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Abstract

This paper argues that legal business networks facilitate corrup-
tion. When the prospects of future deals fail to provide incentives to
comply, bribes can be enforced relying on punishments in the network
e.g., exclusion. Network members administer the punishments in the
fear that the bureaucrat would retaliate against all of them. The bu-
reaucrat may, for instance, stop revealing his private information to
the network.

The analysis predicts that the extent of occasional corruption can
be larger when the legal and administrative rules are complex and
unstable, and if the market is poorly developed. The paper discusses
some policy measures that could reduce corruption.
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