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This research studied the effects of corruption on economic growth using 

panel data from eight post-soviet countries between 2003 and 2018. I employed the 

Corruption Perception Index (CPI) and per capita Gross Domestic Product (GDP) 

to measure corruption and economic growth respectively. The results of series of 

panel data regressions showed that corruption functions as a greasing instrument to 

economic growth, thus I contributed to previous literature on the “grease in the 

wheels” theory of corruption and economic growth nexus. The cumulative effect of 

corruption on economic growth is that a one-unit increase in CPI (towards less 

corruption) decreased per capita GDP by 1.052 %. This effect is soothed in 

countries with the more effective government (by -0.808%) and magnified in 

countries with less government efficiency (by -1.53%), thus supporting the 

argument about the role of government efficiency in the corruption and economic 

growth nexus. 
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Chapter 1. Introduction 

 

1.1 Study Background  

Corruption plays a detrimental role in the development of a country. Pervasive and 

uncontrolled corruption threatens economic development and undermines political 

legitimacy. Pettier types of corruption can result in resource misallocation, distort 

decision-making, increased distributional inequity, less political competition, and 

trust in government (Elliot, 1997). Moreover, creating and using opportunities for 

corruption at high levels of government also increases the cost of government, 

ineffective government spending, and lowers the quality of infrastructure.  

Even though corruption is broadly practiced in everyday life, people understand 

and see it differently. The broad definition of corruption is “the abuse of public 

office for private gain” (Klitgaard, 1987; TI, 1995; Shleifer and Vishny, 1993; 

Elliot, 1997). This definition captures three main characteristics of corruption: 

abuse, public office, and private gain. The fact that all countries are experiencing 

corruption highlights the complexity of the phenomenon and its importance as a 

global issue.   

Several methods to measure corruption have been developed over the years. One 

method used to evaluate the level of corruption around the world is the CCI 

developed by the WB. The other method of determining the level of perceived 

corruption in the country is CPI, developed by TI, a worldwide public organization 

supported by government agencies, public institutions, foundations, and the private 

sector. I decided to use the latter one in my research since observing real corruption 

directly is almost impossible because parties involved in corruption do not report 

their ill-doing (Olken, 2009). (CPI needs to be justified as a chosen method – 

maybe for methodology!) 

According to TI, in 2019, East European and Central Asian regions stand at the last 

place in the ranking, surpassing only Sub-Saharan African countries, 35 and 32 

points respectively. The ranking can be even darker when individual CIS countries 
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are closely observed, for example, Tajikistan and Uzbekistan are found to be one of 

the most corrupt countries in the region, having only 25 points and ranking 153 out 

of 180 countries. Despite having bad scores in the CPI ranking, TI also recognizes 

the actions taken by the Governments of countries in the region directed at 

combatting corruption.    

Over the past four years, the Government of Uzbekistan has undergone several key 

reforms in the area, starting from accepting the “Law on Combatting Corruption” 

and more recently organizing an Agency responsible for the regulation in the 

sphere. Due to these reforms, Uzbekistan has ascended in the CPI ranking to 6 

points over the 7 years and stands at 153rd place in 2019. During the interview 

with local mass-media KUN.UZ, (link below-footer) the director of the Anti-

corruption Agency of Uzbekistan, Mr. Burkhonov said “We need to start examining 

different rankings provided by international organizations on Uzbekistan. One of 

the internationally renowned rankings is TI’s CPI, which ranked Uzbekistan 158th 

out of 180 countries in 2019. This shows the necessity to develop cooperation with 

international partners such as World Bank, TI in combatting corruption; we need to 

learn their experience and adopt necessary measures to eradicate corruption and 

improve our rankings”. Besides, in Presidential Order #6013 dated 29.06.2020 “On 

Additional Measures to Improve the Anti-Corruption System in the Republic of 

Uzbekistan”, the President ordered to develop international cooperation, conduct 

social and scientific research that would ultimately be reflected in global ratings of 

institutional and economic performance. 

1.2 Problem Statement 

For the last several years the problem of corruption and its effect on the countries’ 

prosperity has been the central topic of speeches of the heads of Central Asian 

countries. The President of Uzbekistan, in his annual speech delivered to the Oliy 

Majlis (Senate) of the country, stated that in 2018, 1561 corruption cases were 

identified among government officials. Corruption among government officials 

might lead to resource misallocation, bureaucratic barriers, money laundering, 

distorted government expenditure, ineffective governance, etc. Thus, corruption is 

considered to be one of the main detrimental factors hindering Central Asian 
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economies from economic, political, and social booming. Moreover, TI ranks CIS 

countries in one of the lowest positions in CPI. (Corruption in CIS-more facts)   

1.3 Purpose of the Study 

For over the decades many theoretical and empirical types of research have been 

conducted aimed at studying the effect of corruption on the economic growth and 

development of countries. However, there is a lack of empirical study on CIS 

countries explaining the connection between corruption and economic growth. 

Moreover, considering two major theories in the corruption studies namely “sand 

in the wheels” and “grease in the wheels” (which will be analyzed in further parts) 

I assume that in the early 2000s corruption affected economic growth 

insignificantly, or even worked as grease money, however, with the development of 

democratic institutions and anti-corruption mechanisms, this relation became 

negatively significant. In this regard, I would like to study the effect of corruption 

on economic growth in CIS countries using GDP per capita as an indicator of 

economic growth, and empirically test the two theories mentioned above. Thus, I 

put forward two objectives in my research, first is to empirically test the effect of 

corruption on economic growth, and secondly, in case of proving the grease the 

wheels theory in the early years of CIS countries, explain this phenomenon. 

  1.4 Objectives of the Study 

In this research I put forward several objectives: 

1. Empirically test the effect of corruption (measured with the CPI) on the 

economic growth of eight CIS countries. 

1.5 Research Questions 

To the best of my knowledge I will ask the following questions to guide me 

through the study: 

 Does corruption affect economic growth negatively in CIS countries? 

 Does government effectiveness soothe the negative effect of corruption 

in CIS countries? 
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1.6 Significance of the Study 

For years Governments of CIS countries have been trying to combat corruption and 

create effective anti-corruption policies, however, until the present day 

International Organizations admit the high level of corruption in the region. 

Studying the effect of corruption on economic growth in the region will allow 

enriching current empirical literature and reveal the negative effect of corruption on 

numerous variables. Moreover, through the study I will deepen my knowledge 

about corruption in the region and its effect on economic growth, this expertise 

allows me to better understand social, economic, and political factors contributing 

to corrupt practices, alongside measures to eradicate these factors. Lastly, studying 

several variables affected by the corrupt behavior will allow me to understand 

vulnerable parts of the economy and possible policy implications will help to 

increase the CPI ranking of Uzbekistan and the region.    

1.7 Limitations of the Study 

Several limitations can be faced during the research. Provided that I attempt to 

make a cross-country comparison using CPI scores and growth in GDP per capita, 

it might raise some methodology issues if not controlled properly. The second 

problem is connected with the novelty of the study, to the best of my knowledge 

not much research has been carried out to study corruption in CIS and its effects on 

economic prosperity. Another limitation is connected with the number of 

observations and period. It is connected with the fact that CPI rescaled its data 

analysis method in 2012, and in official methodology note suggests that using data 

before that period can create some inconsistencies.  

