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Preface

This book is intended to provide an introduction to the economics of crime.
As such, it can be used in a variety of ways: as a supplement to an introduc-
tory course in microeconomics, as a basic framework on which to build an
advanced course in the economics of crime and some other “issues” courses,
or as the primary textbook in an economics of crime course directed to an
audience with a limited background in economics. Our primary intention in
writing the book was to fulfill the latter purpose.

For a number of years we have been teaching an undergraduate course in
the economics of crime in which a large percentage of the students are not
economics majors. The course is particularly well populated by criminal jus-
tice majors. Although most of these students have had a course in the prin-
ciples of economics, some have not had both micro- and macroeconomics,
some had difficulty with introductory economics, and some have limited re-
call of, or interest in, the material encountered in their previous economics
courses. For this reason we have written the book for an audience which has
had only limited exposure to economics. We therefore include brief defini-
tions of many concepts and terms (e.g., price elasticity of demand) the first
time they are used in the book. The level of analysis is intended to be such
that a student with no previous training in economics can comprehend the
material with the help of an instructor. More sophisticated analyses or ad-
vanced issues are occasionally suggested, or contained or referenced in foot-
notes. Thus the material in the book can be made to challenge the more
advanced student as well.

Throughout the book the emphasis is on presenting a consistent frame-
work in which to analyze and develop public policy for dealing with the
problem of crime. Public policy and social issues are emphasized, sometimes
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at the expense of detailed institutional or descriptive material or more ad-
vanced theoretical constructs. The development of an economic framework
for analysis and the presentation of empirical studies to support it are aimed
toward policy. What are the implications of the analysis for public policy?
What policy options are available? How effective would those alternatives be?
What information do we need to make intelligent decisions? Our intention is
to develop a few recurring themes and a way of analyzing crime in society.
Our hope is that the student will come away from the course with a new
perspective on crime and with a general approach to the analysis of crime
and of possible ways of dealing with it which can be applied to new situations
or data.

The first half of the book is devoted to developing a theoretical frame-
work. Chapter 1 provides a brief introduction to the subject matter. Although
in teaching the course we begin by devoting a substantial amount of time to a
discussion of the dimensions of the crime problem, data sources, and so forth,
we have abbreviated this discussion in the introductory chapter. The instruc-
tor can, of course, supplement Chapter 1 with additional current statistics
and issues. Development of the theoretical framework begins in Chapter 2
with a discussion of the economic impact of criminal activity. Chapter 3 de-
scribes an economic theory of criminal behavior. Using these two chapters as
a foundation, Chapter 4 discusses various aspects of the optimum allocation
of resources to the criminal justice system. This is the most difficult chapter
in the book for students without a background in economics. However, once
Chapter 4 has been mastered, the battle has been won, and the rest of the
material in the book should readily fall into place.

Chapters 5 through 9 apply the theoretical material to an analysis of vari-
ous categories of crime: crimes against property, crimes against persons, crimes
without victims, the markets for illegal drugs, and organized crime. The final
chapter highlights some of the major themes and issues in the economics of
crime.

Preparation of earlier editions of this book would have been impossible
without the support and assistance of many individuals. In particular, we would
like to thank several anonymous reviewers for their thoughtful and construc-
tive comments. We would also like to thank Nasreen Akanda, Maria DaCosta,
Joseph DiMartino, Gustavo Aristabal and David Walsh for their careful biblio-
graphic work and Cheryl Noakes, Sheila Palma, Pauline Sayers, David Agdern,
Jennifer Dawson and Ellen Shoner for their expeditious handling of the typ-
ing chores. Additionally we would like to thank Linda Woods and Steven
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Morrison for identifying some very important material for us. Finally, a “thank
you” is due to Sylvia Goldberg for overseeing all of the operations that went
into the manuscript preparation for several of the earlier editions.

Daryl A. Hellman
Neil O. Alper
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1

Introduction to the
Economics of Crime

Crime is a major social concern which has received increasing attention in
recent years. In this book we are going to try to analyze the reasons for the
crime problem and evaluate various public policies for dealing with it. While
an adequate understanding of criminal behavior, as well as policy design, may
require a multidisciplinary perspective, the focus of this book will be on an
economic approach to understanding criminal behavior and designing effec-
tive policies for dealing with the problem of criminal activity.

