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ABSTRACT

Using the principal-agent approach, a theoretical model is developed, in which dishonest
government officers lobby authorities (in the form of a corrupted political contribution)
for getting some advantage over honest officers. The government agency authority should
maximize the welfare of the civil service officers by distributing an economic compensation
granted by a central government through the use of an institutional policy. The contribu-
tion scheme promotes a relevant truthful equilibrium. A larger institutional level favors
honest people; a smaller institutional level favors dishonest people and the bribe they
offer. This result has two opposite implications. If government is only an efficient authori-
ty, the optimal institutional policy will grant the same amount of economic compensation
to all officers. On the other hand, if authority is assuming a moral role against corruption,
then the government will be inclined to set the strictest institutional policy.

RESUMEN

Usando la Teoria de Agencia-Principal desarrollamos un modelo tedrico en el cual burécratas
deshonestos cabildean a la autoridad gubernamental (mediante una contribucion politica)
para obtener una ventaja sobre burécratas honestos. La agencia de gobierno debe maximizar
el bienestar de los burécratas mediante la distribuciéon de una compensacién econémica
otorgada por el gobierno central mediante el uso de una politica institucional. El esquema
de contribucién ofrecido promueve un equilibrio confiable relevante en politica publica. Un
nivel institucional alto va beneficiar a los burécratas honestos; un nivel institucional bajo
va a beneficiar a los burécratas deshonestos y el soborno ofrecido por ellos. Este resultado
tiene dos implicaciones opuestas. Si la autoridad gubernamental es solamente eficiente,
entonces la politica 6ptima otorgara la misma compensaciéon econémica a todos los buré-
cratas. Alternativamente, si la autoridad gubernamental asume un rol moral contra la co-
rrupcion, entonces estara dispuesta a implementar una politica institucional mas estricta.

INTRODUCTION

Corruption is a complex phenomenon reaching many areas and levels inside
an organization and involving different types of frauds and crimes. Corrup-
tion is part of any organized society with power structures (Muller, 2012),
and it is the result of the interaction between economy, politics and society.
Even when there is not interest to discuss the origin and nature of corrup-
tion here, this paper considers corruption as a cultural and values problem
(Puig, 1995; Rodriguez, 2007; Rokeach, 1979; Schwartz, 1992).

In organization theory, individuals are part of an organization and they
are key pieces in the performance of the rest of the productive/organizational
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factors. Therefore, the attitude and values of the indi-
viduals, with or without corruption, affect consider-
ably the results of the organization (Reyes, 1977).

Corruption will be modeled using the principal-
agent approach, in which the agent's objectives dif-
fer from the principal's. This approach will be set in the
context of a certain institutional environment in which
some agents play a game in order to get some advan-
tage over other agents. This game involves corrupt
practices in which agents are lobbying authority for
getting some benefits. In this sense, institutions and
organizations are related to corruption. While institu-
tions have to deal with rules, agreements and trans-
action costs, organizations have to deal with power
relationship, hierarchy and organizational culture.
The organizational dimension is the background of
the problem, but the institutional dimension is for ex-
plaining the strategic behavior problem.

In the last two decades, the literature on Institutional
Economics (IE) has grown significantly!. Ronald Coase
(1937), Olivier Williamson, Elinor Ostrom and Douglas
North are the best-known representatives of this branch
of economics. IE is an interdisciplinary area in eco-
nomics that covers a wide range of issues, including
economics, psychology, sociology, law, political sci-
ence, organization theory, etc. IE tries to explain what
institutions are, how they arise, what purposes they
serve, how they change and how —if at all possible—
they should be reformed (Klein, 2000).

This impressive development has produced many
refined opinions by several scholars on the need to set
and to implement institutional reforms as a way to get a
more substantial and solid result in the organizational
context. Numerous papers have been written on this
topic?. However, the literature explaining why these
reforms on institutional policies have just failed, in
some organizations, or have been simply canceled out,
has not been well investigated, to our knowledge?®. At
first, there is a motivation to offer an explanation to
this fact.

It is believed that institutional reforms are promot-
ed because “something” is not working properly inside
an organization. In this paper it is assumed that the
presence of corruption in an organization is the main
reason to carry out an institutional reform in order to
avoid some economic inefficiency.