1.8 Organization of the Study 

This study is organized into five chapters. Chapter one discusses the background to 

the study, problem statement, purpose, and scope of the study, study objectives, 

research questions, significance, limitations, and organization of the study. Chapter 

two undertakes a review of theoretical and empirical studies on corruption and its 

effect on the economic growth of a country. The factors impacting the emergence 

of corruption and determinants of economic growth are examined as well. Chapter 
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three sets out the methodology for the study and data management. The fourth 

chapter presents the results of the data analyses and the fifth chapter gives the 

summary of the study and its conclusion alongside recommendations.   
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Chapter 2. Literature review 

2.1 Corruption 

2.1.1 Concept of Corruption 

There are disputes over the concept of corruption, however, it is declared to be one 

of the worst diseases of humankind by the Organization of Economic Cooperation 

and Development (OECD) (2005). These responses to corruption as a disease 

prove the agreement upon its adverse effects on the social, political, and economic 

lives of countries.  However, one may come across difficulties while defining the 

term, indeed, according to UN’s Global Program against Corruption, there is no 

“single, comprehensive, universally accepted definition of corruption” (UNODC, 

2004; Brooks et al., 2013). The term corruption is derived from the Latin word 

“corruptio”, meaning moral decay and wicked behavior, which portray the vision 

of corruption by many individuals (Milavanovic, 2001). Even though corruption in 

the form of bribery is considered as a crime, one may have difficulties when 

conceptualizing why it is harmful. Lowenstein argues that unlike other types of 

crimes (for example, homicide, arson, or robbery), victims of bribery might not be 

so directly affected or identified (Lowenstein, 2005). Bribery can affect the tax 

system, rule of law, and markets, but these results are rather dispersed, so it 

complicates efforts to identify corruption and criminalize it (Brooks et al., 2013).    

Therefore, extant literature defines corruption differently and commonly as “the 

abuse of public power for private gains” (Morris, 1991; Tanzi, 1998, Amundsen, 

2000; TI, 2020). This definition was utilized by many researchers; and Rose-

Ackerman (1975) stated that corruption exists at the boundary of public and private 

sectors. Médard (1986) mentioned that “the distinction between public and private 

sectors is the basis of non-corrupt behavior, however, this claim is not always 

obvious in the developing countries (where corruption has been contended to be 

more endemic), due to lack of apparent distinction between public and private 

sectors” (Brooks et al., 2013). This blurry distinction between public and private 

roles and interests often corresponds to a high level of corruption (Jowitt, 1983; 
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Johnston, 2004; Brooks et al., 2013). 

 

Alongside many researchers, international organizations have also attempted to 

interpret corruption. For example, the UN Convention against Corruption defines 

the term as “the promise, offering or giving to (or the solicitation or acceptance by) 

a public official, directly or indirectly, of an undue advantage, for the official 

himself or herself or another person or entity, so that the official act or refrain from 

acting in the exercise of his or her official duties” (UN Convention against 

Corruption, 2005). TI defines corruption as “misuse of entrusted power for private 

gain”. Despite numerous attempts by international authorities, these definitions are 

criticized for their lack of clear descriptive meaning (Ewins, Harvey, Savage, and 

Jacobs, 2005).   

2.1.2 Forms of Corruption 

As was mentioned in the previous part, broadly, corruption is defined as 

“illegitimate use of public power and influence for private interest” (Morris, 1991). 

Thus, corruption consists of procedures to secretly supply or provide service to a 

person so that he/she can affect certain actions that benefit the corrupt party, or the 

one in which the agent has authority (Senior, 2006). Corruption can occur to a 

different extent, ranging from small favors to corruption that impacts the country to 

a large extent. Scholars divide corruption into three main types: petty, grand, and 

systematic corruption. All these types of corruption occur in several forms, which 

will be discussed further in this part.  

One form of corruption is bribery, which usually refers to the illegal payment of 

money (such as a fixed amount, a certain proportion of a contract, and any other 

favors) or other goods in exchange for favorable conditions in state contracts to 

individuals, businessmen, and clients (Brooks et al., 2013). The term bribery can be 

altered with many synonyms such as “kickbacks”, “gratuities”, “sweeteners”, 

“bungs”, “grease money” and others. The last term, in this long list, usually refers 

to political or contractual favors to corporations to make things pass smoothly, thus 

escaping the liability of taxation and regulations or obtaining import/export 

licenses, etc.       
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The other form of corruption is embezzlement, which refers to the misuse of public 

resources by public officials. It often happens in two possible ways, one being 

when a public official or sometimes even private employee steal goods or resources 

from institutions they belong to, and thus deprives the public of receiving funds. 

The second type of embezzlement occurs when authority holders thoroughly use 

their discretion to enter into, secure, and widen their private business benefits. This 

often can be seen in many countries, where officials have connections with the 

business sector, some controlling the media and telecommunication.    

The next form of corruption is fraud, which has been stated to be a more severe 

crime, in recent years, that includes cheating, deception, and dishonesty (Brooks et 

al., 2013).  It occurs when an individual obtains highly valuable things or avoid 

some responsibilities using deception.  For example, Magaloni (2010) states that in 

some countries such as Uzbekistan or Russia electoral fraud exists, where multi-

party elections, conducted by the government and central electoral agency; imitate 

the possible existence of democracy during this period, however in reality it 

secures political domination at elections (Magaloni, 2010; Diamond, 2002). This 

trend can commonly be observed in many other autocratic regimes around the 

world (Levitsky and Way, 2002).   

Extortion is commonly used by organized crime groups, as well as some politicians 

who extract money or different resources via using coercive power, violence, or 

threat. Usually, those who want to enjoy extortion create an insecure and 

vulnerable environment, and only those who pay them protection money will be 

likely to be ignored from harassment or intimidation (Brooks et al., 2013).  

The term favoritism refers to the abuse of power demonstration and usually 

happens when unfair favoritism is given to family, friends, ethnic clans, or place of 

origin. Nepotism, one type of favoritism, is when those in power nominate or 

assign their family members to government positions, ignoring meritocracy. This is 

considered to be a serious issue due to the negative effects such as misallocation of 

resources, granting contracts to family members, just making public resources as a 

private gain. 
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Despite large research in the area, still, there is no single settled definition of 

corruption, thus one might have difficulties understanding literature in the sphere 

because it is not always obvious what exactly scholars are observing when they 

consider corruption. However, most of these definitions agree that corruption is “an 

abuse of public office for private gain” despite its criticism. Nevertheless, over the 

last 20 years, public awareness of the negative effects of corruption has increased 

due to these researches. 

