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Definitions

 

 

Corruption: the abuse of entrusted power for private gain.  

 

CPI: Corruption Perception Index - An index that ranks 180 countries and territories by their 

perceived levels of public sector corruption. The index uses a scale of 0 to 100, where 0 is highly 

corrupt and 100 is very clean. 

 

Institution: the rules of the game in economic, political and social interactions. Institutions are 

humanly devised constraints that shape human interactions.  

 

Endogenize: To develop something internally, especially a parameter within an economic model. 

An exogenous variable that becomes endogenous. 

 

Endemic: It can be seen as a condition that is commonly found among certain people or in a 

particular area. 

 

Informal economy: It is an economy that is neither taxed or monitored by the state. Unlike the 

formal economy it is not included in a country's gross domestic product (GDP). 

 

Rent-seeking: engaging in or involving the manipulation of public policy or economic conditions 

as a strategy for increasing profits. 

 

WGI: Worldwide Governance Indicators - There are six indicators that capture six key dimensions 

of governance. The indicators use a scale of 0 to 100, the higher the value the better the outcome.  

 

 

 

 

 

 



 

 

Abstract

 

 

The purpose of this study is to find out in what magnitude corruption affects economic growth in 

Africa, based on 8 variables chosen; GDP per capita growth, Corruption Perception index, Capital, 

Education, Unemployment rate, Worldwide Governance Indicators. There is an ongoing fight 

against corruption world-wide. The most severe condition of corruption is centered in large parts of 

Africa based on data from Transparency International. For this reason, the scope is to research if the 

high level of corruption has an impact on the economic growth and if so, how big of an impact it 

has on economic growth, based on factors implemented. A panel data analysis is conducted to 

econometrically estimate how corruption effects economic growth in Africa. Previous studies in this 

subject and literature that speak of corruption as “grease to the wheels” and “sands to the wheels” is 

the foundation for the study. Results show no significance when it comes to the relation between 

CPI and economic growth. Therefore, no conclusion can be made.  

 

 

Keywords: Corruption, Economic Growth, Africa, Institutional theory 
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1. Introduction 

This section will present the background, problem statement, the purpose of the study, the research 

question and the scope. Corruption and institutions will also be defined in this section.   

 

1.1 Background and problem statement 

The fight against corruption has been and is still a constant battle worldwide. Corruption has not 

decreased in Africa at the rate Transparency International (2018) expected. The best performing 

region the year of 2017 when it comes to low level of corruption was Western Europe while the 

worst performing area was parts of Africa (Sub-Saharan Africa). A majority of countries perceived 

as highly corrupt countries are African (Transparency International, 2018).   

 

Even if many economies in the world have grown at a good pace to get back at pre-crisis growth 

levels, this is rarely the case in many African countries. There is an economic growth in Africa, but 

not fast enough to recover pre-crisis level any time soon, according to the World Bank (2018). 

 

Transparency International (2018) defines corruption as the abuse of entrusted power for private 

gain. They use a Corruption Perception Index (CPI). What should be taken into consideration is that 

corruption is seen differently depending on cultural differences (Global Policy Forum, 2018). 

Corruptions presence is seen all over the world however its magnitude and effect differ between the 

countries. Unfortunately, corruption is seen as an enduring feature in our society (Paldam, 2002).  

 

Aidt (2009) suggests that there are two views on corruption: 

• The “sanders” who believe that corruption is an interference to economic development. 

• The “greasers” who believe that corruption in some scenarios can foster economic 

development. 

 

The economists Shleifer and Vishny (1993) composed the term “the grabbing hand” meaning that 

government officials seek rent in any way possible, thus creating corruption. Corruption is seen by 

many as one of the causes of low income. Corruption may play a critical role in sustaining poverty 

traps, which is a vicious circle of poverty creating poverty to persist (Blackburn et al., 2006; Andvig 

and Moene, 1990). This view on corruption is that it creates rather than rectifies inefficiencies 

(Shleifer and Vishny, 1993). 

 

However, there are economists who contradicts the idea of the “sanders”, claiming that corruption 

can be the “grease” of the wheels of development and thus stimulating growth as well (Aidt, 2009). 
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Leff (1964) was one of many advocates for corruption being desirable in some cases and the 

“grease to the wheels” of economic growth. The theory is that corruption could positively affect 

growth since business people can avoid bureaucratic delays and thus speed up the processes. In 

other words, it accommodates favorable trades that otherwise would not take place if it were not for 

corruption (Leff, 1964). 

 

Africa as a continent has made the least progress in improving living standards among the 

developing countries in the world. Not only are there countries that lack natural resources that live 

under poor condition. Even countries such as Democratic Republic of Congo and Nigeria who are 

abundant with a huge natural wealth have poor economic performance (Global Policy Forum, 

2018).  

 

1.2 Purpose 

The purpose of this study is to find out if corruption affects economic growth in positive or a 

negative way and if so, in what magnitude corruption affects economic growth in Africa. To 

empirically investigate this purpose variables are chosen; GDP per capita growth, Corruption 

Perception index, Capital, Education, Unemployment rate, Worldwide Governance Indicators.  

 

1.3 Definition of corruption  

Corruption is a socio-political phenomenon. There are different forms of corruption that can occur 

in different types of institutions, and in different levels of institution. Since there are different 

dimensions of this phenomenon, they might overlap each other from time to time (Bhargava, The 

World Bank, 2005). 

 

Transparency International (2018) makes a distinction between three types of corruption: 

(i) Grand corruption is characterized as corruption that concerns high-level power (such as heads of 

state, ministers or others within government level) that benefits a small part at the expense of the 

larger part of population. This causes a serious harm to society. In these scenarios it often goes 

unpunished. 

 

(ii) Political corruption is characterized as corruption that concerns lawmakers (such as monarchs, 

dictators and legislators) manipulating policies, institutions and laws providing political favors to 

their supporters abusing their position to keep their power, status and wealth at expense of public 

interest.  
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(iii) Petty corruption is characterized as everyday corruption where public officials in their 

interactions with citizens abuse their entrusted power. This can be seen in places like hospitals, 

schools and police departments. 

 

1.4 Definition of institution 

Institution is defined by North (1990) as an established law or practice that is meant to shape the 

incentives of people and humanly constructed constraints that shape political, economic and social 

interactions.  

 

North (1990) makes a distinction between two forms of institutional forms: 

(i) Formally regulated institutions. This can be seen in constitutions, laws and property rights. 

 

(ii) Informally regulated institutions, which includes norms, culture, traditions, moral values 

strategies and so forth.  

 

Institutions have been made by people throughout history to create order and to avoid uncertainties. 

They provide individuals with behavioral rules. There are criteria for what is seen as acceptable 

actions and what is unacceptable and immoral. Acceptable actions are often rewarded whilst 

immoral actions consequently lead to sanctions and sometimes even taboo (North, 1990).  

 

1.5 Research question 

• Is corruption the sanders or grease to the wheel of economic growth in Africa? 

 

1.6 Scope 

The scope for this study is Africa. An econometric panel data analysis will be used since multiple 

time periods and multiple observations are included. The research is limited to the time period 

2010-2017. Two of the most developed countries will be compared with the two least developed 

countries. The selection of countries that the authors want to observe consists of 54 countries 

(excluding Western Sahara). The reasoning behind that is: 

 

1. The endemic corruption in Africa. 

2. Fragile institutions, many countries in Africa were undergoing a structural adjustment program in 

the later 90’s (The World Bank, Projects, 2018). 
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2. Theoretical analysis 

This section will present and discuss fundamental theories and models within economic growth and 

institutions. 