" Agood survey can be found in Klein (2000).

In this paper, a partial equilibrium theoretical
model is developed, in which two kinds of civil service
officers receive an economic compensation from the
government agency authority. This economic compen-
sation does not depend on the performance of the civil
service officers, but on the budget assigned by the
central government. The existence of corruption in
the government agency authority is assumed and it is
materialized in the person of some civil service officers
(called ‘dishonest’ people) practicing some corrupt ac-
tivities, like lobbying the government agency authority.
In other words, corruption exists in the relationship
between the government agency authority and the dis-
honest civil service officers. On the other hand, there
is a group of non-corrupted civil service officers (called
‘honest’ people). There is a budget granted from the
central government to the government agency in order
to be distributed among all the civil service officers in
the form of an economic compensation. This economic
compensation is independent of officers’ wage and its
distribution depends entirely on the criteria settled by
the government agency authority*. Dishonest people
lobby the government agency authority in order to
receive a larger amount of economic compensation®.
However, the budget addressed to offer the economic
compensation is limited and this lobby negatively af-
fects honest people.

The way dishonest people lobby the government is
through a political contribution or bribe. Bribing in this
model implies that the government agency authority
has a certain level of corruption and is willing to receive
the contribution made by the dishonest. The impact
of this contribution depends on the level of corruption
attached to the authority.

The objective of the government agency author-
ity is to maximize its welfare and the welfare of the civil
service officers by distributing the economic compen-
sation. The government agency authority determines
an institutional level, which is affecting the distribu-
tion of the economic compensation. This is the policy
instrument of the government agency. A larger insti-
tutional level means less corruption allowed, a small
institutional level means more corruption allowed.
So a larger institutional level favors honest people and a
smaller institutional level favors dishonest people and the
contribution they offered. Later in the paper an enforce-
ment policy is set by the central government in order to
fight against corruption into the government agency,
pursuing for a strong commitment against corruption.

2 Some examples are the accurate articles written by Bardhan (1989), Rodrik (2000) and Williamson (1996), among others.

3 Itis well known that bribe is widely used in developing countries in order to simplify or avoid any legal and administrative procedure that can be significantly more costly by the legal way.
#This is a common practice in some government structures and this compensation may be seen as part of a stimulus program in order to compensate low wages in the public sector.
5One reason to lobby the government is given by the perception of the dishonest about their income, considered unfair (Mauro, 1998; Rose-Acckerman, 1978).
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The aim of this theoretical model is to offer an in-
stitutional explanation, in an organizational context,
about how corruption determines a stylized institu-
tional policy. The contribution is to construct a theo-
retical and mathematical model in which the reasons
for the setting of an institutional policy are founded
not only on moral considerations, but also on the in-
teraction of individuals inside an organization. The lit-
erature analyzing corruption and strategic behavior of
the members inside an organization is rather limited.
The majority of the literature in psychology, organiza-
tions and corruption is addressed to explain the origin
and nature of corruption in the organizations. How-
ever, this paper shall focus on the determination of
the optimal institutional policy and consequently
in the behavior of individuals and authority inside
these organizations.

The model and some comparative statistics are
spelled out in detail in the following section. After that,
in the next section, the optimal policy will be set with-
out enforcement policy, and later the optimal policy
will be set once the enforcement policy has been ap-
plied. Finally, conclusion closes this research work.

The model

We focused on a public organization or government
agency that depends politically and economically on
the central government authority. Inside this office the-
re are two kinds of civil service officers. The first ones
are the dishonest individuals (labelled 9), who benefit
from and support the illegal structure inside the go-
vernment agency office. On the other hand, there are
honest people (labelled o), who receive a normal wage
for working in the government agency. They are homo-
geneous within their own type.

The government agency is receiving a transfer from
the central government in order to be distributed be-
tween the civil service officers. This transfer is totally
independent of the wage received by the officers (this
is fixed and set by the central government as a part of
the total budget); it consists on an economic compen-
sation, which is going to depend on the budget policy
implemented by the government agency authority.