    2.1.3. Measuring Corruption 

As it was previously discussed, there is no consent existing regarding the definition 

of corruption, which makes corruption problematic to study empirically. Providing 

that there is no witness involved in corruption or difficulty with identifying direct 

victims of corrupt behavior, public knowledge of its occurrence is minimal (Brooks 

et al., 2013). However, Collier (2000) states that measurement of corruption, 

despite its vagueness, is significant to define contributing factors to this 

phenomenon and possible reduction policies.   

Corruption is commonly classified as relating to one of two possible measures. 

Berg (2001) categorizes the measurement of corruption as objective and subjective 

measures. The objective measure, usually considered to be quantifiable, is based 

upon some verifiable dataset such as official complaints, convictions, or audits. 

However, Brooks et al. (2013) argue this method for several drawbacks. First is 

that such measurement is only a likely reflection, not the real level of corruption in 

a country, and maximum it can show only possible public tolerance towards 

corruption. For example, in highly corrupt countries, due to lack of law 

enforcement, the level of official reports or convictions may be minimal, which 

does not reflect the current status of corruption in the country. On the other hand, 

where there is strong intolerance of corrupt behavior, many reports can be filed and 

it may suggest the high corruption rate. Thus, due to this limitation, objective 

measurement is rarely used in contemporary literature.  

The second type of measurement is subjective measurements which are greatly 

relied on public polls and surveys. These surveys usually examine public 
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perception of corruption and thus might be far away from the real level of 

corruption. Despite it, the perceived level of corruption is considered to be 

influential by many international organizations and scholars. To overcome 

difficulties with both measures, scholars have started to utilize more aggregate 

indicators. Kaufmann et al. (1999) state that aggregate indicators apply a more 

advanced approach to assess corruption, whereas Kaufmann (2002) appraised this 

method due to a (i) wider country coverage; (ii) joint summary from numerous 

indicators; (iii) averaged from individual indicators set of data, with reduced 

marginal errors and bias; and (iv) calculation of obvious margins of error 

(Kaufmann and Kraay, 2002).      

Despite the existence of several comprehensive indicators, three of them dominate 

corruption assessment because they are more sophisticated and accurate 

(Lambsdorff, 2006). These three indicators are CPI, developed by TI and two 

others are WGI and the BEEPS, both developed by WB. Alongside their 

advantages, these aggregate indicators also have some limitations. For example, 

generally, WGI adopted the basic approach of the CPI and developed its several 

aspects such as a collection of data based on expert and citizen surveys from 

different sources (e.g. enterprises, survey institutions, think-tanks, NGOs, etc.), 

measuring the magnitude to which public authority is exercised for private gain 

(e.g. petty and grand corruption, state-capture). However, the fact that its aggregate 

measures do not provide info about tendencies in global averages limits WGI’s 

widely usage (Kaufmann et al., 2009). Meanwhile, since 1999 BEEPS has been 

utilized to assess corruption in the private sector in 20 so-called transition 

economies of Eastern Europe and Central Asia. Kiselev (2012) admits that the low 

response rate to surveys among private firms makes data surveys potentially 

unrepresentative (Brooks et al., 2013).   This leads me to the next part of my 

research where I summarize the advantages and limitations of the CPI and attempt 

to justify my choice of this aggregate indicator as an independent variable in this 

work.   

  2.1.4 Corruption Perception Index  

Providing that, the purpose of this research is to examine the effect of corruption 
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(measured by CPI) on economic growth; I will elaborate on this indicator and 

discuss its advantages and disadvantages in this part.  Based on business and expert 

analyses conducted by autonomous institutions, the CPI ranks countries according 

to the degree of perceived corruption exercised by both public officials and 

politicians. It aspires to provide more exact data to qualify researchers to analyze 

the causes and consequences of corruption (Knack, 2006).  

CPI aggregates data from several sources that provide business people and experts’ 

perceptions about the degree of corruption in the public domain. The CPI arrays 

from ‘100’ to “0”, where a country with the higher score is considered to possess 

nominal levels of corruption and a country with the lower score would be 

considered as highly corrupt. Any country scoring less than 50, according to TI, has 

a serious corruption issue.  A minimum of three sources should assess the country 

for their inclusion into the report; these scores are calculated as an average CPI 

score for the country. 13 data sources were used to devise the CPI 2019: 

1) African Development Bank Country Policy and Institutional Assessment 2018;  

2) Bertelsmann Stiftung Sustainable Governance Indicators 2018;  

3) Bertelsmann Stiftung Transformation Index 2020; 

4) Economist Intelligence Unit Country Risk Service 2019;  

5) Freedom House Nations in Transit 2018;  

6) Global Insight Country Risk Ratings 2018;  

7) IMD World Competitiveness Center World Competitiveness Yearbook Executive 

Opinion Survey 2019; 

8) Political and Economic Risk Consultancy Asian Intelligence 2019;  

9) The PRS Group International Country Risk Guide 2019;  

10) World Bank Country Policy and Institutional Assessment 2018;  

11) World Economic Forum Executive Opinion Survey 2019;  

12) World Justice Project Rule of Law Index Expert Survey 2019;  

13) Varieties of Democracy (V-Dem) 2019. 

Business and expert surveys, which incorporate different views from all around the 

world, conducted by these trustworthy and various institutions holds an 
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authoritative stimulus and has been a facilitator for reforms in many countries 

around the world.  However, the CPI also has its limitation; for example, the data 

in surveys heavily depends on impressions of a range of people, which sometimes 

might not coincide with reality (Maurseth, 2008). Moreover, Knack (2006) 

expresses concern that neither CPI nor WGI makes their data sources available 

publicly, thus it is not verifiable. Also, Brooks (2013) argues that CPI and WGI 

have heterogeneity problems, as far as data is only gathered from surveying a small 

group of people (Brooks et al., 2013). This limitation might be justifiable with the 

fact that corruption by its nature is a secretive behavior, and it is virtually 

impossible to measure the real level of corruption, thus many scholars and 

institutions consider CPI as a reliable and valid source of corruption assessment 

(Brooks et al., 2013).   

In the 2018 CPI survey, more than two-thirds of countries scored below the 

threshold (equal to 50) of corruption, indicating the universal expansive 

phenomenon of corruption and failure of most countries to significantly control it 

(TI, 2018). Denmark, New Zealand, and Finland are top-ranking corruption-free 

countries, while Syria, South Sudan, and Somalia scored the lowest score on the 

CPI. Interestingly, in the last eight years, only 22 countries (e.g. Greece, Guyana, 

Estonia, etc.) considerably improved their CPI scores, while 21 countries (e.g. 

Canada, Australia, Nicaragua, etc.) worsened their scores. The remaining 137 

countries showed little to no change during the same period (TI, 2019).  

Unfortunately, TI does not provide the aggregate data solely on CIS, but it provides 

the rankings for the region of Eastern Europe and Central Asia, which includes all 

countries in our dataset. However, in 2019 the region was the second-lowest 

performing region on CPI, with a mean score of 35; the situation even worsens 

when one calculates the average scores for CIS countries, with a mean score of 32. 