 

2.1 The Solow growth model 

The Solow model was developed by Robert Solow (Nobel prize winner in 1987), and the model is 

built on the classical models used by economists before Keynes (Hall and Papell, 2005). Therefore, 

the model is often called the neoclassical growth model (Hall and Papell, 2005). The model 

examines whether the growth process has any inherent tendencies to slow down the relationship 

between capital growth, labor growth, and technological growth in the long-run. Growth of the 

capital stock depends on the how much the population saves and foreign investments in the country 

each year. Saving does not only depend on private individuals but also on whether the government 

succeeds in reducing the budget deficit (Hall and Papell, 2005). 

 

The core of the model is the neoclassical (aggregate) production function: 

Y = F(A, K, L,) 

where, the output (Y) depends on the exogenous variables, technological development (A), capital 

(K), and labor (L) (Hall and Papell, 2005). Unlike the production function the capital (K) in the 

Solow model is converted from an exogenous variable to an endogenous variable (Jones, 2016). In 

the Solow model agents can accumulate machines, tools, computers and buildings over time. The 

accumulation of capital is endogenized in the model (Jones, 2016). The most common function used 

is the Cobb-Douglas function that specializes the production function to a particular form (Jones, 

2016). 

Y = KaL1-a 

The Cobb-Douglas function measures whether economies exhibit increasing, constant or decreasing 

returns to scale (Jones, 2016). Since a country’s welfare is determined by GDP per capita (output 

per person) the aggregate production function has to be solved for output per person (Jones, 2016). 

y ≡ Y/L 

The Solow model suggests a possible explanation to why there is differences in growth rates across 

countries. Differences in growth rates reflects how near or far countries are from their steady state 

(Jones, 2016). The steady state is where the amount of investment is exactly equal to the 

depreciation (sY=dK). At this point the capital stock is equal to zero (K*) (Jones, 2016). When 

economies are below its steady state (Kt<K*) it grows rapidly. On the other side when economies 

are above their steady state (Kt>K*) the growth rate is negative (Jones, 2016). 
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The discovery of new ideas, due to nonrivalry, is sustaining growth in a way that capital 

accumulation in the Solow model cannot do (Jones, 2016). Inserting technology to the model makes 

is possible to explain long-run growth, that the Solow model is unable to do. 

 

The problem with the Solow model that we indicatively aim to address is that an increase in capital 

do not automatically lead to an increase in GDP per capita growth.  

 

2.2 The Romer model 

Paul Romer has been one of the major contributors of the endogenous growth theory. Rather than 

treating technology as exogenous, the endogenous growth theory focuses on explaining 

technological growth (Hall and Papell, 2005). Romer (1990), the developer of the Romer model, 

divided the world of economic goods into objects and ideas, where ideas include designs for making 

objects. A way of viewing the contrast between objects and ideas is considering objects as raw 

materials (oxygen, silicon, atoms of carbon) and ideas as instruction for using these objects in 

different ways (Jones, 2016). 

 

A good that is used by a firm or a person and precludes the use by another is a purely rival good, 

while a good that do not limit another person to use it is a purely nonrival good (Romer, 1990). The 

existing stock of ideas and labor can be used to produce new ideas. 

Yt= AtLyt  

where, output is produced using the existing stock of knowledge (A) and labor (L) (Jones, 2016). In 

the Romer model the output per person is proportional to knowledge (A). 

y ≡ Y/L = At(1-ℓ) 

The output per person depends on the total stock of knowledge (A), meaning that a new idea that 

increases knowledge (A) will raise the output of each person in the economy (Jones, 2016). 

 

Because of non-rivalry of ideas GDP per capita depends on the total stock of ideas. New ideas are 

produced by researchers and the sustained production of the new ideas leads to sustained growth of 

income over time. Dividing the goods into object and ideas in the Romer model created a theory of 

long-run growth in a way that the division of goods into capital and labor in the Solow model did 

not. As economies accumulate more knowledge the return to knowledge does not fall since there is 

no diminishing returns to the existing stock of ideas.  As economies accumulate more knowledge 

the return to knowledge does not fall since there is no diminishing returns to the existing stock of 

ideas. Old ideas helps producing new ideas in a virtuous circle that sustains economic growth 

(Jones, 2016). 
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2.3 Institutional theory 

Knowledge and ideas are as mentioned important for the economy. Nonetheless the institutions role 

in stimulating these factors are crucial. Without the support from institutions, it makes it hard to 

stimulate ideas and knowledge. There needs to be institutions that allow new firms, new 

stakeholders, and new ideas to enter the market (Acemoglu and Robinson, 2012). 

 

Many economists have argued over the traditional growth models, not because of the already 

existing content but that the phenomena institutions are excluded and not incorporated in the 

models. Hence there are many prominent economists within this field that state that institutions 

have an impact on economic growth. One of these economists is Douglass North (1990). North 

described institutions as the rule of the game in society or more precisely the constraints that form 

human interaction. In other words, North (1990) implied that institutions shape the incentives in 

society that may develop or hamper the economic activities. 

 

North was early to enlighten and argue for the value institutions have on economic growth. Since 

North had a new way of interpreting the factors it consequently meant that the growth model’s 

incompleteness made them questioned and unreliable when not including all factors. Property rights 

was one example that North mentioned would lead to economic growth through increased 

productivity, but that is not taken into account in classical growth theories (North, 1990). 

 

Institutions with poor quality might lower the economic activities by arranging space for economic 

agents to remain competitive in the market even though they have low returns rather than growth 

promoting economic activities (Murphy, Shleifer and Vishny, 1993). 

 

Iqbal and Daly (2014) also stated that institutions which are weak deflect resources from sectors 

which are productive to less productive sectors thus endorsing rent-seeking activities. Whilst, 

institutions which are strong want to reduce the chance of rent-seeking activities occurring and 

stimulate economic growth (Iqbal and Daly, 2014). 

 

The relationship between a country's institutional state and their level of economic growth has been 

shown to be a substantial and thriving research area within economic analysis (Acemoglu and 

Robinson, 2010; Glaeser et al., 2004; Chong and Calderon, 2000; Hall and Jones, 1999; Keefer and 

Knack, 1997). 
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Acemoglu and Robinson (2012) state that the variation in technology, physical capital and human 

capital are just outcomes of underlying causes that might contribute to why some countries have 

more or less technology, physical capital and human capital. In some countries there might be 

causes that make these factors and opportunities for better economic growth worse off (Acemoglu 

and Robinson, 2012). 

 

To get a better interpreted answer to why some countries are growing faster than others Acemoglu 

and Robinson (2012) argued that institution is a significant and underlying determinant of economic 

growth and should therefore be taken into calculation. 

 

“Lack of private property meant that few people had incentives to invest or to exert effort to 

increase or even maintain productivity” 

(Acemoglu. D and Robinson. J. A, 2012, p. 73) 

 

Acemoglu and Robinson (2012) discussed the importance of property rights. A concrete example 

was North Korea’s situation versus South Korea, where they adopted different economic and 

political institutions. Property rights were recognized and encountered differently. South Korea had 

fast economic growth channeling credit and subsidies to firms that were prosperous and successful 

as a reward. The direction was different in North Korea where property rights were outlawed, and 

the markets were banned. Only a small elite of people had a saying and power within North Korea’s 

borders. Detailed information and statistics cannot be found since it's a secretive state. However, 

certain available evidence was confirmed, there was a collapse in e.g. agricultural productivity. The 

ruling power in North Korea had no intentions of changing the system when it came to introducing 

private property, markets, private contracts and reforming political and economic institutions. The 

stagnation continued making the population to suffer from starvation and poverty. Neither 

geography, culture or other factors can explain these differences in economy. However, according 

to Acemoglu and Robinson (2012) institutional differences can.  

