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Using a comparative analysis between the United States and 
South Korea, this paper attempts to analyze the police 
brutality as a market failure caused by principal-agent 
problem and asymmetric information. For the qualitative part 
of the research, court cases are analyzed to corroborate the 
hypothesis that the market failures in two countries are drawn 
from a combination of disparity in informal social control and 
the principal-agent problem. The fixed-effects regression was 
run against the monetary settlement cases to test the 
hypothesis.  
 

 South Korea 
Due to limitations in availability of data for independent variables, the regression was not 
able to be run. Also because the officer-involved shooting is not a controversial issue on 
media, nor studied actively, the settlement data was available only on the court case verdict. 
Since guns were first used by police officers in the 1960s, there have been a total of 12 court 
cases for officer-involved shootings found through Korean courts.  
Each settlement amount reflects the total sum of compensation that the defendant had to pay 
to a plaintiff or plaintiffs. Table below summarizes the amount of monetary compensation 
and whether the victim was fatally shot. Only three cases do not include the settlement 
amount, in which the defendant was found innocent under both criminal case and civil case. 
In most of the cases, officers were found guilty under civil case and had to compensate the 
full amount to the victims or their families.  
 
 
 
 
 
 
 
 
 
 
 
• The United States 
The U.S., on the contrary, had massive amount of data available regarding police-involved 
shootings. Based on the fixed-effects regression results, the number of property crimes and 
the number of sworn officers had a positive relationship with monetary settlement; the 
number of violent crimes had a negative relationship with settlement amount. A number of 
violent crimes were expected to have a negative relationship with settlement. More violent 
crimes would make people allow the police to intervene for the public order, and there 
would be more justifiable shootings, which will result in fewer lawsuits to be filed and less 
settlement amount to be paid by taxpayers. Null hypothesis for the number of officer-
involved fatal shootings could not be rejected, which is likely due to the incomplete nature 
of the data. Overall R-squared value was 0.7526, implying that 75 percent of variance in 
settlement amount can be explained by independent variables. The R-squared within cities 
was only 0.2233, which was shown on the figure 1 of heterogeneity across cities that 
significant variance was observed. The R-squared between years was 0.9703, which was 
shown by the flat graph on the figure 2 of heterogeneity across years. Also, rho or the 
intraclass correlation was 0.9958, meaning that 99.6% of the variance was due to differences 
across panels.  
 

 
  

This study uses a panel data analysis with fixed effect 
regression for ten different cities from 2009 to 2014, resulting 
in 60 observations. The cities were chosen based on each city’s 
availability of settlement amount data.  
Four independent variables for each city are used in the 
regression to explain the dependent variable of monetary 
settlement amount: number of officer-involved fatal shootings, 
number of property crimes, number of violent crimes, and 
number of sworn officers. Fixed-effects model explores the 
relationship between independent variables and dependent 
variables within cities without a bias towards the independent 
variables from the effect of time-invariant characteristics.  
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In South Korea, the fear of the possible lawsuit to be filed against 
individual officers and the actual financial burden of monetary 
compensation to take after the verdict stops agents from shooting at 
the cost of physical threat, and resulted in a market failure where 
the agents are not protected under the legal standards. As the 
number of officer-involved shootings in Korea shows, the norm of 
no shooting among the officers prevents the community of police 
departments from active shootings. In the United States, with the 
combination of information failure, the agents’ knowledge that they 
would not be held accountable for the compensation amount had 
put the burden on the principals.     
The transfer of liability would rectify the market failures in both 
countries. In South Korea, officer-involved shootings may occur 
once the government or taxpayers become partially responsible for 
the settlement amount. In comparison to the United States, the 
officer then would be able to better protect himself and the civilians 
involved in a potential threat. In the United States, number of 
officer-involved shootings could dramatically decrease if an 
individual officer becomes partially responsible for the monetary 
compensation – partial transfer of liability from the principals to the 
agents. Despite the transfer of liability in both countries, the attitude 
of the agent towards the use of a gun is most important to prevent 
unnecessary casualties.  
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F test that all u_i=0:     F(9, 46) =     1.67               Prob > F = 0.1235
                                                                               
          rho    .99582464   (fraction of variance due to u_i)
      sigma_e     12108921
      sigma_u    1.870e+08
                                                                               
        _cons    -1.57e+08   9.21e+07    -1.71   0.094    -3.43e+08    2.78e+07
     Officers      23841.6   11845.12     2.01   0.050    -1.397861    47684.59
 ViolentCrime    -4116.642   1279.425    -3.22   0.002    -6691.991   -1541.292
PropertyCrime     709.1721   357.9133     1.98   0.054       -11.27    1429.614
  PoliceKills     415483.2   433776.8     0.96   0.343    -457664.3     1288631
                                                                               
   Settlement        Coef.   Std. Err.      t    P>|t|     [95% Conf. Interval]
                                                                               

corr(u_i, Xb)  = -0.9994                        Prob > F           =    0.0184
                                                F(4,46)            =      3.31

       overall = 0.7526                                        max =         6
       between = 0.9703                                        avg =       6.0
R-sq:  within  = 0.2233                         Obs per group: min =         6

Group variable: City                            Number of groups   =        10
Fixed-effects (within) regression               Number of obs      =        60

. xtreg Settlement PoliceKills PropertyCrime ViolentCrime Officers, fe

0
50

00
00

00
1.0

00
e+

08
1.5

00
e+

08

Los San Chi Ind New Phi Aus Dal Fort Hou
City

Settlement Settlement_mean

0
50

00
00

00
1.0

00
e+

08
1.5

00
e+

08

2009 2010 2011 2012 2013 2014
Year

Settlement Settlement_mean1

Figure 1 Heterogeneity across cities  Figure 2 Heterogeneity across years.  

Incident Court Decision Original amount (KRW) Converted amount (USD) Death Court 

1968.4.6 1969.4.29  ₩                   820,000   $                   16,078.95  O Daegu High 
1970.5.16 1971.11.15 -    -    O Supreme 
1989.9.28 1991.1.30  ₩              28,522,705   $                   54,061.94  O Seoul High 
1989.12.5 1991.4.12  ₩            115,408,988   $                 218,746.20  O Seoul High 
1990.9.13 1992.11.17  ₩              16,275,112   $                   27,683.97  X Seoul High 
1992.10.6 1994.3.16  ₩              23,609,339   $                   36,659.87  O Busan High 

1996.11.21 1998.10.2  ₩              48,165,734   $                   59,769.82  O Seoul High 
1998.7.7  1998.10.28  ₩            129,528,455   $                 162,518.06  O Seoul  High 

1997.5.13 1999.1.13  ₩              71,508,074   $                   89,257.09  X Daegu High 
1997.10.29 2002.9.6 -    -    X Busan High 
1998.8.12 2003.9.23 -    -    X Supreme 
2001.11.27 2004.3.2        ₩         124,363,737   $                 155,232.06  O   Supreme 

This paper explored the exceptional number of police 
shootings as a market failure due to a mixture of principal-
agent problem and asymmetric information, and analyzed the 
police misconduct with a fixed-effects regression using the 
monetary settlement data. Monetary settlement is the amount 
of compensation given to the victim of the officer-involved 
fatal shooting when the shooting is found wrongful. The court 
cases were analyzed to corroborate the hypothesis that the 
market failures in two countries – the United States and South 
Korea – are drawn from a combination of disparity in informal 
social control and the principal-agent problem.  
 

Settlement = f(+Number of officer-involved fatal shootings, 
+Number of property crimes, - Number of violent crimes, 
+Number of sworn officers) 
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