To the economist, crime is rational behavior—a choice that is made by a
person or persons in deciding how best to spend their time. In making the
choice, individuals consider what they stand to gain and what they stand to
lose; that is, they consider the benefits and costs of using their time in differ-
ent ways—working legally, working illegally, or not working at all. One impli-
cation of this approach is that individuals have some knowledge, not neces-
sarily perfect, of the benefits and costs associated with different actions.

Because of the assumption of rationality, economists would hypothesize
that punishment deters crime. This does not mean that in every instance in
which punishment increases we can expect to see crime decrease. The rea-
son for this, as we will see in Chapter 3, is that there are other factors which
also affect crime rates—other benefits and costs to the individual which must
be considered. In addition, as we will also see, the concept and measurement
of punishment costs is somewhat complicated. But economists would argue
that, other things being equal, an increase in_expected punishment costs
should decrease crime.! Finally, of course, there may be instances in which
the assumption of rationality is not appropriate, for example, in “murders of




2 EcoNnomics oF CRIME: THEORY AND PRACTICE

passion.” The extent to which an economic approach is useful in analyzing
such crimes is discussed in Chapter 6.

The economic model can be compared with those of other social sci-
ences. To the sociologist, crime is deviant behavior. The deterrent effect of
punishment concerns the role of sanctions in generating conformity. Much of
the earlier empirical research on the question of the ability of punishment to
deter crime has been done by sociologists and social psychologists, albeit
with a different perspective and perhaps sometimes with different expecta-
tions regarding its effectiveness.” Sociologists or psychologists may also focus
on other aspects of the role of punishment, such as the importance of the
type of norm being sanctioned, the motivation behind the deviant behavior,
the importance of perception of sanctions, or the impact of class, race, age,
or sex on deviant behavior.?

Some of the concerns of sociologists, psychologists, political scientists,
and other social scientists who study criminal behavior can be incorporated
within the economic model. This is because economists argue that the gains
and costs of criminal behavior include psychic elements. These psychic costs
and benefits become a catchall for all kinds of psychological, sociological,
and political phenomena. For example, one possible gain to a juvenile from
the crime of vandalism is peer approval. The gain to a radical political activist
from a bank robbery may be a chance to make claims against the political
system which must regulate conflict. To the economist, these are examples of
psychic gains from crime. These are not emphasized in the economic model,
nor are they examined, and appropriately so; they are topics for investigation
by other disciplines. But their inclusion in the economic model and their rec-
ognition in empirical work permits the establishment of links between the
research of economists and that of criminologists and other social scientists
interested in studying criminal behavior.*

Our economic analysis begins in Chapter 2 with one economic aspect of
criminal activity—the economic impact of crime. This is an important part of
our analysis because it will suggest what we stand to gain by reducing crime,
and therefore, the amount it is worth spending on law enforcement and crimi-
nal justice. In this chapter the tools of supply and demand are introduced.

In Chapter 3 an equally important economic aspect of the analysis of
crime is addressed—development of an economic explanation of criminal
behavior. This is essential for the design of public policy to reduce crime,
for the first step in such design must be an understanding of why crimes are
committed.

The following chapters defines the problems of economic choice which
are faced in the production of law enforcement and criminal justice, and
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describes tools for implementing those choices. The remaining chapters apply
the theoretical framework developed in the earlier chapters to an analysis of
various types of criminal activity.

While the theoretical framework to be developed here is intended to be
applicable to a wide variety of criminal activities, the specific analyses or ex-
amples are limited to certain categories of crime. There are a large number of
activities, or behaviors, which are classified as criminal. According to the U.S.
Crime Commission, there are more than 2,800 federal crimes and a much
larger number of state and local ones.> Some crimes involve bodily harm; oth-
ers involve stealing, public morals, or government revenues; still others in-
volve regulation of the economy or creation of hazardous conditions. Some of
the newest crimes are those associated with the Internet and the World Wide
Web and are known as cybercrimes.

