The Economics of Crime

Who Pays, Who Profits, and Why It Matters
Crime Is Also an Economic Activity

Crime is usually discussed in terms of right and wrong, public safety, and punishment. Yet much
of it has another dimension that receives less attention: economics. From the bank robber seeking
a quick fortune to the corporate executive manipulating financial records, many criminals are

motivated by the same desire that drives legitimate economic activity—the acquisition of wealth.

There is, however, an important distinction. Legitimate businesses generally create value by
providing goods or services that customers willingly purchase, while criminals frequently
acquire wealth through theft, fraud, coercion, or deception. Nevertheless, both lawful and
unlawful activities respond to economic incentives, opportunities, and risks.

Crime also generates substantial economic activity outside the criminal world. Police
departments, courts, correctional institutions, insurance companies, and private security
businesses all devote resources to preventing or responding to criminal conduct. Without crime,
much of that activity would be unnecessary. This raises an intriguing question: If crime creates
jobs, generates spending, and circulates money through the economy, can it actually be
good for business?

The Criminal as an Underground Entrepreneur

In a manner of speaking, bank robbers, burglars, drug traffickers, and financial fraudsters operate
as entrepreneurs in an underground economy. They identify opportunities, evaluate potential
rewards, organize resources, and accept risks in pursuit of financial gain. Unlike legitimate
entrepreneurs, who may risk their savings or borrowed capital, criminals risk apprehension,
imprisonment, and the loss of illegally acquired assets.



Economists sometimes describe criminal behavior through a cost-benefit model. A potential
offender weighs the anticipated reward against the probability of being caught and the
consequences of punishment. Research summarized by the National Institute of Justice suggests
that the perceived likelihood of apprehension is generally a more effective deterrent than the
prospect of an especially severe sentence.

Not all crimes fit this model. Violence driven by anger, substance use, or personal conflict may
have little to do with financial gain, and criminal decisions are not always rational. Nevertheless,
economic reasoning helps explain many offenses involving theft, fraud, trafficking, and
organized criminal enterprises.

Supply, Demand, and the Criminal Marketplace

Crime sometimes operates according to familiar principles of supply and demand. Where
consumers are willing to purchase prohibited goods or services, illegal suppliers may emerge to
satisty that demand. American Prohibition provides a classic example. When the Eighteenth
Amendment and the Volstead Act restricted alcoholic beverages, public demand did not
disappear. Instead, smugglers, bootleggers, and organized criminal groups supplied a thriving
underground market.

Prohibition encouraged corruption, violence, and competition over lucrative distribution
networks. When national Prohibition ended in 1933, much of the market returned to lawful
businesses subject to government regulation and taxation. Similar economic forces operate today
in illegal drug markets, counterfeit merchandise, stolen property, and certain forms of
cybercrime.

The supply-and-demand analogy has limitations, however. Victims of robbery or fraud are not
willing customers, and the demand for stolen goods exists separately from the theft itself. These
distinctions help explain why different types of crime require different prevention strategies.

Where Does the Stolen Money Go?

Criminals depend heavily on the legitimate economy. After all, a bank robber has little use for
stolen cash unless it can eventually purchase goods, services, or other assets. The same principle
applies to money obtained through fraud, embezzlement, or illegal trafficking.

Some proceeds are spent directly on consumer purchases, while other funds are used to acquire
vehicles, real estate, jewelry, or businesses. More sophisticated offenders attempt to disguise the
origins of their money through money laundering, which may involve transferring funds among
accounts, concealing ownership, or mixing illegal proceeds with legitimate business revenue.

Such spending generates income for merchants and service providers, but that does not mean the
underlying crime benefits society. Stolen money generally represents a transfer of purchasing
power from victims to offenders, often accompanied by additional losses from damaged
property, investigations, and efforts to conceal the crime. The important question is whether
society would have been better off if the crime had never occurred.



Crime Creates an Industry of Its Own

Consider the enormous network of organizations devoted to protecting people and property.
Private security companies install alarms, monitor buildings, and provide guards. Insurance
companies employ investigators and fraud specialists, while banks and retailers invest heavily in
surveillance systems and theft prevention.

