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Introduction

Motivation

Why some countries are poorer and have lower productivity
levels(corruption and bribery may be one reason).

Given these facts, this paper asks what the effects of the interplay
between size-dependent distortions and bribery are on plant size
distribution and aggregate output.

These questions have not been answered by the previous literature, even
though bribery is prevalent in developing countries.

Answers to these questions provide a better understanding of the
relationship between bribery, plant size distribution, GDP per capita,
and the effects of various policies, such as removing the bribery
mechanism and increasing distortions in an economy.



Introduction

Literature and Contribution

® Misallocation:Size-dependent policies as one of the direct sources of

misallocation. The size-dependent distortions favor small plants and levy
higher regulations, fines, fees and taxes on bigger plants. (BB R
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Corruption- Bribery:Corruption can be defined as the misuse of public
power for private gain . There are two sides of corrupt activities, corrupt
officials that are asking for bribes to ‘get things done’ and bribe payers.

One strand of the literature focuses on how corruption and special deals
can “get things done” and weaken the adverse effect of inefficient formal

institutions (J& WA TEIE FI7EH ) .
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Model

Distortion, bribery and manager’s problem
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Model

Distortion, bribery and manager’s problem
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Model

Household problem
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® Assume that y >t >0 and 1—y—1 > 0 throughout the paper.

® The profit functions of both types of managers are convex functions of
ability, z, and the slope of mc with respect to z 1s higher than that of nnc.
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Model

Discussion and proposition
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Calibration

Data Description
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Table 1
Bribery in Tiirkiye, 2013.
Source: WBES.

ey

Bribery during public Bribe to secure government Overall bribery
Size transactions contract rate
All 1.91% 12.43% 8.72%
5-99 1.84% 12.74% 8.81%
100+ 3.08% 10.69% 7.02%
Table 2
Bribery payment in Tiirkiye, 2013.
Source: WBES.
Bribery to VA Bribery to VA Refusal rate
size ratio in ratio in of bribery
extensive margin intensive margin payment question
All 1.37% 13.54% 1.47%
5-99 1.50% 13.83% 1.53%

100+ 0.11% 3.48% 0.38%




Calibration

Parameter values.

Parameter Description Value
4 Lowest ability level 1

A Technology parameter 1

o Depreciation rate of capital & % H ih 2% B3 FH Y 0.055
p Discount rate 0.93
T Size dependency of distortions 0.03
A Level of distortions 0.87
¢ Efficiency of bribery 19.71
a, Level of prob. of meeting the corrupt official 1.63
a Curvature of prob. of meeting the corrupt official 1.39
Y Span-of-control iz gsesn,  0-00
S Shape parameter of Pareto dist.  sfimsiitsHEs 2.54
v Importance of capital 0.68
b Fixed bribery cost 10.53




Empirical Results
LA

(a) Fraction of Plants (b) Employment Shares
T B data model B data model
o — =

1-19 20-49 50-99 100+ 20-49 50-99 100+

Fig. 4. Plant size distribution in the benchmark calibration.

Notes: This figure shows compares to the resulting plant size distribution of the benchmark calibration with that of TurkStat data. Panel (a) and (b) compares the fraction of plants
and the employment share of plants in different size categories, respectively. See Section 5 for details.

Source: TurkStat and the author’s calculations.
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Size dependent distortions without bribery (¢ = 0).

7 =0.03 7 = 0.05 7 = 0.075 7 =0.1
Mean Size 4.73 4.49 4.11 3.69
Output 99.39 96.08 91.98 88.36
Emp. Share 100+ 36.67 34.21 30.99 27.70
Avg. Tax-small-bribe (%) 17.03 19.87 23.25 26.54
Avg. Tax-big-bribe (%) 20.03 24.74 30.31 35.57
Avg. Tax-small-no bribe (%) 15.07 16.63 18.40 19.90
Avg. Tax-big- no bribe (%) 20.26 25.09 30.79 36.13
Avg. Bribe-small (%) 10.67 11.11 11.66 11.93
Avg. Bribe-big (%) 0.50 0.52 0.54 0.55
Avg. Managerial Quality 98.92 98.02 95.04 91.09
%, 4.21 4.27 4.36 4.45
e 1.73 1.69 1.64 1.57
Tax Revenue 103.19 118.88 134.47 146.78

Total Fixed Bribes (b) 83.28 79.34 73.28 67.79
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Size dependent distortions with Bribery.

