ECONOMICSOF CRIME
The effects of crime act upon the economy in twoary ways. Microeconomics deals with the
effect on individuals and businesses. Macroecon®ndieals with the effect on the local
community, national, and international economiesdiMiduals and businesses can easily
understand the effect of crime in their everydagivdies. However, most individuals and
businesses have difficulty understanding the efééatrime on the community, national, and
international levels.

Cost Reality

The cost of crime on the economy in the U.S., igakia and in most nations of the world is now
at a staggering height. The outlook does not laok lzetter. There is no real compensation for
emotional and social harms done to members of &tydoy criminal acts. The average citizen
would be shocked to know the actual costs. Thexenarconsolidated figures as to the total cost
of crime. However, if all the various costs werengaed into a consolidated figure, then they
would surely be enormous. The cost of crime invelak of the following elements:

i. Law enforcement: This encompasses the cost of training and mainigi a police
department and all of its support staff, equipmbuoiidings, etc.

ii. Crime prevention: This involves all the community programmes that twyhelp prevent
crime. Common programs include Crime Stoppers, @chmgrammes, and various other
programmes sponsored by local community tax monies.

iii. Drug prevention and rehabilitation: This involves both public and private financingtiB
government and private organizations offer programgrevent and rehabilitate drug and
alcoholic offenders. This costs money to both thepayers and the patients.

iv. Incarceration: It costs the taxpayers a lot of money to houspesvise, train, feed, clothe,
and provide medical care for inmates in a jail etetition centre.

v. Courts: Operating and maintaining the court system cthietdaxpayers many tax dollars. It
involves judges, court reporters, clerks, buildjres.

vi. Prosecutors: The costs of employing prosecutors and theirfstdfuildings, and all of the
associated costs of operating and maintaining tlaen enormous, especially in large
metropolitan areas.

vii. Public defenders: Many defendants are not able to afford defenesdas; therefore, the
taxpayers must foot the bill. This bill includesst®of defence lawyers, their staff, and all the
costs of operating and maintaining them.

viii.  Hospitalization: A significant cost to society as a whole is heattine costs. Medical
costs for criminals, victims, and those involvedthe justice system are a significant item.
With the increase in AIDS and other diseases,dbs has become even more of an attention
getter.

iX. Businesses. Businesses suffer losses when customers or esgsdogteal from them. They
have to raise prices or lay off employees becatifeeits.



X. Insurance companies. Individuals and businesses that have insuraneelfims for losses
that they suffer from crime. This, in turn, cauggsurance companies to raise premiums to
individuals and businesses.

The cost of crime can be very high. Some peopletlay some types of crime do not cost
society, i.e., illegal gambling and prostitutiorowkver, you can see that it does cost society. Let
us take an example of a simple case. A bookmakesthets from his bettors. It is illegal in his
area. The bettors are not forced to place betsy plece wagers because they want to “place
their money where their mouth is.” Most bettors amddle-class workers. The bookmaker pays
off the winners and collects from the losers. WHaw enforcement makes an arrest after
considerable investigation, they must put the baaken in jail. The bookmaker usually posts
bond or bail and is out after a short period. Thbelkmaker claims poverty and must retain a
public defender. The case goes to trial and th&mader is found guilty. He is sentenced to 60
days in the county jail.

The cost to society in terms of money in this exiemp high. First, the bettors who placed the
bets should not have placed bets, since they vaing their hard-earned money that should have
been used to pay their living expenses. It costseyndo the taxpayers to pay the salaries of the
investigators and their supporting staff to lootoithe bookmaker. In addition, it costs taxpayers
money to try the bookmaker in court. The judgesthed staff have to draw salaries and pay for
their expenses. It costs taxpayers even more mimnleguse the bookmaker in jail. The taxpayer
has to pay for food and medical costs while thekbmaker is in jail. Also, jailers and correction
officers must be paid, along with their benefitsgtmrd the bookmaker while he is in jail. It
costs taxpayers for the detention facilities. Theljg defender must be paid from public funds.
One can see that it costs society in dollar termes ¢hough there is no violence. This example
can apply to other “victimless” crimes, i.e., traffiviolations, prostitution, and other
misdemeanours.