The transfer should be distributed taking into ac-
count the productivity of the employees or, at least, as
an equal compensation for all of them. Both are budget
strategies that could be implemented by the government

Multidisciplinary Scientific Journal

agency authority. However, dishonest people may
affect the budget distribution by offering a bribe to
the agency authority. In other words, dishonest people
lobby the agency authority in order to obtain an extra
amount of income through a bribe. Honest people do
not lobby the government and they are expecting a
fair policy.

On the other hand, the government agency author-
ity presumes the existence of corruption inside the
office, and the distribution policy is going to depend
on the level of institutional clearness. The amount of
transfer to the honest and dishonest people would de-
pend on the efficiency of the government agency in-
stitutional framework. The institutional framework is
understood as the legal environment set by the govern-
ment agency in order to properly regulate the political
and economic activities. In this sense, an efficient in-
stitutional framework strengthens the control against
illegal activities. An inefficient institutional framework
means a weak control over illegal activities®.

The institutional framework is set by the govern-
ment agency through a credible political reform of the
legal system. For simplicity, this reform is the result
of a legal and political process with no direct ex ante
economic cost attached. This process will produce a
parameter, which measures the efficiency of the insti-
tutional framework, and consequently the distribution
policy. This parameter will be set between O and 1 and
will be called institutional level. When the institution-
al level a, the policy instrument of the government, is
close to one the institutional framework is more effi-
cient, when o is closer to zero the institutional frame-
work is inefficient.

Taking into account the considerations mentioned
above, some utility functions are defined for the hon-
est people, dishonest people and the government:
these functions will be used to determine the optimal
institutional level. Assuming quasi-linear preferences,
the utility of the honest people can be defined as”

I°= w, + aT (1)

In (1), the first term is the legal wage paid by the
central government to honest people. This wage is
constant and it does not depend on the policy imple-
mented by the government agency. The second term
is the economic compensation made by the govern-
ment agency multiplied by the institutional level. This

6 Institution is understood as to stablish the rules of the game, which all the economic agents agree to play according to Klein (2000).
" The utility can be approximated from U = u (w,T) + m, where (w, T) are the goods/income under consideration and m is the expenditure on the numeraire good. The use of this appro-

ximation removes a number of theoretical difficulties, including income effects.
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economic compensation, which will be part of the in-
come given to honest people, is transferred in a lump-
sum fashion from the government agency.

The income conferred to dishonest people is given by
IP=w, +(1-a)T (2)

In (2), the first term is the legal wage paid by the
central government to dishonest people. Once again,
this wage is fixed and does not depend on the policy
implemented by the government agency®. The second
term is the economic compensation made by the gov-
ernment agency multiplied by the opposite of the in-
stitutional level.

Clearly it is assumed that the wage is the same for
both types of employees (w,=w, =w). An equal distribu-
tion policy will be given when the institutional level is
0.5. Under this policy, and from (1) and (2), it is clear
that the income for honest and dishonest people will
be the same. Another policy rewarding the employees
honest behavior would imply the institutional level to
be larger than 0.5. In this case the income received by
honest people will be larger than the income received
by dishonest people.

At the end, the optimal policy is the institutional
level. According to the New Institutional Economics
(NIE), an institution is reflects the set of rules of the
game that the society agrees to play in order to reduce
transaction costs. These rules reduce the cost of nego-
tiation between the agents involved in an organization
(Klein, 2000). Of course, these rules reflect a behav-
ioral component from each agent in the organization,
and they are the result of the interactions of these
agents with a variety of interests (Rokeach, 1979).

Under the argument mentioned above, the institu-
tional parameter is more than a policy instrument, is
the expression of an interaction between all the agents
involved in an organization. The institutional level re-
flects the power of corrupted people, the weakness of
honest people and the particular interest of the gov-
ernment agency authority. The institutional param-
eter is the organizational policy implemented by the
government agency authority and it is determined by
an organizational political equilibrium. It has been
closely followed by Dixit, Grossman & Helpman (1997)
and Grossman & Helpman (1994) so as to specify this

equilibrium. Honest people do not lobby the govern-
ment agency, but dishonest people make political con-
tributions to influence the government agency’s de-
cisions. The political contribution scheme settled for
the dishonest is denoted by C(a). So the government
agency’s objective function is given by

G=pC+ ((I’-C)+ I°) 3)

where p>11is a constant parameter called corruption
level®. Reorganizing the equation, it is deduced that
G = (p-1)C + I® + I°. Hence, the government attaches
a positive weight to contributions provided that p> 1.
Equation (3) states that the government agency con-
siders the total welfare of its employees (the terms in
parentheses), as well as the total amount of political
contribution that it receives (the first term on the
right-hand side of Eq. 3).

