not be possible to trace the metaphorical suitcases of cash passing between industry and government that work as bribes, we can look at a similar phenomenon. “Instead of giving Tommy Suharto or one of his siblings bundles of unmarked bills, you can just give him a million dollars’ worth of shares in your company. In exchange, Tommy could help ensure that you win valuable logging concessions, obtain tax holidays from the revenue authority, and otherwise make sure you get at least a million dollars worth of corporate value out of his government connections.”

			Then, we must find the kinds of political events that would threaten such relationships. Stock markets rarely respond drastically to gradual political events, but they do respond to political surprises that could not be predicted. The health – and life or death – of political leaders is one morbid way to track the political hurricanes that might rattle such shady corporate-political relationships. The question of what is the value of being the president’s son, or, more generally, what are political connections worth in Indonesia, can be answered by examining the behavior of the Jakarta Stock Exchange (JSX) – in particular, the stock behavior of those corporations either controlled by Tommy Suharto, or where he sat on the board in a position of influence.

			From 1995 to 1997, each time serious rumors of Suharto’s declining health hit the news, those companies owned by Tommy Suharto and other offspring took a beating, ranging from 4.5% to 22%, while unconnected stocks were unaffected. That means that news of his ill health made a certain percentage of the corporation’s perceived wealth simply disappear. The market, as it turned out, was telling us a lot about what it believes concerning political connections. “Investors believe that about one quarter of the value of politically well-connected companies would be lost if Suharto’s regime came to an abrupt end.”

			We can follow similar relationships in other countries. Finance professor Mara Faccio of Vanderbilt University has closely studied the relationship between business and political connections in other countries. Some are immune from corruption and political influence. In the United Kingdom, for example, “when these ties are unexpectedly strengthened, the stock prices of affected companies don’t budge. So, for example, when Rolls-Royce Chairman Sir John Moore was appointed to the House of Lords, there was no detectable effect on Rolls Royce’s stock price.” Italy, however, is another story. “The Italian Senate appointment of Fiat boss Giovanni Agnelli boosted his companies’ stock prices by 3.4%, which translates into billions of dollars of additional value.” The British seem to be able to control the practice of political favors, while the Italians obviously have not.

			The U.S. represents a mixed case when it comes to political influence. Take the oft-touted relationship between Dick Cheney and Halliburton, where he was formerly CEO. If the political connection persisted, one would expect Halliburton stock to falter upon news of Cheney’s heart attacks and medical check-ups, but it never did. This means that the stock market does not value the relationship. But, the same cannot be said for other aspects of Washington politics.

			“For example, when Jim Jeffords crossed party lines and handed control of the Senate to the Democrats, Democratic [corporate] donors benefited and Republican donors suffered. And when the Supreme Court decided that George W. Bush would be elected president in 2000, companies with former Republican lawmakers as board members increased in value; those with former Democratic lawmakers on the board declined.”

			The viewpoint of the market demonstrates that Washington still has much to do to clean up its political and business connections.

			Nature or Nurture? Understanding the Culture of Corruption

			Why are some countries’ cultures predominantly law-abiding, while corruption is the norm in others? One wouldn’t think of bribing a police officer in America, whereas in Lagos or Nigeria, it may be expected. In order to compare the corruption within individual countries, two questions must be examined:

			
					Are there conditions of weak law enforcement, which allows for corruption and bribes to take place?

					Is there a culture of weak compliance with the rules and toleration for corruption?“In some places, the necessities of daily existence turn ordinary folk into rule-breaking economic gangsters. Even if weak legal enforcement laid the foundation for a system of bribery and corruption, once in place it becomes a matter of habit: after awhile everyone knows bribery is simply the way things get done.”


			

			Measuring corruption, of course, is tremendously difficult. However, one way to measure the effect of culture – a country’s engrained habits – on corruption would be to take a group of government officials from all over the world and put them in a situation where they would face no legal constraints or repercussions upon their behavior. Such a situation does happen to exist. Conveniently, in midtown Manhattan, hundreds of U.N. officials are granted diplomatic immunity and are therefore exempt from any parking penalties. If the definition of corruption is: “the illegal use of public office for private gain

			
			
			
			
			
			No Water, No Peace

			
			
			
			
			Death by a Thousand Small Cuts

			
			
			
			
			
			
			
			Rapid Conflict Prevention Support

			
			
			
			
			Learning to Fight Economic Gangsters
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