Microeconomics

This segment of economics deals with individuald @usinesses. The primary effect is the
direct loss of money or property by the victim. rfrost cases, the dollar amount of money or
property can be determined after the commissioth@fcrime. In other cases, this may not be
true. There are a few crimes where the reputatidheovictim is damaged. The victim usually
suffers a loss. Any person or business can becomietin. The cost to the victim can be
enormous, or there can be no economic loss. The tmghe local community and the nation can
be enormous when considering the total costs. DHewiing examples of crimes show how
victims can suffer a loss.

i. Arson: This is the criminal act of deliberately settingefto a propertyThis crime can affect
both the victim and the insurance company. If tleéim has no casualty insurance coverage,
then the business or individual will undoubtedlypag out of business or home if the owners
do not have the capital to rebuild. If the victimshinsurance, then the insurance company



has to pay the claim. If the casualty is causethbyvictim in order to collect insurance, then
the insurance company can refuse to pay and thenvigill normally suffer the loss. In
either case, one or the other, or both, will reaidoss of property or money.

ii. Bankruptcy Fraud: This crime affects the creditors of a business.yT$l@p goods to a
customer with the expectations of receiving paynoenagreed terms. The customer diverts
the goods elsewhere and does not make the payimentreditor suffers a loss of not only
the cost of the merchandise but also the grosstgrdfor small businesses, this can be
devastating. They are usually not able to recoverldsses. For larger businesses, they pass
the loss, which could take weeks, months, or ewsrsyto recover, on to other customers by
raising their prices.

iii. Forgery and Uttering: This crime usually involves writing bad chequescashing stolen
cheques. The amount of the loss is the amounteothieque(s) involved. This crime also
involves the criminal submitting false or forgedcdments to obtain a financial gain.

iv. Larceny: Larceny is also called theft. It involves thenunal taking of property from a
victim. The value of the property is the econonaigsl incurred by the victim.

v. ldentity Theft: This crime involves using the identity of the tiic to obtain financial gain.
The criminal uses the victim’s Social Security n@mbr driver’s license number to obtain
credit. The criminal uses credit to obtain goodd services. The goods and services are not
paid by the criminal. The creditors try to get thietim to pay the bills. Even though the
victim does not have to pay the bills, it ruins tnedit standing of the victim. In this case, the
creditors suffer the economic loss.

vi. Loan Sharking: This involves a situation where a borrower isuiegd to pay interest at a
very high rate. Usually, the interest is so highttthe borrower can never get the principal
reduced. As a result, the loan shark may use welegainst the borrower, which in turn
results in the borrower getting further behind aos fpayments because of additional bills,
e.g., medical expenses. In the case of organizet cthe borrower may be forced to commit
some other act, usually economic, which will eitregray the lender or help the lender to get
some economic advantage.

vii.Credit Card Fraud: Most stolen credit cards are stolen before theghraae intended
customer, although many credit card numbers arerstoy store cashiers or other store
employees. In some cases, credit cards are coeitéel;f sometimes using legitimate
numbers. Stolen credit cards are used to purchasehandise that is fenced to an
illegitimate vendor. The vendor in turn sells therohandise for cash. The cardholder is not
liable for the purchases if he reports the thethcredit card company within 30 days. This
requires the cardholder to review his statemengsyewmonth. After he discovers that his card
is stolen, he is still out some money, usually $&@r the credit card company is notified.
One organized crime group ships the goods ovefeeassale. Credit card companies report
that they lose multiple millions of dollars throughedit card fraud. This is the primary
reason for them charging high interest rates db1¥8%, or even higher in some states.



viii.  Mail-Order Operations. This crime occurs when a customer sends moneynaik
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order house for the purchase of merchandise andndikorder house does not send the
merchandise, but pockets the money. This is call@doiler room” operation. Some states
have required licensing of telemarketers. Thisi@sprevented or deterred these operations,
but it has made it somewhat easier to track dowrupbtelemarketers by law enforcement.

iX. Medicare/Medicaid Fraud: This crime involves health professionals obtagnin

Medicare/Medicaid numbers from patients. The hepttifessionals submit false claims to
the government for goods and services not providetie patient. This is fraud against the
government. This can apply to the National Healdulance Scheme in Nigeria.

Repair Fraud: This crime involves various types of repairmen wftber do not fix the item
needing repair or charge for services not perforriiéé victim suffers a loss by the amount
charged by the repairman.

Skimming/Embezzlement: Skimming involves the diversion of business rpteifrom the
business, in effect stealing from the businessthadjovernment. The owner of the business
is usually trying to hide money from either the tollector or a partner. Embezzlement is
the stealing of money from the employer. The ecandass is the amount of funds diverted
or stolen.