 

2.3.1 Extractive and inclusive economic institutions 

Acemoglu and Robinson (2012) claim that countries vary in economic achievement due to 

differences in institutions, rules and policies. The differences may affect the procedures in the 

economy and in the incentives that motivate people (Acemoglu and Robinson, 2012). 
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Acemoglu and Robinson (2012) has defined inclusive economic institutions as those who allow and 

reassure attendance by the population in economic activities where their skills are used to their full 

potential. Furthermore, people are free to make choices by themselves. 

 

To be inclusive it requires: 

• Secure private property 

• Unbiased system of law 

• Public services 

 

An institution that can secure private property, prevent law breaking and help enforce contracts 

between people shows inclusiveness. Nevertheless, other public services are necessary such as 

public infrastructure and basic regulation to prohibit fraud and misbehavior. Many of the public 

services can be executed by citizens and markets. On the other hand, it takes central authority to do 

so on a larger scale. It is hard to escape the fact that the state is naturally connected to economic 

institutions. Since states are seen as enforcers of law and order, private property and contracts, but 

also seen as the main key to public services, inclusive economic institutions need and use the state 

(Acemoglu and Robinson, 2012). 

 

The desirable output of an inclusive economic institution is to stimulate activity within the 

economy, stimulate productivity growth and economic prosperity. This must be the case not just for 

the elite but for the entire population for it to be inclusive (Acemoglu and Robinson, 2012). 

 

Extractive economic situations can have all the above requirements, however only for the elite. 

Extractive economic institutions are in many ways opposite to inclusive since it does not allow the 

above requirements for the larger part of population, in other words; excluding market. These 

institutions are meant to extract incomes and assets from one part of society to benefit another part 

of society (Acemoglu and Robinson, 2012). 

 

Furthermore, Acemoglu and Robinson (2012) believe that extractive institutions that only profit the 

elite restrains economic change by “creative destruction”. In addition to that they believe that 

extractive institutions due to a lack of economic incentives and refusal by economic and political 

elites cannot produce sustained development in technology (Acemoglu and Robinson, 

2012).  Rodrik (2007) had a specific input in why institutions existence is important and necessary 

for economic activity to take place. 

 



 15 

“Markets require institutions because they are not self-creating; self-regulating; self-stabilizing; or 

self-legitimizing.” 

(Rodrik., D, 2007 p. 156)  

 

Essentially ideas, productivity and interactions between people, government and society have 

institutions as the groundwork for their happening. A person who has expectations of their output 

being stolen, confiscated or completely taxed away would most likely not be motivated to put any 

effort into the business in the first place since there is no pay-off, let alone undertake innovation or 

investments. Strong institutions are those that encourage not only the elite to invest in human 

capital, physical capital and in technology. The opposite goes for weak institutions (Acemoglu and 

Robinson, 2012). 

 

3.  Previous studies 

In this section previous studies on this subject will be presented briefly. 

 

Acemoglu and Verdier (1998) claim that corruption can be desirable. They stated that corruption 

somewhat works like a piece-rate for bureaucrats, which increases the provision efficiency of 

government services. This could in turn furnish a leeway for entrepreneurs to outrun inefficient 

regulations, for example taxes. Corruption can, from this perspective, work as a lubricant for the 

economy, that smoothens operations and increases the efficiency of the economy. Acemoglu’s and 

Verdier’s (1998) empirical analysis indicates that the existence of corruption, misallocation of 

resources and rents for public sector employees did not imply that government intervention was 

counter-productive. Aidt, Dutta and Sena’s (2007) empirical analysis showed that the relationship 

between corruption and economic growth was regime specific, identified by two different 

government regimes defined by the quality of political institutions. They studied the role of political 

accountability as a determinant of corruption and economic growth. To estimate the impact that 

corruption had on economic growth they used a non-linear model. Using this model, they claimed 

that corruption has no impact on growth in a regime with low quality institutions. However, 

corruption has a substantial negative impact on growth in a regime with high quality institution. 

Unlike other empirical results Méndez and Sepúlveda (2006) found evidence of a non-monotonous 

relationship between corruption and economic growth. They stated that corruption is harmful to 

economic growth, in the case of free countries (countries with economic freedom). Corruption 

proved to have a positive effect on economic growth in countries with less political freedom 

(Méndez and Sepúlveda, 2016). 
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Gyimah-Brempong (2002) also conducted a panel data to estimate the effect corruption has on 

economic growth in Africa. The time period for this research was 7 year (1993-1999), with a 

sample of 21 African countries. Corruption indices published by Transparency International was 

used as a measure (CPI). Data for GDP per capita growth was obtained from The World Bank. 

Some countries had no annual observations of corruption and therefore Gyimah-Brempong chose to 

treat them as missing observations. He found that corruption had a direct negative effect on 

economic growth, whereas a unit increase in corruption reduces the GDP growth per capita by 0.75-

0.90 percentage points. 

 

 

Figure 3.1  

(Gyimah-Brempong, 2002)  

 

The variable measuring perceived corruption can take a value between 0 and 100. The high level of 

corrupt (CPI) implies low levels of corruption in. The figure 2.1 presents the plots of the real GDP 

growth rate against the CPI used in the study. The line indicates that there is some evidence of 

positive relationship between real GDP growth rate and CPI.  

 

Gyimah-Brempong´s (2002) conclusion is that African countries could increase the GDP per capita 

growth by decreasing the amount of corruption (increasing CPI). One of his suggestions for 

improvement is implementing institutional reforms, such as securing property rights.  
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Omoteso and Mobolaji (2014) stated in their study that the corruption in the Sub-Saharan Africa 

region tends to be endemic, systemic and ubiquitous. Reforms to corruption may not have a short-

run effect but a long-run impact on the economy. Omoteso and Mobolaji (2014) achieved results 

similar to the results of Kofele-Kale (2006). Omoteso’s and Mobolaji’s (2014) viewpoint agrees 

with what Kofele-Kale (2006) concluded, that the contemporary efforts to build a corruption-free 

society, made by the African governments, lack in their degree of seriousness, adequacy, 

appropriateness and sufficiency, which has led to a region’s abysmal aggregate economic 

performance. 

 

Mo (2001) stated in his study that a one-unit increase in the corruption index reduces the growth 

rate by 0.545 percentage point, according to his results. He claimed that political instability is the 

most important channel through which corruption affects economic growth, this accounts for about 

53% of the overall effect. Other important channels are the share of private investment and the level 

of human capital (Mo, 2001). Where other forms of institutional inefficiency, such as weak 

legislative and judicial systems and bureaucratic red tape are present corruption is more prevalent. 

Even though these problems may be alleviated by including other variables Mo (2001) found it 

more compelling to decipher the corruption index as a set of institutional problems associated with 

corruption.  

