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Answers 

What is corruption? 
Jon Guest 

This resource provides answers to the questions posed in the article on corruption, featured in 
the April 2019 issue of ECONOMIC REVIEW. 

Question 1 
Search online to find some recent real-world examples of corruption. 

Some examples: 

• Following a 9-year investigation by the UK’s Serious Fraud Office (SFO), the global sales 
director of Alstrom Power Ltd was convicted in December 2018 of bribing senior officials in 
Lithuania in order to secure a contract to refit a power station. 

• The SFO has a long-running investigation into the activities of Rolls-Royce. The company has 
been accused of paying large bribes to win engine contracts in Indonesia, Thailand, China and 
Russia. 

• In February 2019, a court case began in Malaysia about the activities of 1Malaysia 
Development Berhad — a state fund with the stated aim of creating economic opportunities in 
Malaysia. Public officials, including the previous prime minister, are accused of illegally taking 
money from this fund. 

In the most recently published Corruption Perceptions Index (January 2019) the UK was eleventh — 
three places lower than in the previous ranking. 

Question 2 
Briefly outline some of the potential costs of corruption. 

The following are some of the potential costs: 

• Paying bribes to secure work increases the costs of doing business. Firms may pass some of 
these higher costs onto consumers in the form of higher prices. The extent to which prices 
rise, depends on the price elasticity of demand and supply.  

• It may distort competition, i.e. less efficient firms that pay bribes might secure business deals. 

• The use of public money to finance projects that provide corrupt officials with large returns 
rather than projects that provide the greatest social return.  

• Greater inequality, as people on lower incomes cannot afford to bribe public officials. 

• It deters businesses from investing in a country, i.e. it reduces foreign direct investment.   
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Question 3 
Using a demand and supply diagram, illustrate some of the potential impacts of corruption on 
a competitive market. 

Take a look at the figure below. Initially, the market-clearing price and quantity are P1 and Q1. 
Consumer surplus is area 1+2+3 and producer surplus is area 4+5+6. Corruption increases business 
costs. This causes the market supply curve to shift to the left, i.e. from S to S + CC. The market price 
increases from P1 to P2, i.e. firms are able to pass some of the extra costs onto consumers in the form 
of higher prices. Consumer surplus falls to area 1 while producer surplus falls to area 6. Area 2+4 is 
the income to the corrupt officials. Assuming society values consumer surplus, producer surplus and 
the income of corrupt officials equally, then deadweight welfare loss is area 3+5. If consumer and 
producer surplus is valued more highly than the income of corrupt officials, then deadweight welfare is 
greater. 
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