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Entry Regulation, Corruption and Anti-corruption Policy

Nie Huihua; Li Chen

Abstract: This paper builds a mixed oligopoly model to explain government’s optimal anti-corruption
policy under different institutional environment. We find that: (1) If the corruption cost is low enough and
government does not pay much attention to the employment, "treating symptoms" (retaining regulation but
fighting against corruption) is the optimal anti-corruption policy. (2) When government attaches great
importance to the employment, no matter what corruption cost is, "treating the root" (removing industry
regulation to eradicate corruption) is the optimal anti-corruption policy. (3) When government pays
attention to the employment and corruption cost is relatively low, or when government does not pay much
attention to the employment and corruption cost is relatively high, "keeping status quo" (allowing the
existing of regulation and bribery) is the optimal choice. (4)"Treating symptoms" leads to the lowest total
social output and the highest price; "Treating the root" leads to the opposite result; "Keeping status quo"
leads to one in between. The conclusions of this paper have important theoretical enlightenments for the
current anti-corruption policy.
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