 

Their results showed that corruption in countries with high CPI index (least corrupt countries) 

hamper growth. In the countries that have an intermediate level of CPI index, corruption seems to 

increase growth, and lastly, in the countries with low CPI index (most corrupt countries), corruption 

tends to decrease growth. The conclusion of their study was that the “sands the wheel” hypothesis 

only apply in polar cases, but when it comes to intermediate levels corruption tends to “grease the 

wheels”. 

 

Podobnik et. al (2008) analyzed how GDP per capita growth (dependent variable) is affected by 

corruption (explanatory variable). When looking at all the countries of the world, they found that an 

increase of CPI by one unit increases GDP per capita growth with 1.7%. The results were 

statistically significant between the changes in CPI and GDP per capita growth. Their conclusion 

was that a reduction in corruption level leads to GDP per capita growth. 

 

Table 3.1 shows the previous studies in more detailed description based on time period, method 

applied, number of countries in the study and how one unit increase in CPI affects GDP per capita 

growth. 
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     Table 3.1 

References  Year of 

investigation 

Method 

applied 

Number of 

countries 

Result 

CPI - 

Growth 

Kamil Omoteso and Hakeem 

Ishola Mobolaji (2014) 
 

2002-2009 Panel data  47 0.52 

Kwabena Gyimah-Brempong 

(2002) 

1993-1999 Panel data 21 0.6249 

Pak Hung Mo (2001)  1970-1985 OLS 

regression 

46 0.54542 

Mallik and Saha (2016) 1984-2009 3 OLS 

regressions 

146 CPI (3.5) 

-0.1050*** 

CPI (3.5-

7.0) 

0.1053* 

CPI (above 

7.0) 

-0.0125** 

Podobnik et. al (2008) 1999-2004 OLS 

regression 

All countries 1.7 

* significance level at 10%, ** significance level at 5%, *** significance level at 1% 

 

4. Methodology 

In this section the authors will discuss the approach on method and material being used and the 

tools that have been used to collect relevant information and data in the study. 

 

4.1 Choice of method  

When using studies under several time periods with several observations there is only one available 

method, panel data (Studenmund, 2014). Panel data is a combination between a cross-sectional 

study (several observations in a time period) and a time series (one observation in several time 
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periods). Therefore, the main method used in the study is an econometric panel data analysis. The 

regression will investigate the relationship between corruption and GDP per capita growth in 54 

internationally recognized African countries, excluding Western Sahara, over the time period 2010 

– 2017. Western Sahara is excluded due to lack of data in corruption perceptions index (CPI) and in 

GDP per capita growth. The scope is of the time following the economic crisis of 2008.  

 

Since the data of the dependent variable (GDP per capita growth) is expressed in percentage form 

all variables should be expressed in percentage form. Therefore, in our study we chose to use the 

logarithm of all variables to get the percentage effect of the independent variables on the dependent 

variable. 

 

It should also be mentioned that some countries are excluded from this research since they are 

missing values. Only 49 countries out of 54 countries could be used in our data, making the 

remaining countries left out. This may affect the results. 

 

4.2 Choice of data  

We have used data from World Bank and Transparency International. These sources are generally 

accepted and used in scientific research articles. Even though databases as the World Bank use data 

from other sources they are seen as reliable. The reasoning for that is that the original source is 

referred to, which shows transparency. The downside is that corruption and the informal sector may 

cause the data to lose some of its credibility. Since that the informal sector is neither monitored or 

taxed by the government it unfortunately affects GDP negatively. 

 

4.3 Multicollinearity  

     Table 4.1 

 GDPcapita 

growth 

CPI CAP EDU VAA RQ ROL GE COC PSA UNE GDP 

initial 

GDP 

capita 

growth 

1.000            

CPI 0.0204 1.000           

CAP -0.0477 -0.0071 1.000          

EDU 0.0061 0.1480 -0.0135 1.000         

VAA 0.0088 0.1296 -0.0055 0.2102 1.000        

RQ 0.0094 0.3038 -0.0194 0.1991 0.8803 1.000       
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ROL -0.0024 0.1363 0.0014 0.2127 0.9663 0.9095 1.000      

GE 0.0017 0.0903 0.0034 0.2118 0.9653 0.8776 0.9873 1.000     

COC 0.0061 0.1129 -0.0034 0.2032 0.9694 0.8728 0.9859 0.9899 1.000    

PSA 0.0225 0.2222 -0.0142 0.1822 0.8689 0.8265 0.8878 0.8648 0.8690 1.000   

UNE 0.0075 0.1852 0.0194 0.0283 0.0385 0.0698 0.0811 0.0580 0.0738 0.1402 1.000  

GDP 

initial 

-0.0054 0.095 0.0174 0.1527 0.0224 0.0807 0.1067 0.0934 0.0827 0.1292 0.4993 1.000 

 

     Table 4.2 

 GDPcapita 

growth 

CPI CAP EDU UNE GDP initial 

GDPcapita 

growth 

1.000      

CPI 0.0418 1.000     

CAP -0.0564 -0.0056 1.000    

EDU 0.0187 0.1639 -0.0125 1.000   

UNE 0.0092 0.1878 0.0188 0.0320 1.000  

GDP initial -0.0411 0.0562 0.0154 0.1255 0.4789 1.000 

 

According to Studenmund (2014) a correlation value over 0,8 is a problem. Due to that these two or 

more variables cannot be distinguished, perfect collinearity ruins the ability to estimate the 

coefficients. Multicollinearity is a problem because it undermines the statistical significance of the 

independent variables. The CPI can explain the impact on economic growth due to the low 

correlation between CPI and the growth variable. Table 4.1 shows that the six different WGI are 

highly correlated with each other. Therefore, all six variables were dropped off in the second 

regression to avoid problems with fitting the model and interpreting the results. Since CPI and WGI 

nearly measures the same thing WGI is dropped to see what effect CPI alone has on GDP per capita 

growth. Table 4.2 shows that there is no major problem with collinearity between the remaining 

variables after dropping the six different WGI.  
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5. Empirical Data 

In this section the authors will describe the chosen regression model. Later on, a more detailed 

description of the chosen variables will be presented, and statistical terms will be explained. 

 

5.1 Introduction to the regression model and variables 

For our study we will use a panel data. As mentioned earlier, a panel data analysis will be most 

accurate in our empirical analysis since multiple countries and time periods will be analyzed. The 

dependent variable which represents the output of the regression is average GDP per capita growth 

(GDPcapitagrowth).   

 

The independent variables that explain our dependent variable (Y) also called regressors are 

perceived levels of corruption (CPI), capital (CAP), education (EDU) unemployment (UNE) 

worldwide governance indicators (WGI) and initial GDP (GDPintial). 

 

5.2 Regression model 

GDPitcapita growth = ß0 + log ß1 CPIit + log ß2 CAPit + log ß3 EDUit + log ß4 VAAit + log ß5 PSAit + log 

ß6 RQit + log ß7 RoLit + log ß8 CoCit + log ß9 GEit+ log ß10 UNEit + log ß11 GDPitinitial + Ɛ 

 

5.3 Explanation of variables 

GDPcapita growth = GDP per capita growth 

ß0 = Correlation coefficient 

CPI = Corruption perception index 

CAP = Capital 

UNE = Unemployment rate 

EDU = Education index 

VAA = Voice and Accountability 

PSA = Political Stability and Absence of Violence        

RQ = Regulatory Quality 

ROL = Rule of Law 

COC = Control of Corruption 

GE = Government Effectiveness 

GDPinitial = Initial GDP per capita 

Ɛ = Error term  

 

5.3.1 GDP per capita growth 



 22 

Our study is limited to 8 years (2010-2017) focusing on the countries of the continent Africa. The 

data is collected from The World Bank. Data available is up to the previous year/time period, t - 1, 

which motivated the choice of time shift in the regression and is expressed in the currency US ($) 

dollar. The GDP per capita growth is expressed in percentage terms. The reasoning when 

implementing GDP per capita growth as a dependent variable is that it represents a country's 

economic growth (total output divided in the number of people).  