The organizational political equilibrium is the out-
come of a two-stage game. In stage one, dishonest
people choose their contribution schedule. The gov-
ernment agency then sets its institutional policy be-
havior in the second stage. An organizational political
equilibrium is given by (i) a contribution function C (),
in order to maximize the welfare of all the dishonest
people given the political behavior anticipated by the
government, and (ii) a policy behavior variable, o, that
maximizes the government agency’s objective function
given by (3), taking the contribution scheme as given.

According to Dixit et al. (1997), there is a refinement
equilibrium known as truthful organizational mecha-
nism. This equilibrium implements Pareto-efficient
outcomes to be taken into account in this analysis.
However, as said before, the framework is focused on
the specific aspect of the organizational political equi-
librium; in such a case it will also follow closely the
original Grossman & Helpman (1994) approach in mod-
eling this equilibrium. Stated formally, let (C°(a.°, I°°), a.°)
be a truthful equilibrium in which I*°is the per-capita
utility level of dishonest people at equilibrium. Then
(C°(a°, I?°), a°, I*°) is characterized by

Cla, I*?) = Max (0, ¢) 4)

o° = Argmasx, {pCla, I*) + (P(a) + I*)} (5)

8 The government is generally unable to dismiss the corrupted employees because their illegal behavior is difficult to detect and prove. Furthermore, the trade unions are tough and they do not

allow any action against workers.

9 Even when corruption is a multidimensional parameter, it is just simplified by considering the impact of the government agency on the income of the authority. This is the parameter for high
level corruption or authority corruption which is different from low level corruption or the corruption of dishonest employees.
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I°(a) + I°° = pCla®, I°°) + (I° (a®) + I*°) (6)

where ¢ is defined by

I1° =1 g ™
and
a, = Argmax, (I° (a°) + I*) (8)

Equations (4) and (7) state the truthful contribu-
tion scheme. It is set to the level of compensating
variation relative to the equilibrium utility level of the
dishonest. The definition of ¢ is the basic concept of
the compensating variations. Under a truthful equilib-
rium organizational function, for any change in a, the
change in the contribution received by the government
agency will exactly equal the change in the dishonest in-
come, provided that the payment, both before and after
the change, is strictly positive. Equation (5) is self-
explanatory: the government takes the utility level of
the dishonest as a given value and chooses the insti-
tutional level so as to maximize its objective function.
Equation (6) (together with [8]) complete the character-
ization of the truthful equilibrium and tie down the equi-
librium utility level of dishonest people, which is derived
from the premise that the dishonest would pay the
lowest possible contribution to induce the government
to pursue the organizational equilibrium policy given
in (5). For this to be the case, the government agency
must be indifferent between (i) implementing the or-
ganizational equilibrium policy and receiving contri-
butions from the dishonest, and (i) implementing a
policy by accepting no contribution at all. Equation (5)
states precisely that!®.

According to Grossman & Helpman (1994), in the
case of one lobby group there is no opposition from
competing interests, and the lobby group captures all
of the surplus from its political relationship with the
government. In this specific case, at organizational
political equilibrium, the government agency derives
exactly the same utility as it would have achieved
by allowing no contribution. An interesting example
with one lobby group can be found in Rama & Tabellini
(1998). Now, the backbone of the analysis is established.

Some analytical comparative static

It is quite straightforward to see, from (1) and (2),
that an increase in the institutional level will benefit

0 See Dixit et al. (1997, pp. 756-759).
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honest people and will harm dishonest people in the
same proportion. From (1) and (2) it is deduced that

dre/ da=T>0 9)

dr/ doa=-T<0 (10)
a linear relationship exists between the transfers. Of
course, when money is going towards one type of emplo-
yees, it is leaving the other one. This flow of transfers is
made by the government agency authority.