Besides, three out of 19 countries that scored the lowest in the region are part of 

CIS (25 in Tajikistan and Uzbekistan and 19 in Turkmenistan). Nevertheless, the 

CPI indicator for the region has improved on average by 2.8 points. For instance, in 

2019 Uzbekistan’s CPI has improved from 19 to 25 (6 point increase). The same 

upward trend can be seen in all countries except for Tajikistan, whose CPI rating 
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dropped by a point over the period, and stood at an average of 21 throughout 2012-

2019 (TI, 2019). This positive trend shows that anti-corruption measures in those 

countries are effective against corruption, even though the results vary. 

In conclusion, I would like to stress the fact that as it was discussed earlier in this 

part, corruption can be measured using different indicators for a different period. 

This part also summarized and analyzed issues regarding the concept and definition 

of corruption as well as its secretive nature, which makes it difficult to be measured 

directly and accurately. Although there is an issue concerning the accuracy of 

aggregate indicators, the CPI is still the most reliable data source in existence for 

measuring corruption perception (Brooks et al., 2013).  

2.2. Economic Growth 

Economic growth has long been the essential topic in economics, scholars have 

long been attentive to the factors which cause countries to grow at different degrees 

and reach different levels of wealth. The history shows various examples of 

countries achieving sustainable and higher economic growth, while some other 

countries remained at lower levels. Rapid growth in the second half of the 20th 

century in East Asia and slow or no growth in Sub-Saharan Africa can highlight 

this fact (Renelt, 1991). In this chapter, I will review some literature on theories of 

economic growth and its determinants.   

In the second half of the 20th century the neoclassical model of growth, developed 

by Solow and Swan (1956), was dominant among growth theories.  The theory 

outlines how labor, capital, and technology result in a stable economic growth rate. 

It argues that if labor and capital usually contribute to the production function, 

technological advance is boundless in its contribution to economic growth. This 

model also features a convergence property, which states that the lower the initial 

level of per capita GDP the higher is the expected growth rate (Barro, 1996). 

Ideally, if all economies were the same, except initial per capita GDP, poor 

economies would tend to grow quicker per capita than rich ones. However, if 

economies were dissimilar in various features such as fertility rate, labor force, 

technological advancement, and government policies; the convergence property 
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only works in a conditional sense.  

Endogenous growth theory is an economic theory that states that growth is 

generated through internal processes. The role of human capital is significant to 

explain this theory because an improvement in human capital brings more 

advanced technology and efficient means of production. Thus supporters of the 

theory challenge the neoclassical model and state that internal processes such as 

human capital, domestic investment, and innovation bring economic growth. Both 

of these economic theories used different determinants which leads to growth, in 

the next part I will discuss key explanatory variables used to explain economic 

growth.  

Many empirical works used different proxies for the human capital indicator as one 

explaining the growth in the economy. There is a solid proven correlation between 

human capital and economic growth (Barro, 1991; Rani, 2004). Human capital 

impacts economic growth and can help to improve an economy by increasing the 

knowledge and skills of its people. Human capital is defined as knowledge, a set of 

skills, and experience that workers have in an economy. For example, education 

increases labor productivity. In his research in three countries, Birdsall (1993) 

found that each additional year at school increased annual output in agriculture by 

2-5 % (Rani, 2004). Besides, education enhances the level of innovation and 

technological improvements. Foster and Rosenzweig (1995) concluded that an 

increased level of education in some parts of India led to the faster adoption of 

technologies and innovation (Rani, 2004). Health has also proved to be a 

significant element of economic growth. In their literature review, Strauss and 

Thomas (1998) summarized many studies documenting the effect of a higher level 

of health and nutrition on an increase in productivity rate.  

The robustness of the relationship concerning trade openness and economic growth 

has been studied by many scholars. Much of the literature in the area concludes 

that there is a positive association between trade and economic growth; however, 

there is no clear answer to the question through which mechanism does trade 

openness affects economic growth (Tahir, 2014). Winters (2004) found that trade 
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openness facilitates economic growth in the medium-term range; while Lopez 

(2005) argued that trade liberalization enhances productivity and economic growth 

in transition countries (Tahir, 2014).  

Effective government is not usually mentioned in traditional economic growth 

literature (Alam, 2017). However, “good governance, by promoting more efficient 

divisions of labor, more productive investment, and faster implementation of social 

and economic policies, leads to higher economic growth” (UN, 2005). Hall and 

Jones (1999) stated that institutions and government policies identify the setting 

within which persons accumulate skills, and companies gain capital and produce 

output. Good governments enhance economic growth by efficiently supplying 

social infrastructure that lessens diversion; while bad governments create a public 

diversion by expropriation, excessive taxation, and bad regulations (Hall and Jones, 

1999). However, the opponents of this argument state that none of the empirical 

research has shown significant results to conclude that government efficiency is a 

predictor of economic growth (Kurtz et al., 2007). Using the System GMM 

technique for a panel of 81 countries, Alam et al. (2017) conclude that governance 

effectiveness has a substantial positive effect on economic growth; one unit 

increase in Government Effectiveness indicator of WGI results in 0.68 percentage 

increases in growth rate (Alam et al., 2017).  

2.3. Corruption and Economic Growth 

The relationship between corruption and economic growth has long been a 

debatable issue in the sphere. Many economists argue that ill-operating government 

institutions create a severe hindrance to investment inflow, entrepreneurship, and 

technical modernization (Mauro, 1995; Mo, 2001; Meon and Sekkat, 2005). 

Cumbersome and corrupt civil service may delay the provision of permits and 

licenses, thus slowing down trade and innovation transfer.  However, mainly there 

are two opposing arguments regarding the relation of corruption and economic 

growth; thereby economists in this sphere are either proponents of the “sand in the 

wheels” theory or its opponents arguing the “grease in the wheels” theory. 

Proponents of the latter theory, “grease in the wheels”, suggested that corruption 

may work as “speed money” and thus raise economic growth via two mechanisms. 
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Firstly, corrupt practices such as bribes would enable persons to omit bureaucratic 

barriers and delay; and secondly, government officials involved in bribes tend to 

work harder, especially when bribes act as a peacemaker (Leff, 1964; Huntington, 

1968; Mauro, 1995). Mauro (1995) argues that the first mechanism is applicable in 

countries with a low level of bureaucracy, whereas the second one would operate 

despite the level of red tape in the country. The deliberation on the effect of 

corruption on economic growth is still blurred, thus many economists agree with 

the “sand in the wheels” theory, therefore, in this part, I analyze the existing 

literature on the relation of corruption to economic growth from both perspectives. 

2.3.1. The “grease the wheels” hypothesis 

Even though common knowledge considers corruption as detrimental to economic 

growth, many studies conclude that sometimes corruption may increase efficiency 

(Leff, 1964; Huntington, 1968). Meon and Sekkat (2005) argue that graft money or 

bribery can act as a circumventing device allowing the rise in efficiency, 

investment, and eventually growth. Besides, based on other researchers (Leys, 

1965; Bailey, 1966; Huntington, 1968; Lui, 1985), they state that corruption in the 

form of bribery can accelerate the issuance of permits and licenses and industrial 

construction. Besides, they argued that corruption might help to increase the quality 

of civil servants through attracting more efficient employees due to high incentive 

returns in form of graft.  Thus, a graft may work as an efficient tool against bad 

public policies, especially when formal institutions are not in favor of 

businesspeople (Meon and Sekkat, 2005). 