 

The problem that might occur when using the variable GDP per capita growth is that a large part of 

the economy might work in the informal sector, causing the data available to lack the actual GDP 

per capita growth. The informal sector is not included in GDP which shows that a large part of the 

economy may not be represented nor contributing to the country’s economic growth. According to 

International Monetary Fund (IMF) the informal economy in Sub- Saharan Africa averages 40 

percent in the low-income countries and 35 percent for its middle-income countries. In this study 

African countries above the Sub-Saharan borders are also included but this gives an indication in 

which magnitude data is incomplete (IMF, 2017).   

 

5.3.2 Corruption Perception Index 

CPI is from a scale 0 (highly corrupt) to 100 (very clean) whereas before the year of 2011 the scale 

was 0 (highly corrupt) to 10, (very clean) (Transparency International, 2018). Since this study 

includes data from both scales mentioned we have converted the years up to 2011 into the same 

scale consecutive. This gives a unanimous and more readable scale. The CPI is limited to the same 

amount of years and the same countries as the data used in GDP per capita. Data available is up to 

the previous year/time period, t - 1. In this case the data is collected from Transparency 

International (2018). The CPI is expressed in a scale based on perceived levels of public sector 

corruption. It is worth to mention that the real level of corruption cannot be found in data and the 

data is thus based on perceptions of corruption. The data Transparency International provides 

factors such as access to information, conflict of interest and enforcements of anti-corruption laws. 

The data is from 17 different surveys. Since a lower level of CPI indicates that a country is highly 

corrupt the expected sign for CPI is positive due to that a higher level of CPI indicates that a 

country is relatively clear of corruption and thus, we expect higher growth. 

 

5.3.3 Capital 

In a closed economy (in the neoclassical growth model), saving rate is exogenous and equal to the 

ratio of investment to output. A higher level of saving rate increases the steady state level of output 

per effective worker. The result from this increase is an increase in the growth rate for a given 
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starting value of GDP (Barro, 1996). Some economic researchers like Romer, Weil and Mankiw 

have reported that the investment ratio have a positive impact on economic growth (Barro, 1996). 

However, Barro (1996) meant that reverse causation is of importance here. A positive coefficient on 

the contemporaneous investment ratio in a growth regression is more likely to reflect the positive 

relation between growth opportunities and investment, rather than the positive effect of an 

exogenous higher investment ratio on the growth rate. This applies for an open economy (Barro, 

1996).  

 

The level of capital is measured by gross capital formation. The measure gross capital formation 

(formerly gross domestic capital) is expressed as a percentage share of GDP. The data for gross 

capital formation for all countries was collected from the World Bank. Gross capital formation 

consists net changes in the level of inventories plus the outlays on additions to the fixed assets of 

the economy (The World Bank, 2018). According to the Solow model, capital can have both a 

positive and a negative relation to GDP. Therefore, the expected sign for this variable is uncertain.  

 

5.3.4 Education index 

Human capital is one factor in the endogenous growth theory explaining economic growth, 

therefore the reason of including this variable in the regression model. Theoretically desired 

variables for which data is missing can be substituted by a proxy variable (Studenmund, 2014). 

Difficulties in measuring human capital exists, so education index is used as a proxy variable. Data 

for all countries is collected from Human Development Reports (HDR).  If more people are able to 

study, the discovery of new ideas and objects will increase. Romer (1990) states in the Romer 

model that sustained growth over time is achieved with the help of new ideas. Therefore, the 

expected impact that education has on economic growth is positive. For example, Mauro (1998) 

discussed that a reduced education sector in a country with high corruption would have a negative 

effect on economic growth.  

 

According to UIS (2019) the sub-Saharan Africa region has the highest rate of education exclusion 

over all regions. Of the children between the ages of 6 to 11 over one-fifth are out of school and 

between the ages of 12 to 14 over one-third. Of the ages between 15 to 17 almost 60% of the youths 

are not in school.  

 

5.3.5 Unemployment rate 

The definition of unemployment covers the share of the labor force that do not work but is available 

and seeking employment. People that have lost their jobs or voluntary has left their jobs are also 
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included in the unemployment share. There are some types of unemployment that are unavoidable, 

for example workers that are between jobs and therefore temporarily unemployed. The criteria for 

people to be considered seeking work varies across countries. Countries with low rates of poverty 

and high level of economic growth usually have high unemployment rates, while low 

unemployment rates can disguise substantial poverty in countries. The timing of the survey can 

maximize the effects of unemployment in agriculture and informal activities are not tracked. 

Therefore, problems with measuring employment and unemployment occurs in both the agriculture 

and the informal sector (The World Bank, 2018). Data for unemployment was collected from The 

World Bank. The Solow model states that a higher level of labor force will increase economic 

growth until a certain point. The expected sign for this variable is positive due to that an increase in 

the unemployment rate will increase economic growth to a certain point.  

 

5.3.6 Worldwide Governance Indicators 

Worldwide governance indicators consist of six variables. These six variables are stated in two 

ways. Firstly, in standard normal units, varying from around -2.5 to 2.5. Secondly in percentile 

terms, ranking from 0 to 100, the higher the value the better the outcome (The World Bank, 2018). 

The WGI is limited to the same amount of years and the same countries as the variables mentioned 

before. Data available is up to the previous year/time period, t - 1. The WGI consists of 6 variables 

that describes traditions, institutions and how authority in a country is exercised. It indicates how 

governments are chosen, audited, replaced and controlled. In the authority it is examined how 

effectively decisions are made, implemented, looked into and how they on terms affect the citizens 

(The World Bank, 2018). The six variables are as follows: 

 

• Voice and Accountability 

• Political Stability and Absence of Violence 

• Regulatory Quality 

• Rule of Law 

• Control of Corruption 

• Government Effectiveness 

 

Because the changes over a short period of time is quite small, it is hard to interpret and measure the 

data found. Thus, it is recommended to look at a longer period of time, preferably a decade to see 

the trends. 

 

Voice and Accountability 
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This variable captures the perceptions to the extent to which a country's inhabitants are capable to 

participate and influence in choosing their government, as well as freedom of association, freedom 

of speech and a free media. 

 

Political Stability and Absence of Violence 

This variable capture and measure the perceptions of the probability of politically provoked 

violence and/or political instability, terrorism included. 

 

Regulatory Quality 

This variable captures the perceptions of the government capability to implement and forge sound 

policies. It also captures perceptions of the government's ability to implement and forge regulations 

that helps and benefits the private sector development. 

 

Rule of Law 

This variable captures perceptions of the magnitude of which agents such as companies, individuals 

etc. have trust in and submit to the rules of society. Especially the quality of property rights, 

contract enforcement, law enforcements as well as the probability of crime and violence. 

 

Control of Corruption 

This variable captures perceptions of the magnitude to which public power is taken advantage of for 

private gain, including several forms of corruption; petty corruption and grand corruption. 