An interesting parameter to be considered is the
corruption parameter, which is the level of sensibil-
ity of the government agency authority with respect
to the contribution made by the dishonest people. In
other words, when the corruption parameter is larg-
er, the weight attached to the political contribution is
larger too. From (3) it results

dG/dp=C>0 (11)

An increase in the corruption parameter will in-
crease the government agency objective function in
the same proportion than the amount of bribe or po-
litical contribution.

On the other hand, when p =1 there is no political
relationship between the government and the dishon-
est people. The weight that the government attaches
to social welfare is normalized to one and the govern-
ment agency objective function is defined as:

G=I"+I°=2w+T (12)

In here, there is not government agency author-
ity corruption and, independently of the bribe or con-
tribution, the government will apply the fairest policy
addressed to benefit honest and dishonest people. It is
not an institutional policy because there is not corrup-
tion. The corruption of dishonest people does not have
any impact on the government agency preference.

Optimal institutional level

Having described the properties of the organizational
political equilibrium, in this section we will be analyze
the optimal institutional level and its effect on welfare.
The first step to determine the optimal a is to obtain
the first order condition for the optimization problem
given in (5) and (7). The following result is implicitly
obtained from (1) to (10):

G, =T[1-p]<0 (13)
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This is unequivocally negative. It means that the
optimal policy will be to set the softest institutional
level (a = 0), since when the government agency tries
to set a strict institutional level, the loss given by the
reduction in the contribution policy plus the reduc-
tion in the income of dishonest people is larger than
the income received by honest people.

None of the institutional policies seem to be the
best organizational policy option and corruption be-
comes relevant for the government agency. Probably
the institutional policy addressed by the government
agency does not intend to reduce the flow of income to
the honest people, but the consequence of income de-
viation is grounded by a previous corruption structure.
Independently of the government intention, corrup-
tion becomes a meaningful variable in the implemen-
tation of an organizational policy.

Central government enforcement policy and institutional level

Corruption is not only a kind of social cancer but also
an immoral economic practice. It is a complex phe-
nomenon with deep psychological and cultural roots.
Corruption is neither an occasional matter, nor exclu-
sive to some countries or political systems. Corruption
is supported by social crises affecting all kind of go-
vernmental and private organizations.

In this sense, most of the institutional environ-
ments inside organizations include, implicitly or ex-
plicitly, a moral position against illegal activities.
These illegal activities are strictly prohibited because
either there is a social pressure faced by one (or all) of
the members of the government, or there is recogni-
tion that corruption may affect considerably the objec-
tive of the government organizations. Independently of
the origin and nature of corruption, this phenomenon
implies a set of penalties or anti-corruption measures
to take place against the corrupted government entity.

Independently of the anti-corruption measure faced
by the corrupted government agency, it is assumed
that the central government will set an anti-corruption
strategy due to social and political commitments.

Even when the government agency benefits from
political contributions given by a corrupted civil ser-
vice body, there are social commitments to hold on,
and the central government is forced to set an anti-
corruption policy or enforcement policy. This plan is
addressed to fight against the government agency cor-
ruption trough a credible strategy implemented by the
central government.

88  Vol. 27 No. 4 Julio-Agosto 2017

It will be assumed that the transfer of income in
the budget granted from the central government to the
government agency is going to depend on the commit-
ment of the government agency authority to increase
the institutional level, in order to reduce the impact of
corruption. This transfer is the economic compensa-
tion given to honest and dishonest people. This distri-
bution may change with the enforcement policy. The
transfer from the central government to the govern-
ment agency is a function of the institutional level, so

T = T(0); T(1) = Tand T(0) = 0 and (14)
and
T(a) >0 and T" (o) =0 (15)

In other words, when the government agency in-
creases the institutional level, the amount of trans-
fer from the central government to the government
agency increases. With the highest institutional level,
the government agency is receiving the largest pos-
sible transfer; with the lowest institutional level, the
government agency is receiving no transfer at all. The
central government is rewarding the honest behavior
of the government agency authority. However, this is
the enforcement policy set by the central government.
What would be the optimal organizational policy set
by the government agency authority?