The focus of this book will be on a limited number of criminal activities,
although these activities represent those for which the most data are available
and in which the public seems to be most intercsted Specifically, the crimes
analyzed are the EBl index crimes, white collar crime, “victimless” crimes,
and organized crime. T

FBI INDEX CRIMES

Let us begin with FBI index crimes. This term refers to eight specific of-
fenses, and attempted offenses, which are counted by the FBI in compiling
me"fcvbf serious crimes. These figures are published regularly in Uni-
Jorm Crime Reports. Later we will evaluate the crime index as an indica-
tor of the seriousness of the crime problem. For now, let us simply find out
what the index crimes are.

The eight index crimes can be divided into two parts: violent crimes (same-
times referred to as crimes against persons) and property crimes. Four violent
crimes are included in the index: murder and non-negligent manslaughter, forg-
ible rape, robbery, and aggravated assault We will briefly define each of these
here. Detailed definitions are contained in the appendix to this chapter.

Murder and non-negligent manslaughter are both forms of willful homi-
cide—the killing of one human being through the willful act of another.
Criminal homicide also includes negligent manslaughter—the killing of one
human being through the gross negligence of another. Negligent manslaugh-
ter, however, is not included among the index crimes. For brevity, this
category of crime is sometimes called willful homicide or, more simply,
homicide or murder.
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Forcible rape refers to the carnal knowledge of a female, forcibly and
against her will. Incidents in which physical force is not involved or the vic-
tim is under the J& age. - of consent are not counted in the index. While some
qt:ﬁg:{atutes have degenderized this crime, in the FBI counts, the v1ct1m is
defined as femalg, e

Robbery is the taking or attempting to take anything of value from the
care, custody, or control of a person or persons by force or threat of force or
violence and/or by putting the victim in fear. Robbery therefore involves a
property crime, or theft, aggravated by the use or threat of force against a
person(s). Thus, it combines elements of crimes against persons and crimes
against property.

Aggravated assault is an unlawful attack by one person upon another for
the purpose of inflicting severe or aggravated bodily injury.

Index crimes also include four crimes against property: arson, burglary,
larceny-theft, and motor vehicle theft. Arson is the intentional damaging or
destruction by means of fire or explosion of someone’s property without con-
sent, or of any property with intent to defraud. In 1978 the U.S. Congress
mandated that arson be added to the FBI serious crime index. Previously it
was not one of the index crimes. Systematic data on arson is just beginning to
be available.

Burglary is the unlawful entry into a structure to commit a felony or theft,
whether or not force is used. Attempted forcible entries are also counted as
burglaries.

Larceny-theft is the unlawful taking, carrying, leading, or riding away of
property (except motor vehicles) from the possession or constructive posses-
sion of another. Larceny, unlike burglary, does not involve unlawful entry. Lar-
ceny includes crimes such as pickpocketing, purse snatching, and shoplifting.

Motor vehicle theft is the theft or attempted theft of a motor vehicle.

These c&g offenses are also referred to as Part | ofﬁcgses In Chap-
ter 5 we analyze index crimes against property, mcludmg robbery and white
collar crimes. Chapter 6 focuses on violent crimes, or crimes against persons.
The remaining chapters analyze a few other crimes which are not part of the
FBI index—victimless crimes—with a chapter devoted to the markets for two
illegal drugs, heroin and cocaine, and a chapter devoted to organized crime.

The most complete crime data are available for the index offenses. The
FBI's uniform crime reporting (UCR) program, approved by Congress in 1930,
collects, compiles, and publishes national crime statistics on offenses known
to the police. Figures are published annually as part of the Uniform Crime
Reports. Detailed information on offenses, arrests, and charges for criminal
offenses is available for the index crimes. In addition, the FBI collects and
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publishes figures on persons arrested and charged for a wide variety of other
crimes, including “victimless” crimes. These crimes are included in what are
called Part II offenses.