 

Government Effectiveness 

This variable captures the perceptions of the quality within the public service, civil service and the 

degree of self-reliance from political pressures, the quality within the formulation and 

implementation of policies and the likelihood of the government committing to the enforced 

policies. 

 

Since a lower level of WGI indicates that a country is highly corrupt WGI has a positive relation to 

growth. The expected sign for WGI is positive due to that a higher level of WGI indicates that a 

country is relatively clear of corruption. 

 

5.3.7 Initial GDP 

The neoclassical model predicts a negative coefficient for initial GDP for given values of the other 

explanatory variables. Barro (1996) pointed out that the coefficient on the log of initial GDP has the 
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interpretation of a conditional rate of convergence. The economy tends to approach its long-run 

position at the rate indicated by the magnitude of the initial GDP coefficient, if all other explanatory 

variables are held constant (Barro, 1996). A lower initial level of GDP means a more rapid growth, 

also called the catch-up effect. The catch-up effect, in other words the theory of convergence, states 

that developing economies grow faster than economies with a higher per capita income. Therefore, 

all economies may, over time, converge in terms of income per head. Data for initial GDP was 

collected from The World Bank and the chosen year was 2010 (in current US$). If all variables are 

given, initial GDP will have a negative relation to growth, hence the expected sign for initial GDP 

is negative.  

 

5.4 Expected signs 

GDPitcapita growth= ß0 + log ß1 CPIit + log ß2 CAPit + log ß3 EDUit + log ß4 VAAit + log ß5 PSAit + log ß6 

RQit + log ß7 RoLit + log ß8 CoCit + log ß9 GEit+ log ß10 UNEit + log ß11 GDPitinitial  

 

H0: ß = 0 no linear relationship between corruption and economic growth 

H1: ß ≠ 0 linear relationship between corruption and growth  

 

In table 5.1 the expected signs are presented. The expected signs are based on theory used in this 

study. 

    Table 5.1 

Coefficie

nt 
Theory Description 

Expecte

d sign 

ß1 Institutional theory 
Corruption Perception 

Index 
+ 

ß2 Solow model Capital +/- 

ß3 Romer model Education Index + 

ß4 Institutional theory 
Voice and 

Accountability 
+ 

ß5 Institutional theory 
Political Stability and 

Absence of Violence 
+ 
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ß6 Institutional theory Regulatory Quality + 

ß7 Institutional theory Rule of Law + 

ß8 Institutional theory Control of Corruption - 

ß9 Institutional theory 
Government 

Effectiveness 
+ 

ß10 Solow/Romer Unemployment Rate - 

ß11 Barro Initial GDP per capita - 

 

+ indicates that the relationship is positive 

  - indicates that the relationship is negative 

 

5.5 Significance level 

Within the hypothesis testing, a critical level is decided. The critical level determines on what level 

the null-hypothesis (H0) can be rejected. This critical level is explained by a so-called significance 

level. In this study the significance level is 5%. The significance level indicates at what risk we are 

willing to reject the null-hypothesis when it’s true. The alternative hypothesis H1 is seen as the 

value that is expected. 

 

The P-value has to be under 0.05 to be seen as statistically significant. That means that we can 

reject the null-hypothesis if the P-value is beneath 0.05. If the P-value is over that limit we cannot 

reject the null-hypothesis. (Studenmund, 2014). 

 

6. Results 

In this chapter we will present the results based on the variables chosen. 

 

Table 6.1 shows the results from the first regression made. 

 

     Table 6.1    No. of categories = 49 

          No. of obs = 348 

R-squared = 0.0588 
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GDP per capita 

growth 

Coefficient Robust Std. Err. t - ratio P - value 

CPI -2.330874 7.416521 -0.31 0.755 

CAP -0.2111509 0.0673453 -3.14 0.003 

EDU -0.1474625 0.4027583 -0.37 0.716 

VAA 3.86534 2.095789 1.84 0.071 

RQ -0.6069065 3.70975 -0.16 0.871 

ROL -5.978156 5.06268 -1.18 0.243 

GE 0.119076 1.707513 0.07 0.945 

COC 1.904266 2.947401 0.65 0.521 

PSA 1.679053 2.423985 0.69 0.492 

UNE 0.6551198 1.719988 0.38 0.705 

GDP initial -22.26527 3.74471 -5.95 0.000 

 

Table 6.2 shows the results from the second regression after dropping WGI. 

  

    Table 6.2    No. of categories = 49 

No. of obs =354 

Adj. R-squared = 0.0663 

GDP per capita 

growth 

Coefficient Robust Std. Err. t - ratio P - value 

CPI 0.128384 5.660186 0.02 0.982 

CAP -0.2712834 0.0256728 -10.57 0.000 

EDU -0.1114037 0.03205709 -0.35 0.730 

UNE 0.1576796 1.256758 0.13 0.901 

GDP initial -17.24774 3.065227 -5.63 0.000 
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6.1 Regression 

Not all countries are covered by the surveys used for all eight years, so the panel data was 

unbalanced with a number of 348 observations in table 6.1 and 354 observations in table 6.2. When 

dropping WGI the number of observations increased. The adjusted R-squared is extremely low 

which indicates that the variables used explain approximately about - 9 % of GDP per capita 

growth. Meaning that 91 % is unexplained by our model. 

 

6.2 Corruption Perception Index 

The first regression result (table 6.1) does not confirm the hypothesis from the institutional theory 

used. The coefficient shows a negative coefficient with the value -2.33. This means that when CPI 

index increases by 1 percentage point, GDP per capita decreases by 2.33 percentage points. But this 

cannot be stated since the P-value is over significance level. 

 

The coefficient changes drastically from the first regression (table 6.1) to the second regression 

(table 6.2) when dropping WGI. CPI has a positive coefficient in the second regression (table 6.2). 

That means that CPI can have a positive effect on GDP per capita growth. When CPI index 

increases by 1 percentage point, GDP per capita growth increases by approximately 0.13 percentage 

points. The result is not significant whereas the P-value in the second regression (table 6.2) is 

approximately 0.98. No conclusions can be made from the regression. 

 

6.3 Capital 

Capital is the one of the few variables that is statistically significant. In the second regression (table 

6.2) the P-value for capital is approximately 0.03, which means that it is highly significant. There is 

a relationship between capital and GDP per capita growth, and we can reject the null-hypothesis in 

this case. The probability of this statement being false is statistically accepted. Since the coefficient 

is negative there is a negative relationship between capital and GDP per capita growth. If the capital 

increases with 1 percentage point the GDP per capita will decrease with 0.27 percentage points. The 

negative relationship does validate the theory being used (Solow model). 

 

6.4 Education 

Education has a negative coefficient in the second regression (table 6.2). That means that education 

has a negative effect on GDP per capita growth. When education increases with 1 percentage point, 

GDP per capita growth decreases with 0.11 percentage points. The P-value for education is 

approximately 0.73, which makes it impossible to reject the null-hypothesis. Therefore, no 

conclusions can be drawn from this. 
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The effect that is seen in this case is not in agreement with the theory (Romer model) that indicates 

that education contributes to a long-run effect on economic growth (GDP per capita growth).  

 

6.5 Unemployment  

Both regressions (table 6.1 and table 6.2) show a positive coefficient but differ numerically. 