Cybercrime has expanded this industry considerably. Businesses now spend substantial sums
protecting computer networks, financial accounts, and customer information from criminals
operating anywhere in the world. These expenditures support cybersecurity specialists, software
developers, equipment manufacturers, and consultants.

The public sector is equally extensive. Police officers investigate crimes, prosecutors and courts
administer justice, and correctional employees supervise convicted offenders. Collectively, these
activities support millions of jobs and numerous businesses providing equipment, facilities,
technology, and specialized services.

Yet there is an important distinction between creating employment and creating additional
wealth. A business that spends $100,000 repairing burglary damage generates income for
contractors, but it has also lost resources that might otherwise have financed expansion or new
products. Crime-related spending can stimulate particular industries while imposing a substantial
economic burden on society.

The Enormous Cost of Criminal Justice

Maintaining the criminal justice system requires a continuing commitment of public resources.
The Bureau of Justice Statistics reported that approximately 1.85 million people were
incarcerated in American prisons and local jails at the end of 2023, while millions more were
supervised through probation or parole programs.

Supporting this system requires correctional officers, administrators, healthcare personnel,
facilities, transportation, and equipment. These expenditures serve important public purposes, but
they also represent resources that could otherwise support education, infrastructure, healthcare,
or other government priorities.

Economists must also consider the costs borne by victims, including lost income, medical
treatment, property damage, emotional suffering, and diminished quality of life. Some
consequences, particularly the loss of human life or lasting psychological trauma, cannot be
adequately expressed in dollars. The true economic cost of crime therefore extends far beyond
police and prison budgets.

Does a Bad Economy Produce More Crime?

It seems reasonable to assume that crime increases when the economy deteriorates.
Unemployment, financial insecurity, and reduced opportunities can encourage certain offenses,
particularly those motivated by financial gain. However, historical experience demonstrates that



the relationship is not nearly as straightforward as it appears.

During the economic expansion of the 1990s, American crime rates declined substantially.
Researchers have identified numerous possible contributing factors, including changes in
policing, incarceration, demographics, and drug markets. Economic prosperity alone cannot
explain the decline.

Similarly, the Great Depression did not produce the simple nationwide explosion in property
crime that might be expected from extraordinary unemployment and poverty. Historical statistics
have limitations, but they illustrate the danger of assuming that financial hardship automatically
leads to widespread criminal behavior.

Economic opportunity matters, but so do education, family circumstances, community
institutions, policing practices, and the availability of legitimate alternatives to criminal activity.
Crime responds to a combination of economic and social influences rather than a single measure
of national prosperity.

Can Preventing Crime Make Economic Sense?

If crime imposes substantial costs on society, preventing it can produce economic benefits
beyond the immediate reduction in offenses. Consider a neighborhood experiencing repeated
burglaries. Residents may install expensive security systems, businesses may increase insurance
coverage, and property owners may hesitate to invest in improvements. Successful crime
prevention can reduce these expenses while making the neighborhood more attractive to
residents and investors.

The same principle applies to financial fraud and cybercrime. Preventing a major data breach can
spare a business the costs of restoring systems, compensating customers, defending lawsuits, and
repairing its reputation.

Economists evaluate crime prevention by comparing the cost of a measure with the losses it is
expected to prevent. Effective approaches may include better policing, improved security
technology, education, substance-use treatment, and efforts to reduce repeat offending. The
objective is to achieve the greatest improvement in public safety for the resources invested.

The Bottom Line: Crime Is a Costly Business

Crime and economics are inseparable. Criminals seek financial rewards, illegal markets respond
to consumer demand, and stolen money eventually circulates through the legitimate economy.
Meanwhile, society supports an enormous network of public agencies and private businesses
devoted to preventing, investigating, and punishing criminal activity.

But the fact that crime generates spending does not make it economically desirable. Much of that
spending represents an attempt to recover losses, repair damage, or protect against future harm.
The jobs associated with crime prevention are valuable, but the need for them reflects a costly
social problem.



The legendary bank robber Willie Sutton is often credited with explaining why he robbed banks
by saying, "Because that's where the money is." Whether Sutton actually uttered those words is
disputed, but the observation neatly captures the economic motivation behind many property
crimes. Criminals may follow the money, but society ultimately pays the bill.
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This article examines crime from an economic and social perspective and is intended for general
educational purposes.
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