Most of the empirical research in the area states that in general corruption works as 

an impediment to growth and investment; however, not many of the studies made 

an effort to explain the role of the government in this equilibrium (Mauro, 1995; 

Meon and Sekkat, 2005). Even though Mauro (1995) contributed to the existing 

knowledge about the negative effect of corruption, Meon and Sekkat (2005) argue 

that he failed to reject the greasing effect. According to them, in his work Mauro 

(1995) tried to divide countries into two groups with a high and low level of red 

tape, however, the splitting threshold was rather subjective and his results were 

insignificant in this aspect (Meon and Sekkat, 2005).  
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Dreher and Gassebner (2001), in their work, analyzed the regulatory frameworks 

imposed on entrepreneurs and how corruption helps to overcome them. They 

concluded that the reason behind different regulatory frameworks can be different 

perspectives on regulations. From the perspective of Public Choice theory, 

regulation is designed and adopted by industries and interest groups for their 

benefit, however, the public interest standpoint sees that regulation as a necessity to 

reduce inefficiencies and reach optimal outcomes (Dreher and Gassebner, 2005). 

Depending on one’s view about the purposes of regulation, overcoming them can 

be encouraged in different ways. They continue by saying that bribery is one of 

these ways because in a highly corrupt environment graft can “speed up” complex 

bureaucratic process and allow a firm to enter the market quickly.  In this research, 

they studied the indirect effect of corruption on economic growth, through 

measuring regulatory frameworks that hinder entrepreneurship.  An empirical 

analysis of 43 countries between 2003 and 2005 showed that “at the maximum 

level of regulation in sample countries, public corruption increases private 

entrepreneurial activity significantly” (Dreher and Gassebner, 2005). Despite this 

conclusion in favor of “grease in the wheels theory”, this study has at least one 

limitation. The number of enterprises does not always correlate with high 

efficiency and benefit to the economy, because having many companies in the 

country does not mean that all of them are efficient, thus resources spent on 

companies can just be a waste.  

The effect of corruption combined with low governance quality is considered to be 

one of the most significant in guiding the economic status of a country. Even 

though corruption can function as grease in many aspects of inefficient 

bureaucracy, the literature points out two important inefficiencies. The first is 

concerned with ill-functioning bureaucracy, whereas the other refers to policy 

selections by public officials. Meon and Sekkat (2005) state that ill-functioning 

bureaucracy is the most famous inefficiency that corruption can grease. Their 

reason for this argument is that corruption by its nature works as “speed money”, 

for example, Lui (1985) utilizing the economic model found that bribery can 

decrease the average time spent in queues because “corrupt” officials tend to work 

faster to serve more people and by this get more incentives. According to many 
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scholars corruption usually helps to circumvent endless and tiring bureaucratic 

regulations and thus boosts economic growth. For example, in the early 

independence of post-Soviet countries, businessmen used bribes often to speed up 

customs clearance, thus fostering trade and export.  

Besides, in mid- or low-income countries, corruption can be a driving force to 

encourage skilled people to join public service. Leys (1964) argued that corruption 

is a good instrument to improve the quality of civil service where official wages are 

low, and bribery can work as an incentive for many skilled people.  

The research conducted by Meon and Weil (2010), specifically to test the “grease 

the wheels” and “sand the wheels” hypotheses supported previous studies about the 

greasing effect of corruption. Using aggregate efficiency they found substantial 

evidence that corruption is less detrimental in countries with ill-functioning 

institutional frameworks. Exemplifying three different countries with different 

levels of the regulatory framework (Syria, Nepal, and South Africa) they concluded 

that one standard deviation increase in World Bank’s Corruption index raised the 

inefficiency score by 16% in Syria and 32% in South Africa. However, they warn 

that aggregate efficiency does not mean more productivity, thus the impact of 

corruption on growth can still be damaging.  

Despite the above mentioned possible effects, much of the empirical works 

conclude that corruption affects growth negatively. Even though these studies are 

not inconsistent with grease the wheels theory, meaning that many of the “sand in 

the wheels” theory supporters admit that in a high level of red tape or low level of 

bureaucracy, a limited amount of corruption is welcomed (Dreher and Gassebner, 

2013). To shed a light on the other theory, I move to discuss empirical literature on 

the negative effects of corruption.  

2.3.2. The “sand in the wheels” theory 

As it was mentioned in the previous paragraph graft money can speed up tedious 

bureaucracy motivating corrupt officials to work faster; however, this official may 

artificially slow down the process to require bribery (Myrdal, 1968 - ). Besides, this 

argument was supported by Shleifer and Vishny (1993) that argued in the case of 
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involvement of many agents in the decision-making process rather than one agent, 

the graft money could not speed up the process, because every public official 

involved in the decision-making process has some sort of “veto power” to slow 

down or even stop the project. This hierarchy increases the cost of the project 

because every agent is interested to get some incentives from it. Thus, Meon and 

Sekkat (2005) conclude that under these conditions corruption functions as sand in 

the wheels. 

 

Moreover, Kurer (1993) public officials tend to have an incentive to create 

simulated hindrances or other distortions to keep their illegitimate source of 

income. For example, a public servant can use his/her discretion to distribute the 

service in exchange for a bribe; besides, a civil servant also hinders other public 

officials to enter the position fearing losing the “lucrative” position. In individual 

scenarios, this condition benefits corrupt officials, however, on an aggregate level it 

harms the economy (Meon and Sekkat, 2005).  

Moreover, previously it was believed that corruption can improve the choice of the 

right decision; Lien (1986) stated that corruption may help public officials, who 

lack information or incompetent, to make the right decision and, thus boost the 

economy, because usually private sectors know the market better than an 

incompetent government official. However, this argument is doubtful because 

sometimes companies or agents paying a bribe can do little to improve efficiency. 

For instance, Rose-Ackerman (1997) concluded that companies can pay this “extra 

cost” in form of a bribe, thus lowering the quality of products or services they 

deliver in case of obtainment of license. As it was summarized in these paragraphs 

both theories have counter-arguments, however, much of the literature studied the 

effect of corruption on economic growth stressed the negative relationship between 

these two variables. In the following part, I will discuss the most prominent 

empirical literature in the area.  

In an IMF working paper Kaufmann and Wei (2000), studying data from three 

global firm surveys, about the relationship between bribe payment and some 

measures of effective bureaucratic harassment, concluded that if the bureaucratic 
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burden was driven by exogenous forces, the bribe may help firms to reduce the 

delay they face. However, if the bureaucratic barrier is endogenous – meaning 

posed by a rent-seeking official – the bribe loses its effectiveness as a circumvent 

instrument. 