Stock Manipulation: Stock manipulation is the transfer of stock betwesated entities or
people in order to increase the market value. Whervalue is high, normally far above the
market value, the stock is sold to other investoaser, the value of the stock or bonds drops
to the actual market values. The investor latefessifa loss measured by the cost less the
amount realized when sold.

xiii.  Swindlers: The perpetrators of this crime are often refetoeds con men. The woodn
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is short for confidence. The criminal gains the aterice of a victim. When the con man has
a victim's confidence, then he or she will take mome property from the victim and
disappear. The economic loss is determined by ri@uat of money or property lost by the
victim.

Nar cotics: The use of narcotics by consumers has devastetfagts at both the micro-
and macroeconomic levels. This section deals vghrmicroeconomic level. First, narcotic
use diverts consumers’ funds to narcotics, instefador everyday living expenses. The
narcotic user becomes addicted, which drives tke taswant to buy more and more. After a
time, the narcotic user will use all his resourt@spurchase the illegal substance. Crack
cocaine is one narcotic that will do this in a tigkly short time. There is no such thing as a
casual drug user. The narcotic user will eventuddlyanything to get funds to purchase more
narcotics. The user’s performance on his job diepd absenteeism increases. Eventually,
the user will lose his job. In some instances, liesteal from his employer and may get
caught. Narcotics users would rather pay for n&sdhan for their living expenses. When
they lose their jobs, they resort to borrowing atehling from others. The street pusher, who
sells the narcotics to the consumer, is usuallgexr himself. If not, the pusher is trying to
make money in order to get out of his economicadigressed state. Street pushers have been



found to be as young as 12 years old. In recensyeaminal organizations like to have kids
do their drug pushing because they do not serve timjails or correctional centres. Also,
they have an easy market for drugs because thegalato elementary, middle, and high
school students. The drug kingpins reap the majufitp from drug trafficking. They usually
do not use or possess any drugs. They control aadtdhe shipments and distribution of
drugs. A major part of the profits goes to the dkingipins. This, in effect, causes the wealth
of a community to become concentrated from the ntanthe few. In small communities,
this can be readily evident by observing who thalthg people are in the community and by
their occupations or business ventures. In metigpoareas, this is not so evident because of
the intermingling of wealthy people from both legal illegal business ventures.

M acr oeconomics

Macroeconomics deals economic realities that affeet local community (city or county),
regional, national, and international levels. Acadeis interested in the economic aspects of
crime. Law enforcement is also interested. Larg&apelitan police departments monitor crime
areas in order to move resources to combat it.odarifederal agencies have economic or
statistical units. These units keep track of vasitypes of crimes.

i. Organized Crime
Organized criminal organizations operate at bbéicro- and macroeconomic levels. Legally
speaking, organized crime is defined as three oenmatividuals. Actually, they range from a
handful to thousands of members. These individusiglly operate as a group. Their main goal
is financial gain. In some organizations, powerristaer goal. Organized crime provides the
biggest threat to local communities and the nation.

Manufacturing and mining operations are the onljomadustries that do not appear to be
heavily infiltrated. A major concern with organizegine involvement in legitimate industries is
that threats and intimidation may be used to licoinpetition and obtain excessive profits. The
measurable result of such activities is highergwiclTaxes are not paid on much of the income
generated by organized crime; implicitly, this désun higher taxes being imposed on the
incomes of other citizens to make up for this losgax revenues. Based on the lower-level
estimate of organized crime income ($29.5 billianil the assumption that taxes are not paid on
60% of this criminal income, it is estimated thargonal taxes on other citizens were $6.5
billion higher than would be the case if all orgaed crime income were taxed.

* Local Industries: In the local community, organized crime operatesy businesses, legal
and illegal. Organized crime likes to operate #legctivities in communities as follows:
Prostitution, Gambling, Narcotics trafficking, TraKing in stolen goods, Auto theft and
repairs, Extortion, lllegal liquor making or didtution, Trafficking in tobacco.

Local businesses that organized crime likes toaipen the legal arena are: Construction,
Waste removal, Garment industry, Food processiistyilalition, and retailing, Hotels, Bars,



Banking, Business and personal services, Legaligathbling, Liquor retailing and
wholesaling, Entertainment, Motor vehicle sales aaphirs, Real estate, Other cash-oriented
businesses. It likes to operate these businessethriEe reasons. First, it can launder its
illegal profits through a legitimate business. Secancan skim profits by various methods.
Last, if organized crime can obtain a monopolyhe &rea, then it can get higher prices for
its products and services. This results in grgaeiits.