Looking at the second regression (table 6.2) that is free from multicollinearity issues it shows that 

unemployment rate has a positive coefficient, meaning that an increase in unemployment with 1 

percentage point will increase GDP per capita growth with 0.13 percentage points. We cannot reject 

the null-hypothesis due to that the P-value for unemployment is 0.90, which means that it is not 

significant. The effect seen is not in agreement with what the Solow model says.  

 

6.6 Initial GDP 

The coefficient for initial GDP is negative in both regressions (table 6.1 and table 6.2) but differed 

numerically. Looking at the second regression (table 6.2) an increase with 1 percentage point in 

initial GDP will decrease GDP per capita growth with 17.21 percentage points. Initial GDP is 

statistically significant in the second regression (table 6.2). The P-value for the variable is 

approximately 0.00, this means that it is highly significant. In this case we can reject the null 

hypothesis. This means that the effect is in agreement with Barro’s (1996) convergence theory. 

 

Below, in table 6.3 the actual signs are illustrated which briefly explains the relationship between 

the described variables and economic growth (without regards to significance). 

 

   Table 6.3 

Coefficie

nt 
Description 

Actual 

signs 

ß1 Corruption Perception Index - 

ß2 Level of Capital - 

ß3 Education Index - 

ß4 Voice and Accountability + 
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ß5 
Political Stability and Absence of 

Violence 
+ 

ß6 Regulatory Quality - 

ß7 Rule of Law - 

ß8 Control of Corruption + 

ß9 Government Effectiveness + 

ß10 Unemployment Rate + 

ß11 Initial GDP per capita - 

 

6.7 Comparing countries 

Table 6.4 below shows the mean CPI and the mean GDP per capita growth in the two most 

developed countries and the two least developed countries. 

 

    Table 6.4 

Countries Mean CPI Mean GDP per capita growth 

Botswana 61.9 3.04155 

Mauritius 53.1 3.5881875 

Libya 17.9 4.9161 

Sudan 13.6 3.90778775 

 

There is a great difference in our results and previous studies in this subject. Our indications are 

vague and hard to interpret considering the lack of significance. One factor might be the difference 

in time period. but it could also be due to the regression format where the entire continent of Africa 

is run in a single regression. Considering previous studies that claim that corruption is “sanders in 

the wheels” in some regimes and “grease the wheels” in countries. 
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One of the results showed that corruption in countries with high CPI index (least corrupt countries) 

hamper growth. In the countries that have an intermediate level of CPI index, corruption seems to 

increase growth, and lastly, in the countries with low CPI index (most corrupt countries), corruption 

tends to decrease growth. The conclusion of their study was that the “sands the wheel” hypothesis 

only apply in polar cases, but when it comes to intermediate levels corruption tends to “grease the 

wheels”. 

 

Botswana is one of 54 countries with the highest CPI based on the data set from Transparency 

International used in this study. This indicates that Botswana is perceived to have one of the lowest 

amounts of corruption in the mass. Botswana is also one of the countries with the most stable GDP 

per capita growth in addition to the high CPI. This supports the institutional theory thus a stronger 

institution promotes growth in a country. Only in one out of the eight years there was a negative 

value in GDP per capita growth, which was relatively small in comparison to the greater negative 

values in GDP per capita growth shown in for example Libya.  

 

Mauritius also has one of 54 countries highest CPI. Similar to Botswana the GDP per capita growth 

is not the highest, but one of the most stable. Mauritius and Botswana have a GDP per capita 

growth that is at approximately the same level throughout the years studied. Countries like these 

two (Botswana and Mauritius) with less perceived corruption tend to have more inclusive 

institutions. North, Acemoglu and Robinson all argued that inclusive institutions/strong institutions 

promote and create incentives for economic growth. Seeing the pattern in both these countries can 

help support that theory.  

 

Sudan is one of the 54 countries that has the lowest CPI according to the data set used in this study. 

Although CPI is low the GDP per capita growth is higher than countries with higher CPI. This is 

not in agreement with the institutional theory that states that countries with inclusive institutions 

tends to grow faster. In the case of Sudan, low corruption means that extractive institutions are 

dominant, which would have a negative impact on growth according to the institutional theory. But 

according to the one of the previous studies it might show that corruption in some regimes can work 

as “grease to the wheels”. 

 

In comparison with Sudan, Libya’s CPI is slightly higher. The small difference in CPI results in an 

even higher difference in GDP per capita growth. Growth in Libya has been negative for all years in 

the time period of the research excluding two years (2012 and 2017, see appendix B). How come 

that Libya’s growth is the highest one, even though the CPI is relatively low? In 2012 and 2017 
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Libya had a drastic increase in their growth. In this case, comparing Libya with what the 

institutional theory states, there must have been other factors that has pushed up the growth in the 

country.  

 

7. Analysis 

The results will be analyzed and compared by the authors based on the theory. 

 

7.1 Solow and Romer model 

The Solow model states that the growth rate in a country is positive when the country is above their 

steady state, which means that their capital stock is small. The growth rate is negative when the 

country is above their steady state, which means that the country’s capital stock is big. In our study 

the results presented indicates that Africa has a big capital stock, hence the negative relation 

between capital and GDP per capita growth. 

 

As presented in the results education has a negative relation with GDP per capita growth. According 

to the Romer model the results do not validate with the theory. The theory states that new ideas lead 

to sustained growth over time. As mentioned earlier, if more people are able to study, more ideas 

will be produced, and the total stock of ideas will grow. Combining old and new ideas creates a 

virtuous circle that sustains economic growth. 

 

Presented in the results, unemployment has a positive relationship to GDP per capita growth. Both 

Solow and Romer model states that labor should increase economic growth. Labor combined with 

growth generates economic growth according to the Solow model and in the Romer model labor 

combined with knowledge generates economic growth. If there is too much labor and only a small 

capital stock the country exhibits decreasing returns to scale, therefore, the economic growth is 

negative according to the Solow model. This also applies for the Romer model, if there is not 

enough knowledge a low unemployment rate will not generate economic growth. Thus, countries 

with a low unemployment rate do not achieve the same economic growth as countries with a higher 

unemployment rate does.  

 

7.2 Institutional theory  

The results for CPI in table 6.2 goes hand in hand with the institutional theory used. There is a 

positive relationship between CPI and economic growth. Since the result was positive in this 

coefficient it strengthens the idea of institutions importance to economic growth.  Corruption may 
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work as “sand in the wheels” based on the result, but it cannot be validated since the P-value was 

above the limit of 0.05. There may be a chance that corruption can be “grease in the wheels” as 

Leff (1964) claimed. This result (table 6.2) strengthens the institutional theory used, whereas strong 

institutions are important for economic growth (Acemoglu and Robinson, 2012). Without property 

rights and inclusive institutions, it can hard to promote economic growth. As mentioned, the result 

is non-significant and therefore, we cannot reject the fact that there is no relationship between 

corruption and economic. Aidt, Dutta and Sena’s (2007) claim on corruption not having an impact 

on growth in regimes with low quality institutions is strengthened. It is the high-quality institution 

that are affected negatively according to their study.  

 

7.3 Initial GDP 

According to Barro’s (1996) convergence theory that states that a lower level of initial GDP leads to 

a more rapid economic growth. As seen in the results initial GDP has a negative value, meaning that 

the African economy has a rapid economic growth. The results can be misleading due to that as 

Barro (1996) states, developing countries grows faster than economies with a higher per capita 

income. Using the initial GDP variable, the null hypothesis can be rejected, meaning that there is a 

linear relationship between corruption and economic growth. 