 Mauro (1997) in his paper analyzed newly set data from Business International 

consisting of different indices on corruption, red tape and, the efficient judicial 

system for 58 countries during 1980 and 1983. The purpose of the analysis was to 

identify the channels of transmission through which corruption affects growth. He 

also used an instrumental variable called ethnolinguistic fractionalization (ELF) to 

control for clans and favoritism. He argued that a high index of ELF means 

different linguistic or other fractions are present in the country, thus worsening 

corruption. Using both OLS and 2SLS estimates, he concluded that one unit 

improvement (measured in standard deviation) in the corruption index is associated 

with a 2.9 % points increase in the investment ratio of GDP. Moreover, one 

standard deviation increase in the corruption index increases the growth rate of 

GDP by 1.3 % points per annum.        

Mo (2001) continued the study conducted by Mauro (1996) and further analyzed 

the importance of transmission channels through which corruption affects 

economic growth. Using panel data collected by Barro and Lee (1991) he observed 

changes in total factor efficiency and the capital stock (defines these two variables 

as determinants of economic growth) from 1970 to 1985. Using the OLS model Mo 

(2001) concluded that corruption has a significant negative impact on corruption. 

Human capital and political instability channels are considered to be significant 

transmission channels via which corruption affects growth.  He found that a 1 % 

increase in the corruption level lowers the growth rate by approximately 0.72%. 

Meon and Sekkat (2005) in their paper studied how the quality of governance 

affects economic growth and investment. They chose two sets of independent 

variables to explain the relation: corruption indices and measurement for the 

quality of governance. In their econometric model, they also include the growth 

rate of GDP in the initial year and following years to support convergence theory of 
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neoclassical model of growth; population growth, school enrolment, and openness 

of an economy. They use the GLS model to explain the relation of their variables. 

They conclude that corruption hampers economic growth, supporting previous 

studies.         

Grundler and Potrafke (2019) in their paper found a negative effect of corrupt 

behavior on economic growth. Using reversed CPI in their econometric model, 

they concluded that an increase in corruption by 19.56 points decreases real per 

capita GDP by 10% in the short-run, and by 17% in the long-term. They also 

support the idea that FDI and political instability are major transmission channels 

affecting growth.  

 

In their research, Campos et al. (2010) concluded that much of the empirical 

research concentrating on the negative effect of corruption is biased to report only 

its negative effects. However, they state that corruption, on its own, is not capable 

of greasing the wheels, thus supporting the opposite theory. After analyzing 460 

estimations of the effect of corruption from 41 different studies, they found that 

corruption weakens the positive impact of institutions and trade on growth.     
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Chapter 3. Research methodology 

After defining the purpose of the study, its importance, limitations, and research 

questions, as well as conducting an extensive theoretical and empirical literature 

review on the effect of corruption on economic growth, this part is dedicated to 

explaining the methodology used in this research. Moreover, the conceptual 

framework, statistical model, variables, and data will be discussed here. 

3.1. Research hypotheses 

The Null hypothesis (H0) is: Corruption negatively affects economic 

growth in eight post-soviet countries. 

The First alternative hypothesis (H2) is: Corruption affects economic 

growth less negatively in the subject countries with higher government efficiency. 

The Second alternative hypothesis (H3) is: Corruption affects economic 

growth similarly negative regardless of government efficiency in the subject 

countries. 

3.2. Study design 

To test research hypotheses a quantitative approach was conducted using panel 

data on eight countries for 16 years. Besides, the quantitative approach allows 

using statistical, analytical, and /or computational techniques to observe the data 

and answer the research question (Aliaga and Gunderson, 2003). Several scholars 

argue that “quantitative research involves the collection of data so that information 

can be quantified and subjected to statistical treatment to support or refute 

alternative knowledge claims” (Leedy and Ormrod, 2001; Williams, 2011; Apuke, 

2017). Moreover, numerous previous empirical studies were conducted using the 

same quantitative approach to explain the relationship between corruption and 

growth (Mauro, 1995; Alfada, 2019; Mo, 2000; Grundler et al., 2019; Cieslik and 

Goczek, 2018). Moreover, Hsiao (1995) argues that a panel data allows more 

precise interpretation of model parameters. Besides, a panel data generally have 

more freedom degrees and more sample variability than the cross-sectional data 
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which may be observed as a panel with T=1, or time series data which is a panel 

with N=1, thus improving the efficacy of econometric measurements (e.g. Hsiao et 

al., 1995). Another advantage of panel data is its ability to control the impact of 

omitted variables. It is often argued that the reasons why a researcher finds or does 

not find a certain result are due to overlooking the effects of certain variables in the 

used model which are correlated with the independent variables included in the 

research (Hsiao, 2007). The qualitative aspect of the research is used to explain the 

relationship between variables and conduct a deep analysis of the phenomenon. 

3.3. The theoretical and conceptual frameworks 

Many studies in the area show that there is no single acknowledged theoretical or 

conceptual framework that explains the empirical research of how corruption 

affects economic growth (Haji, 2020). A vast literature on the relationship between 

corruption and growth used different independent and control variables to explain 

the phenomenon (Mauro, 1995; Tanzi and Davoodi, 1998; Aghion et al., 2004; 

Blackburn et al., 2005; and many others). These works emphasize the role of FDI, 

Human Capital, Governance indicators, trade openness, unemployment, fertility 

rate, and many other variables affecting per capita growth. Based on extended 

literature, I created my conceptual framework which will explain the relationship 

between corruption and growth. In my corruption-economic growth nexus, I chose 

per capita GDP as my dependent variable. Despite its limitations, per capita GDP is 

considered to be a valid indicator of economic well-being in a huge range of 

literature. On the other side of the nexus, I choose the CPI (an indicator of 

corruption), FDI, Human Capital, Trade Openness, and Government 

Accountability as my independent variables. Population Growth and Inflation are 

used as control variables.    

 

 

 

 



24 
 

 

 Fig.1. Conceptual framework 

 

Source: Author’s estimates 

As it was extensively reviewed in the literature part of this research both negative 

and positive effects of corruption to economic growth have been supported by 

many economists (Mauro, 1995; Summers, 1977; Leff, 1964; Mo, 2001; and many 

others). Supporters of the positive effect of corruption on economic growth are 

called “greasers” and they argue that in countries with low bureaucratic efficiency 

bribes can work as a “speed money” (Leff, 1964; Leys, 1965; Huntington, 1968; 

Beck and Maher, 1986). Meanwhile, opponents of the “grease in the wheels” 

theory are called “sanders” and they state that corruption decreases economic 

growth by affecting investment, inflation, and human capital (Mauro, 1995; Mo, 

2001; Gründler et al., 2019).  

FDI has long been considered a central indicator affecting economic growth. Many 

researchers stated that FDI boosts economic growth through several channels such 

as new workplaces, transfer of technology, and increase in human capital 

(Olofsdotter, 1998; Borensztein, 1998; Mun et al., 2008 and many others). 

Nevertheless, the magnitude of the effect of FDI on economic growth might vary 
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due to government effectiveness and/or low human capital (Olofsdotter, 1998; Mun 

et al., 2008).  Besides, Nawaz (2010) stated that corruption degrades economic 

growth indirectly, by reducing investment and government revenues. Mustapha, 

(2016), found that corruption decreases economic growth by discouraging FDI, 

creating a misallocation of resources and increasing poverty, and increasing 

business costs, and, therefore, discouraging the emergence of small businesses 

(Haji, 2020).   