* International
Macroeconomics deals not only with national ecomomblicies, but also with the
international economic arena. This section death e international impact of organized
crime. International organized crime is almost lsolevolved in narcotics trafficking;
however, this is changing. Basic narcotics substarere produced in one country and
exported to another country where they are soldhfigye profits. A lot of the huge profits are
returned to the country where the narcotic substwm@re produced. These profits are used
not only to acquire wealth, but also to acquire eguwvhich can be almost as great as the
government itself.

Rational Choice Theory

This is a theory that that explains the way crifgngant to behave in the society as regards to
whether he is rational or irrational. It is a bafieory that explains a part of the economics of
crimes. According to this theory, a criminal is notional but rather ecologically rational,
outfitted with evolutionary conserved decision mieduadapted for survival in the human
ancestral environment (Winden and Ash, 2009).

Becker’s Rational Choice model, where an indivitudecision to commit a crime is based on
the costs and benefits (1968). In this modelpatential criminals have a benefit of crir(i®,
includes both the financial and any expected pdgcical benefits of crime. An individual
committing crime faces costs from law-enforcemestivdies. The severity of the punishment
including fines and jail time is one part of theéalocost, and the other part is the probability of
getting caught. Therefore, the costs will equalghobability of punishmergp) times the cost of
punishmenic). Thus, the net expected returns from crime edupt. Standard differentiation
tells us that the number of criminals rises asseg; and falls as p or c rises. Therefore, the
individual decision to commit a crime is conditibo@on the following stipulation(b-pc) > 0.

Isaac Ehrlich analyses the effects of income learl$ distribution on crime in 1973. He argues
that payoffs to crime, especially property crimepend primarily on the opportunities provided
by potential victims of crime, as measured by thedian income of the families in a given
community. He also considers the effect of unempleyt on crime rates. He views the
unemployment rate in a community as a complemenirdicator of income opportunities

available in the legal labour market. In his engaiti research and study, he finds that
unemployment rates are less important determinafitscrime than income levels and



distribution. These variables are a measure obuppity cost(o) which could be added to
Becker’s model
=b-(pc+0).
Based on the assumption that the individual prefege are constant, rational choice theory can
be used to predict how changes in the probabifity geverity of sanctions and in various socio-
economic factors may affect the amount of crime.
However, there are some limitations to the ratiahmalice theory. They include:
® |tis based on guess that individuals i.e. cringraak all rational
e (Critics of this theory also ask as to whether pugéroffenders indeed have sufficient
information to calculate the outcomes of their ragiti

Behaviour of Criminals

Economic models of criminal behaviour have focusedanction effects (e.g. deterrence issue)
and the relationship between work and crime. Inntlagn context, these models have not directly
addressed the role of education in offending. ildde argued that unemployment is the conduit
through which other factors influence the crimesrdtor example, poor educational attainment
may be highly correlated with the incidence of @im

The economic model of crime is a standard modeleaision making where individuals choose
between criminal activity and legal activity on thasis of the expected utility from those acts. It
is assumed that participation in criminal activig/ the result of an optimizing individual
responding to incentives. Among the factors thitémce an individual’'s decision to engage in
criminal activities are:

¢ the expected gains from crime relative to earning® legal work;

¢ the chance (risk) of being caught and convicted;

¢ the extent of punishment and,;

¢ the opportunities in legal activities

The Demand and Supply of Crime

Just like economics, crime can be formed into lgraf supply and demand of crime. The
demand for crime is downward sloping, identicaiite demand for economics.

The demand side, or the marginal benefit, of crisnthe relationship of the number of crimes
and total earnings. Crimes such as drugs and gaghaie considered to be normal goods, rather
than inferior so as the price increases, consumirbuy less and vice versa.

The supply side of crime is upward sloping anches $ame concept of marginal cost. This will
be the negatives of committing a crime. These bhelthe opportunity costs of components of
the criminal system such as legal fees, a legignalb, and prison time. These are factors that
must be considered when determining whether to abmgrime.
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If demand for crimes were to increase, the quarmtitgrimes would increase and the earnings
would increase. If demand for crimes were to demethe opposite would occur; the quantity
and the earnings would both decrease.
If supply for crimes were to increase, the quantitycrimes would increase and the earnings
would decrease. If supply for crimes were to desethe quantity of crimes would decrease and
the earnings would increase.
The motivation behind most early applications otlB®’s model was to examine the impact of
legitimate labour market experiences (e.g., uneymémnt) and sanctions on criminal behaviour.
Broadly speaking, the empirical findings are that:

e poor legitimate labour market opportunities of piEd criminals, such as low wages and

high rates of unemployment, increases the supptyiofinal activities and
® sanctions deter crime