The FBl is in the process of introducing a redesigned UCR program, called
the National Incident-Based Reporting System (NIBRS), which will ex-
pand the information collected from local law enforcement agencies.® The
redesigned program collects information on each incident, victim, offender,
arrestee, and any property involved with the crime. The crimes include the
eight index crimes and 14 additional crime categories. The FBI started accept-
ing NIBRS data in 1989, but as of 1998 only 18 state data reporting programs
have been certified to provide data on their crimes. The pace of implementa-
tion is hindered by several factors including the lack of resources.

ReceNT TRENDS IN THE AMOUNT OF CRIME

Using data from the Uniform Crime Reports, it is interesting to look at what has
been happening to the number of index crime offenses over the last several
years. Table 1-1 shows the total number of offenses in the United States for
each of the index crimes for selected years from 1960 to 1998. It is important to
realize that these figures represent only offenses known to the police either
from citizen complaints or from independent police discovery. The figures,
therefore, do not necessarily reflect the actual number of crimes committed.

Figures are given for seven of the offenses separately, for total property
crimes excluding arson (burglary, larceny-theft, and motor vehicle theft), for
total violent crimes (murder, forcible rape, robbery, and aggravated assault),
and for total index crimes (the sum of the seven crimes).

As the figures clearly indicate, the number of reported offenses for all
crimes increased substantially over the period from 1960 to 1980 (while not
reported in the table, the trend continued through 1981). The percentage
increases in each category are listed at the bottom of the table. The early
1980s was a period of decreases in reported offenses through 1984, with
increases in each subsequent year through 1991. Explanations for the decrease
in criminal activity include a decrease in the proportion of the population
most likely to commit crimes, and changes in the certainty and the severity of
punishment for criminal activity. Reasons for the increase to record levels in
1991 are unclear, but are believed to be related to increases in drug and drug-
related crimes; changes in the attitudes of young people to the use of violence
in dealing with conflicts; the lack of supervision at home associated with the
growth of two-earner families and households headed by working women,;
lack of government supported social programs; and the worsening economy
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of the early 1990s.” Since 1991 the number of index crimes reported to the
police has continually decreased. This decline, which has been across all the
index crimes, is associated with a period of increased criminal justice expen-
ditures and harsher, mandatory sentences.

The figures in Table 1-1 are somewhat misleading as indicators of changes
in the seriousness of the crime problem over that period. For one thing, the
population of the country increased over that time (see Table 1-2), so that
even if the public were neither more nor less “criminal,” we would expect
the number of crimes to increase simply because the number of potential
criminals—and victims—has gone up.

To correct for this, criminal offense statistics are often reported as a
crime rate (i.e., the number of reported offenses divided by the size of the

population): T St o
(/' Crime rate = number of crimes \ fﬁ (1-1)
S~ population—" "

P

The resulting number gives the number of crimes per person, or per capita.
When we are looking at national figures, because the denominator is the en-
tire population of the country, which is a very large number, the rate is often
expressed as the number of crimes per 100,000 people.

Table 1-2 contains population figures for the United States for selected
years from 1960-1998 and crime rates for each of the same categories con-
tained in Table 1-1. The figures were obtained by simply dividing the number
of crimes for a particular category and a particular year (from Table 1-1) by
the population for that year.

The figures in Table 1-2 present a somewhat different picture. While
from Table 1-1 we see that the number of index crimes increased by 268.2
percent from 1960 to 1998, the index crime rate increased by only 144.6
percent over that period. The rate of violent crimes increased faster than the
rate of crimes against property—by 252.0 percent compared to 134.6 per-
cent. The crime rate with the largest growth is aggravated assault, with an
increase of 318.7 percent. With few exceptions, the rate of crime for each
category increased every year during the 1960 to 1981 period and decreased
during the 1982 to 1984 period. With the exception of burglary, all the crime
rates increased over the seven years starting with 1985, with all but two (mur-
der and burglary) reaching record levels. Since 1991, the overall crime rate
has decreased, as have the rates for each of the index crimes listed in Table
1-2. For all the crimes they are at their lowest levels in decades, with the
murder, robbery and burglary rates not being this low since the late 1960s.
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