Trade openness is one of the key elements in new growth theories affecting 

economic growth (Harrison, 1996). Open trade policies provide access to imported 

goods, which usually feature new technology; increases the market and 

businessmen involved in economic activities. Harrison (1996) also argues that one 

simple example of the effect of trade on economic growth can be the prices of 

goods sold in the domestic market and international market. For example, 

pomegranates grown in Uzbekistan cost approximately 1 USD (author’s estimate) 

in the inner market, while the same product cost up to 10 USD if exported in South 

Korea. Despite the costs related to packing and shipping, the export of goods to 

external markets affects growth positively. On the other side, trade can also affect 

economic growth negatively, for example, increased competition, according to 

Schumpeter, discourages innovation, and lowers profits (Harrison, 1996). 

Human capital is argued to be one of the most significant determinants of 

economic growth (Barro, 1991; Hojo, 2002;). The endogenous growth theories 

mostly point out the role of human capital; and argue that more investment in 

human capital through spending on education, increasing quality of life, and 

fighting with poverty positively affects long term economic growth (Lucas, 1988; 

Mankiw, Romer, and Weil, 1992; Osiobe, 2019). Some economists state that 

higher formal education leads to higher economic growth through the accumulation 

of knowledge and skills, bringing innovation and boosting research productivity 

(Lucas, 1988; Romer, 1989, 1990,1994;  Rostow, 1960).  

According to UN (2005) “good governance, by promoting more efficient division 

of labor, more productive investment and faster implementation of social and 
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economic policies, leads to higher economic growth” (Alam et al., 2017). 

“Transparency and accountability are crucial for the efficient operation of a 

modern economy and for fostering social well-being” (IMF, 2005). Besides, 

Benhabib and Przeworski (2005) argue that accountability plays a dramatic role for 

economic growth when the tenure of public officials depends on it; because the 

government has different instruments to extract rents, thus they can also add extra 

cost. Hence, proper accountability policies reduce these costs to non-threatening 

levels (Benhabib & Przeworski, 2005). Moreover, a large amount of literature 

conducted empirical researches proving that decent institutions and governance 

facilitate economic growth (Acemoglu et al., 2001; Barro, 1998; Kaufman et al., 

2008). In this research variables can be divided into three dimensions, the first is 

macroeconomic indicators (e.g. GDP per capita, FDI, trade, inflation, and 

population growth); the second is governance indicators such as CPI, 

accountability; and the third one is human development indicators (e.g. life 

expectancy, mean education year). In the above section, I discussed the effect of 

independent variables on the dependent variable. I decided not to deeply explain 

the relation between control variables and the output variable since this relationship 

is not the purpose of my study. However, one must consider that population growth 

and inflation are negatively correlated with economic growth, thus many empirical 

studies choose these variables as control variables (Mauro, 1995; Mo, 2001 and 

many others). The relation between all the variables will be discussed later in the 

Research Analysis part. 

3.4. Data and Empirical Methodology 

3.4.1. Research Period and Data Set 

This research utilizes annual data in eight CIS countries (Armenia, Belarus, 

Kazakhstan, Kyrgyz Republic, Moldova, Russia, Tajikistan, and Uzbekistan) for 16 

years, between 2003 and 2018. Other CIS countries such as Azerbaijan, 

Turkmenistan, and Ukraine are excluded from the research due to the absence of 

full data for the period of research. This study involves data collected from the 

World Bank’s WDI and WGI, as well as TI and Human Development Indicators of 

UNESCO. 
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3.4.2. Analytical Framework   

The effect of corruption on the economic growth of eight CIS countries are 

analyzed by using panel data collected from multiple resources. The collected 

panel has some missing data, thus it is an unbalanced one. The dependent variable 

is the annual per capita Growth Domestic Product (GDPC). Hence, the study 

estimated the growth variable using the difference of GDPC between periods t and 

t+1 across time t( t=1,2,3,…T) and in countries c (c=1,2,3,…., C). The estimated 

model utilizes the Fixed Effects Model to explore the relationship between 

dependent and explanatory variables. Much empirical literature uses different 

models to explain the phenomenon. Thus, I used White’s Test and Breusch-Pagan 

test to check the suitability of the Fixed Effects Model on the panel data.  

Table 1: Heteroscedasticity test 

Heteroscedasticity Test 

Equation Test Statistic DF Pr > 

ChiSq 

Variables 

GdPClog White's 

Test 

83.98 44 0.0003 Cross of all vars 

 Breusch-

Pagan 

10.74 8 0.2166 1, CPI, FDINLOG, LIFEx, 

MnEDY, ACC, TRDBL, 

Popgr, INFL 

Source: Author’s estimates 

The result of the Breusch-Pagan test assumes that if the score is higher than 0.05, 

the null hypothesis should not be rejected (H0-No random effect). It also indicates 

that for choosing the model F-test should be applied. The result of the F test is 

presented below: 
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Table 2: F test 

F Test for No Fixed Effects 

Num DF Den DF F Value Pr > F 

7 111 23.64 <.0001 

 Source: Author’s estimates 

The result assumes that the application of results of the Fixed Effects Model can be 

used to analyze the data because when the result is less than 0.05 the null 

hypothesis is rejected (H0-Fixed Effect). For the convenience of understanding all 

steps, I include a table that shows the steps to determine a model in a panel data 

regression. 

Table 3: Determining Model 

 

             Source: Park (“Practical guides to panel data analysis”, 2010) 
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For each regression, I repeated the steps shown in the above table; however, for the 

economy of space and time, I will not include further discussion in the 

determination of the model or other tables showing results of preliminary tests.  

Moreover, the Fixed Effects Model attempts to explore the connection between 

predictor and outcome variables within the country. The Fixed Effects model 

removes the effect of different time-invariant features, so one can measure the net 

effect of the independent variable on the outcome variable. 

The equation for the fixed effects model becomes:   

GDPCit = β1CPIit + β2FDINlogit + β3Lifexit + β4MnEdyit + β5Trdblit + β6Accit + 

β7Popgrit + β8Inflit +αi + uit                                               

Where: 

– GDPCit is per capita GDP (Dependent Variable) where i = entity and t = 

time; 

– CPI, FDINlog, Lifex, MnEdy, Trdbl are Independent Variables; 

– Acc, Popgr, Infl are Control Variables; 

– β1 is the coefficient for that IV;  

– αi (i=1….n) is the unknown intercept for each entity ( n entity-specific 

intercepts); 

– Xit represents one independent variable (IV); 

– uit is the error term.  

3.5. Operationalization 

Following the description of all dependent, independent, and control variables of 

this research in the above section, this part defines specific indicators used as those 

variables, their sources, and methodology of measurement. 