There is a conflict faced by the government agen-
cy authority. On the one hand, a strict institutional
policy will reduce the income of dishonest people and,
consequently, the amount of the contribution. On the
other hand, a strict institutional policy will increase
the amount of transfer and the benefit of honest peo-
ple. The government agency will transfer the economic
compensation from dishonest to honest people.

However, there is a moral dilemma: a strict institu-
tional policy may produce an unfair result, as the eco-
nomic compensation of honest people may be larger
than the economic compensation of dishonest people.
The strictest institutional policy (o= 1) may be seen as
a punishment to the dishonest. If we intend to set a
fair compensation we need to restrict the institutional
policy. In other words, the government agency author-
ity may not be interested in changing dishonest people
into honest people; the authority may be committing
to have a fair compensation policy.

First of all, it is important to determine the optimal
organizational policy including now the enforcement
policy set by the central government in (14) and (15).
For this to be the case, the optimal will be obtained by

Organizational policy and corruption: the case of the government agencies | Rafael Salvador Espinosa
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the first order condition for the optimization problem
given in (5) and (7). From (1) to (10), (14) and (15), the
following result is implicitly obtained:

G, =-pT(a) + pT'(a) — aT'(a)(p-1) + T(at)
Solving implicitly, the result is
. _T(@)(1-p) + pT(a)
T' (o) (p-1)

It is possible to see that (16) is an ambiguous ex-
pression and its value depends on the function T(a).
Proposing an expression holding the conditions in (14)
and (15) it can be assessed that

(16)

T= ok (17)
such that k=T. In this case, the transfer made by the
central government will be linearly increasing in a.
Taking (17) in (16) the result is:

atp(l-o
(p-1)

From (18) the optimal institutional level will be un-
equivocally positive (a>0), independently of the level
of corruption in the government agency authority. It
means that the bribe or contribution offered by dis-
honest civil service officers in order to be benefited
from the economic compensation is negligible. The
bribe offered to the government is negligible because
the amount of transfer is reduced with a lower insti-
tutional level and the bribe is small, independently of
the sensibility to the contribution. The government
agency authority is not given an important weight to
the bribe and it makes a more fairly distribution in
the economic compensation. With a strict institution-
al policy, the benefit obtained by honest civil service
officers is larger than the reduction in the benefit of
the dishonest, taking account of the smallness of the
bribe received by the government agency authority.

o = >0 (18)

However, the question mentioned before is: how
large should the institutional level be? The strictest
organizational policy (o= 1) means that dishonest peo-
ple will have a punishment for being corrupted and
they are going to receive only their current wage but
no compensation at all. On the other hand, honest
people will have a large economic compensation not only
because the distribution policy of the government agen-
cy authority favors them with full assignation, but
also because the amount of the transfer made by the
central government is the largest possible.

It seems this organizational policy could be an in-
centive to change the behavior of dishonest people.

Organizational policy and corruption: the case of the government agencies | Rafael Salvador Espinosa
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The rewarding behavior of the government agency au-
thority in favor of the honest may change the attitude
of the dishonest in order to turn into honest individu-
als. The rewarding behavior of the authority is a pow-
erful conductive resource through which the authority
of the organization may conduct some changes in the
operational rules, eliminating corruption in the orga-
nization. However, it is an unfair organizational policy
since dishonest people do not receive any economic
compensation and disturb the role of the government
agency authority as equalizer, which is the main role
of the authority according to the model set before.

Alternatively, the optimal organizational policy may
be set at the level in which there is not discrimination at
all about the type of civil service officers (o = 0.5). Both
are receiving the same amount of economic compensa-
tion independently of their behavior. In this case, the
government agency authority is not discriminating be-
tween corrupted and honest civil service officers. This
is an efficient behavior because the role of the govern-
ment agency authority is to make an efficient com-
pensation distribution, leaving the presumption that
it plays a moral role about the civil service officers’
behavior. Basically, it is a fair policy because it as-
sumes the role of equalizer and moral considerations
(inducing a possible change in the behavior of dishon-
est people) are not part of the government agency’s
duties. However, this organizational policy allows the
existence of some corruption in the organization.