 

8. Discussion and future studies 

In this section the authors will discuss the content from their point of view and make suggestions for 

future studies. 

 

8.1 Corruption Perception Index 

A country is seen as corrupt when power is narrowly distributed and only purposed to gain the elite. 

When having a system that only profits the elite the requirements for inclusiveness are ignored. 

Extractive institutions have tendencies to keep power and choice within the elite which can be the 

case in Africa, but the results are not significant. 

 

Based on the scope we chose the results can be misleading. Since data was missing in some 

countries the whole continent cannot be examined. This can be due to factors such as newly 

announced countries, war, corruption and so on. In further studies it would be interesting to run a 

regression not only on CPI, but instead drop CPI and keep WGI to compare the two. It is also hard 

to understand what perceive corruption is based on, which makes it quite ambiguous difficult to 
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analyze. It would also be interesting to look at the most developed countries and least developed 

countries and compare the two to see if corruption has an impact on the economic growth. 

 

From the results found in this study it is hard to discuss inclusive and exclusive institutions. CPI is 

the only variable that is related to institutions in table 6.2. WGI is more to depth when it comes to 

inclusive and exclusive institutions and for future studies it would be desirable to focus on the WGI 

indicators as well. 

 

It is also extremely difficult to actually spot all corruption in a corrupt legal system that has made 

the phenomenon normalized to its citizens. Corrupt transactions are often hidden from the public 

eye. If “the rules of the game” are corrupt in the institutions, truthfulness will then be the deviant 

behavior in society.  

 

8.2 Capital 

The results in the regression would have been different if the continent had been divided by the 

level of capital. Countries with high values of gross capital formation in one regression and 

countries with low values of gross capital formation in a separately regression. Since our main focus 

is what impact corruption has on economic growth, we chose not to do this.  

 

8.3 Education 

Large parts of Africa have a much lower education level than for example Europe. Poor countries 

tend to have a lower unemployment rate due to that they do not have a balanced economy to be able 

to pay for education, therefore children might be forced to work instead of getting educated. On the 

other hand, rich countries tend to have a higher unemployment rate due to that children are sent to 

school instead of work. Even financial crisis can have occurred which could have affected the 

education as well. Making the cost of education larger than the returns. To get a better and a more 

significant coefficient the continent should be divided into rich and poor countries. The variable 

education might have shown a different result if this study had analyzed a higher level of education, 

for example, the degree of graduated university and high school students. 

 

8.4 Unemployment  

For future studies it would be more relevant to divide the countries into rich and poor. This way it is 

easier to investigate the effect that unemployment has on GDP per capita growth. The result will be 

more significant and the division into rich and poor countries may also give a different result in 

CPI. 
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For future studies a longer time period would be preferred. The problem with this is that data was 

missing for several countries and some countries are newly announced which makes it more 

complex when using the data 

 

8.5 Initial GDP 

According to the results presented earlier the African economy has a rapid growth, which can be 

misleading. Even if the result given in the regression is significant different results would have been 

generated by dividing the African continent in two groups.  The informal economy might have an 

impact on the results since a large part of African countries struggle with an informal economy that 

is not included in the African countries GDP. It is an economy that works besides the formal 

economy but does not tax or get monitored by the government and can therefore not be taken into 

account in our data. 

 

9. Conclusion 

Based on our findings only it is hard to make any new findings, which differs from previous studies. 

Corruption is seen to be “grease to the wheels” in some regimes and “sand to the wheels” in other 

regimes based on the comparison but not much can be sought out of the result itself in the 

regression. The results are unreadable, and many underlying factors can contribute to economic 

growth that is not taken into account in this study. Corruption is hard to measure since it many 

times happens discreetly. There is many underlying factors behind corruption and things usually 

occurs behind closed door it is hard to measure. Africa has a range of different cultural differences, 

natural resources, different institutions and GDP. Therefore, in this study, we cannot draw any 

conclusion if corruption is sander or grease to the wheel of economic growth in the African region.  
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11. Appendix 

Appendix A 

 
Botswana 

 
Mauritius 

 

Year CPI GDP per capita growth CPI GDP per capita growth 

2010 58 6.6778 54 4.1291 

2011 61 4.1627 51 3.911 

2012 65 2.5575 57  3.2094 

2013 64 9.2932 52 3.1328 

2014 63 2.225 54 3.5569 

2015 63 -3.5055 53 3.3317 

2016 60 2.4119 54 3.7286 

2017 61 0.5098 50 3.7064 

 

 

Appendix B 

 
 

Sudan 
 

Libya 
 

Year CPI GDP per capita growth CPI GDP per capita growth 

2010 16 0.8347 22 4.2026 

2011 16 7.8894 20 -62.225 

2012 13 12.8152 21 122.9683 
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2013 11 1.9591 15 -13.568 

2014 11 0.2633 18 -24.0996 

2015 12 2.4362 16 -9.3129 

2016 14 2.2371 14 -3.6956 

2017 16 2.8273 17 25.059 

 

 

Appendix C 

Descriptive 

data 

Obs Mean Std. dev. Min Max 

GDP capita 

growth 

411 1.86393     8.699215     -62.225    122.9683 

CPI 424 1.469017     0.1666331      0.90309    1.812913 

CAP 385 1.433528     1.295166    0.6724415     26.1512 

EDU 425 -0.3356691     0.2458229   -0.7447275    2.699838 

VAA 432 1.377378     0.9252497   -0.3279021       18.48 

RQ 432 1.313186     0.6082711   -0.3279021        9.57 

ROL 424 1.38142     1.298249   -0.0268721       26.54 

GE 424 1.344877     1.876447   -0.3279021       38.76 

COC 425 1.399657     1.779586   -0.3279021       36.67 

PSA 428 1.370784      0.657554   -0.3187588       11.85 

UNE 424 0.8200165     0.3986282     -0.49485     3.65581 

GDP initial 416 3.057227     0.4631038    2.311635    4.218278 
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Appendix D 

Countries in Africa 

1. Algeria 

2. Angola 

3. Argentina 

4. Benin 

5. Botswana 

6. Burkina Faso 

7. Burundi 

8. Cabo Verde 

9. Cameroon 

10. Central African Republic 

11. Chad 

12. Comoros 

13. Congo, Dem. Rep. 

14. Congo, Rep. 

15. Cote d'Ivoire 

16. Djibouti 

17. Egypt, Arab Rep. 

18. Equatorial Guinea 

19. Eritrea 

20. Eswatini 

21. Ethiopia 

22. Gabon 

23. Gambia, The 

24. Ghana 

25. Guinea 

26. Guinea-Bissau 

27. Kenya 

  

28. Lesotho 

29.  Liberia 

30. Libya 

31. Madagascar 

32. Malawi 

33. Mali 

34. Mauritania 

35. Mauritius 

36. Morocco 

37. Mozambique 

38. Namibia 

39. Niger 

40. Nigeria 

41. Rwanda 

42. Sao Tome and Principe 

43. Senegal 

44. Sierra Leone 

45. Somalia 

46. South Africa 

47. South Sudan 

48. Sudan 

49. Tanzania 

50. Togo 

51. Tunisia 

52. Uganda 

53. Zambia 

54. Zimbabwe 
 

 


	Acknowledgements
	Nawaz, S., Iqbal, N., Khan, M. A. (2014) The Impact of Institutional Quality on Economic Growth: Panel Evidence, The Pakistan Development Review, Vol.53(1), pp.15-31.

