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An Economic Analysis of Corruption and
its Consequences on Investment and Growth

There has been growing interest in the economics of corruption in recent years due
to its ultimate effects on development prospects. The IMF, the world Bank and other
regional and specialized ‘economic institutions realized the determining effects of
corruption on their economic adjustment programs of development assistance. The
spread of corruption throughout different spectrum of economic activities, led
economic planners and decision makers to focus on the consequences of corruption
on efficiency, investment and growth, and started dealing with it through set of
political and economic reforms. '

Corruption, broadly defined as the use of public office for private gains, has
different inter-related ‘political, sociological- as well as economic aspects.” Its
magnitude and manifestation also differ across countries and sectors.” On the
micro-economic level; corruption could be analyzed from the determinants of rent
secking activities. It also could be analyzed from a risk/return perspective to asses the
levels of corruption and its differentiation across countries and sectors. The theory of
industrial organization and the solution of a bilateral game in a principal/agent
relation has also been suggested as a framework for the economic anlysis of .
corruption. » ‘

From a macro-economic perspective corruption is seen to increase the transaction
costs and affecting allocative efficiency. It retards investment and channels it to less
productive activities which would affect growth. Different imperical analysis confirm
such relations by taking some cross section corruption index covering different
developed and developing countries against some macro-economic variables. The
different corruption indices provided by international organizations are built from the -
results of surveying the “impression” of multinational companies engaged in cross
border investment about the investment climate in the different countrieg. The survey
is criticised as being subjective and the surveyed companies lacking indepth

" knowledge of the cultures and legal frameworks of the countries concerned.

There are different countervailing actions to deal with corruption falling within the
evasive, direct and preventive. Since corruption is related to distortions and increasing
‘government role in the economy, many solutions of the international organizations
such as the World Bank and the IMF fall within the framework of lessening -
government role through liberalized trade, foreign exchange and price regimes or -
through privatization of public services . However, experiences from the former
Soviet Union and the privatization in some developing countries poinf to widespread
corruption in the move from central planning towards free market in the former and in
the iransfer and conduct of the privatized enterprises in the latter. Furthermore, the
cross country index of economic freedoms available do not support the perceived
negative relation between the extent of economic freedoms and corruption. Southeast
Asian countries ranking well in economic freedom index, do not have similar ranking -

in the corruption index.
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