CONCLUSIONS

Misunderstanding the action of the corrupted civil
service body, political corruption of the government
agencies and the roles of the authority may lead to
disturb the operation of an organization and the rules
of their agents. The objectives of a government agency
depend on the relationship with their members and
the central government. It is impossible to ignore the
fact that corruption, as well as behavior and cultu-
ral facts, may disturb the dynamic and operation of the
organization in general, and the government agencies
in particular.

Understanding corruption is more complicated than
expected. Historically, in many developing countries
corruption inside government organizations is the in-
stitutional way in which the society looks for compen-
sation to the inefficiency of the formal institutions. On
the other hand, corruption is also inherent to culture,
idiosyncrasies and even religion (bribery for example
has not only been a way to compensate the low wage
rates, but also has part of a tradition involving social
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values). Nowadays corruption is a survival strategy,
which represents a source of income for people and
government in these countries. For the government,
it may seem easier to help people through the mainte-
nance of these illegal structures.

On the other hand, the same government may
have a political interest in supporting the illegal struc-
tures since these structures provide monetary resourc-
es. These contributions come from corrupted lobbies
and dishonest people who try to influence the government
agency decision.

This paper attempted to explain why some in-
stitutional reforms may affect the objective of some
organizations and how corruption implies a change
in the roles of the organizations and their members.
Corruption in the government and the benefit ob-
tained by dishonest people can inhibit any action led
by some honest governors to set a clear and healthy
institutional environment. Bribes are the origin and
the result of corruption; dishonest civil service officers
make payments to the government agency authority
to guarantee the institutional level according to their
needs. Likewise, the government agency authority has
to consider the benefits of its civil service body and a
part of the benefits come from the transfers made by
the central government. Dishonest people lobby the
government agency for taking into account their inter-
ests, and the government takes into account both the
interest of the honest and dishonest civil service officers.

This paper models lobbying by following the com-
mon agency problem as developed by Grossman &
Helpman (1994). In this framework the government
agency accepts contributions from the lobbyists and
the level of contribution depends on the policy that the gov-
ernment agency pursues.

It analyzes two cases: in the first case, the govern-
ment agency authority set the optimal institutional
level taking into account that there is a contribution or
bribe made by dishonest civil service officers. There is
a transfer of money sent by the central government in
order to be distributed by the agency authority among
its civil service officers as an economic compensation.
Dishonest officers try to get a larger economic com-
pensation through a bribe affecting the income of the
honest officers. In this case, the optimal institutional
level will be set the softest organizational policy, since
the benefit obtained by the dishonest and, conse-
quently, the bribe offered to the government agency
authority is larger than the loss of honest officers.

In the second case, there exists political pres-
sure from the central government to the government
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agency in order to fight against corruption. In a sim-
ple way, the strongest pressure is a specific policy on
the transfer. In this case, the amount of transfer ad-
dressed to the government agency officers is going to
depend on the institutional level: a large institution-
al level means a larger transfer, a small institutional
level means a smaller transfer. The external pressure
changes the behavior of the government agency au-
thority and encourages a clearer distribution policy.
The result is that the optimal organizational policy
promotes a positive institutional level. A positive in-
stitutional level will increase the amount of transfer
and the benefit of honest officers in a larger proportion
than the loss of dishonest officers and, consequently,
in the bribe offered to the government.

This result is, however, not clear as the positive
institutional level has two opposite implications. The
role of the government agency authority is being effi-
cient as a distributor but it could be a moral authority
rewarding or punishing the behavior of the officers. If
the government authority is only an efficient author-
ity, the optimal institutional policy will grant the same
amount of economic compensation to all officers
independently of their behavior. However, it is not
encouraging any change in the behavior of dishon-
est officers. On the other hand, if the authority is as-
suming a role as a moral authority against corruption
among civil service officers (even when the government
is corrupted), then the government authority is willing
to set the strictest institutional policy to punish dis-
honest officers and reward honest officers, this policy
may discourage corrupted behavior among dishonest
officers. This strict policy is obviously unfair in terms
of distribution.

Further research is oriented to consider the corrup-
tion parameter as an endogenous variable. It is clear
that the dynamic of corruption is a key variable in the
understanding of the relationship between agent and
principal. Corruption is not a static variable; in fact,
the study of the dynamic of corruption gives an answer
to many questions about the agents' behavior.
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