Benchmark

7 =0.03 7 =0.05 7 = 0.075 =1.1
Mean Size 4.84 4.56 4.40 4.46
Output 100 97.32 94.32 91.40
Emp. Share 100+ 36.54 33.91 31.32 30.82
Avg. Tax-small-bribe (%) 7.93 1.70 -9.12 -23.33
Avg. Tax-big-bribe (%) 2.60 —8.26 —26.04 —49.60
Avg. Tax-small-no bribe (%) 15.09 16.67 18.59 20.58
Avg. Tax-big- no bribe (%) 20.27 25.16 30.98 36.62
Avg. Bribe-small (%) 13.83 17,187, 20.93 25.56
Avg. Bribe-big (%) 3.48 6.14 10.58 16.96
Avg. Managerial Quality 100 98.19 97.39 98.46
Z. 4.01 3.83 3.56 3.30
Zus 1:75 1.71 1.69 1.71
Tax Revenue 100 110.83 114.27 99.23
Total Fixed Bribes (b) 100 118.99 156.81 206.67
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Empirical Results
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Table 11
Role of return on bribe.
Benchmark
0.25 * ¢pech 0.5 * Ppech Prech = 19.7 1.5 * ¢pech

Mean Size 4.85 4.84 4.84 4.83
Output 99.74 99.86 100 100.11
Emp. Share 100+ 36.79 36.67 36.54 36.46
Avg. Tax-small-bribe (%) 11.77 9.88 793 6.78
Avg. Tax-big-bribe (%) 6.66 4.66 2.60 1.38
Avg. Tax-small-no bribe (%) 15.09 15.09 15.09 15.09
Avg. Tax-big- no bribe (%) 20.26 20.27 20.27 20.27
Avg. Bribe-small (%) 1513 13.56 13.83 14.05
Avg. Bribe-big (%) 3.34 3.41 3.48 3.53
Avg. Managerial Quality 99.92 99.96 100 100.03
£z, 4.14 4.09 4.01 3.96
Z. 1:#5 1.75 1.75 175
Tax Revenue 101.28 100.68 100 99.57

Total Fixed Bribes (b) 88.93 93.47 100 105.27
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Role of corrupt officials.

Benchmark

ay =2.0 a, = 1.63 a, = 1.63 a, = 1.63

a, = 1.14 a, = 1.14 a, =0 a, = -1
Mean Size 5.07 4.84 8.64 13.73
Output 99.73 100 102.42 103.90
Emp. Share 100+ 377 36.54 49.33 55.17
Avg. Tax-small-bribe (%) 7.91 .93 7.66 7.66
Avg. Tax-big-bribe (%) 299 2.60 2.17 2.20
Avg. Tax-small-no bribe (%) 15.09 15.09 15.05 14.85
Avg. Tax-big- no bribe (%) 20.26 20.27 20.32 20.20
Avg. Bribe-small (%) 13.94 13.83 10.83 10.45
Avg. Bribe-big (%) 3.49 3.48 3.32 3.31
Avg. Managerial Quality 100.66 100 114.52 132.43
Z. 3.99 4.01 4.07 4.09
- 4 1L.73 175 1.80 1.82
Tax Revenue 99.06 100 A | 25.76

Total Fixed Bribes (b) 120.83 100 460.37 663.41




Conclusion

® This study shows that big plants in Tiirkiye spend a smaller fraction of
their output on bribery compared to small plants.

® Given that bribery opportunities exist, the effect of size dependent
distortions 1s reduced, as managers can decrease them with bribery.

® In addition, changes in the distortion level have smaller effects on the
aggregate economy, as they can be ruled out by bribery compared to cases
without bribery opportunities.

® Future studies can conduct more precise calibrations with more detailed
datasets for both plant size and bribery payments.