Dependent Variable:  

 Per Capita GDP, current US$: 



30 
 

Definition: 

“GDP per capita is gross domestic product divided by midyear population. GDP is 

the sum of gross value added by all resident producers in the economy plus any 

product taxes and minus any subsidies not included in the value of the products. It 

is calculated without making deductions for depreciation of fabricated assets or 

depletion and degradation of natural resources”. Data are in current U.S. dollars. 

(World Bank, 2020) 

Source: 

World Development Indicators – The World Bank 

Independent Variables: 

 Corruption Perception Index (CPI): 

Definition: 

“The CPI scores and ranks countries/territories based on how corrupt a country’s 

public sector is perceived to be by experts and business executives. It is a 

composite index, a combination of 13 surveys and assessments of corruption, 

collected by a variety of reputable institutions. The CPI is the most widely used 

indicator of corruption worldwide”. (TI, 2020) 

Source: 

Transparency International  

 Human Capital: 

Definition: 

Human capital is the knowledge and skills acquired by individuals in the process of 

their education and training. Economically it can be measured as indicators of 

“stock” or “flow”.  The stock type reflects the level of education and skills, while 

the flow type shows the process of education (Cesen, 2004). 
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Much of the empirical literature included different human capital indicators as well 

as proxy indicators representing them in their research (Alfada, 2019; Ugur, 2014; 

Mauro, 1995; Suryadarma, 2012). Due to the lack of available data on human 

capital for the subject countries, I decided to choose proxy indicators to reflect 

human capital in my research. Most of the above-mentioned literature utilized 

mean schooling years, primary and/or secondary school enrolment rate, life 

expectancy, spending on education as proxies to reflect human capital. In this 

research I decided to choose mean schooling year and life expectancy as proxies 

because of two reasons: the first reason is the availability of data for subject years 

and countries; besides mean schooling year can be a good indicator of skill and 

knowledge acquirement; whereas higher life expectancy reflects the higher quality 

of life (Alfada, 2019; Barro, 1996). 

The mean year of schooling refers to the mean of years spent for primary and 

secondary education in one period of time; while life expectancy at birth indicates 

“the number of years a newborn infant would live if prevailing patterns of 

mortality at the time of its birth were to stay the same throughout its life” (The 

World Bank, 2020).   

Source: 

World Development Indicators – The World Bank 

Human Development Indicator – UNESCO  

• FDI, net inflows: 

Definition: 

“FDI refers to direct investment equity flows in the reporting economy. It is the 

sum of equity capital, reinvestment of earnings, and other capital. Direct 

investment is a category of cross-border investment associated with a resident in 

one economy having control or a significant degree of influence on the 

management of an enterprise that is resident in another economy. Ownership of 10 

percent or more of the ordinary shares of voting stock is the criterion for 
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determining the existence of a direct investment relationship”. Data are in current 

U.S. dollars. (The World Bank, 2020) 

Source: 

World Development Indicators – The World Bank 

• Trade measured by trade balance in current US$: 

Definition: 

The trade balance is the subtraction of imports of goods and services from exports 

measured in current US$. 

Source: 

World Development Indicators – The World Bank 

Control Variables: 

• Population, growth: 

Definition: 

“Total population is based on the de facto definition of population, which counts 

all residents regardless of legal status or citizenship”. The values shown are 

midyear estimations. (The World Bank, 2020) 

Source: 

World Development Indicators – The World Bank 

• Inflation, GDP deflator (annual %): 

Definition: 

“Inflation as measured by the annual growth rate of the GDP implicit deflator 

shows the rate of price change in the economy as a whole. The GDP implicit 

deflator is the ratio of GDP in current local currency to GDP in constant local 

currency”. 
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Source: 

World Development Indicators – The World Bank 

• Government accountability: 

Definition: 

“Government accountability captures perceptions of the extent to which a country's 

citizens can participate in selecting their government, as well as freedom of 

expression, freedom of association, and free media”. (The World Bank, 2010) 

Source: 

World Governance Indicators – The World Bank 
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Chapter 4. Data Analysis and Interpretation 

4.1. Descriptive statistics 

In this part I explained overall figures and trends as well as averages of key 

variables in subject countries. Before jumping into averages of the dependent and 

independent variables, here, I presented series of figures showing changes in all of 

the key variables. The Figure 2 displays the upward trend in GDP per capita from 

2003 to 2018.  

 Fig. 2. Per capita GDP  

 

Source: The World Bank 

This figure portrays key changes in the Corruption Perception Index in eight 

countries between 2003 and 2018. 
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Fig.3. Corruption Perception Index 

  

Source: Transparency International 

The following figure displays the amount of the export and import operations in 

2018. The volume of export and import of goods and services of Russian 

Federation was approximately ten times higher (8.784, 509.503 and 344.207 

millions of USD respectively) compared to those of other countries, therefore, this 

data was not include in the Figure 4 for clarity of observation.   

 

 

 

 

 

 

 

 

 

 

 

30

42

24

21

24

27

18

24

26

25

29

20

29

21

21

16

35

44

31

29

33

28

25

23

0 10 20 30 40 50

Armenia

Belarus

Kazakhstan

Kyrgyzstan

Moldova

Russia

Tajikistan

Uzbekistan

2018 2010 2003



36 
 

Fig.4. Export and Import (in millions) 

       

 Source: World Bank 

According to the chart above, Kazakhstan and Belarus have the highest amount of 

Trade Openness after Russia. Meanwhile, the next chart shows the amount of 

inflow of Foreign Direct Investment to CIS countries in 2018. 

Fig.5. Foreign Direct Investment, inflow in current USD (in millions) 

 

 Source: World Bank 
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The Figure 6 below portrays the average life expectancy and average years spent 

for primary and secondary education in CIS countries in 2018.   

Fig.6. Life Expectancy and Average schooling years  

 

Source: World Bank and UNESCO 

In my regression, I used logarithmic transformation of huge numbers for the 

convenience of regression in the statistical tool. The reason behind this 

transformation is that huge numbers are not usable in regression models. Moreover, 

transformed data has allowed making fewer errors in regression. However, it is 

noted that the transformation of three or more variables into the log function will 

make the data invalid, so I used only two logarithm transformations for not 

corrupting my data and only changed GDP per capita and FDI inflow. Therefore, in 

this part, I will use logarithm (henceforth - log) for explaining minimum, maximum, 

mean, and standard deviation of GDP per capita and FDI values, whereas other 

variables will be explained in their original values. However, I will conduct back-

transformation in my results’ analysis part to explain changes in variables and logs 

more accurately.  

0

10

20

30

40

50

60

70

80 74 74 73 71 71 72 70 71

11.8 12.3 11.8 10.9 11.6 12 10.7 11.5

Life Expectancy Schooling



38 
 

For 16 years and eight countries, the minimum and maximum log value of GDP 

per capita are 2.376 and 4.203 points respectively, while the mean is 3.395 and the 

standard deviation is 0.454.  The mean value of CPI is 26.209, with a minimum of 

16 points in 2010 and 2011 in Uzbekistan. At the same time, the maximum CPI 

score was 44 in Belarus in 2017 and 2018. The minimum of FDI is equal to 7.5 and 

the maximum is 10.873; whereas mean and standard deviation equal to 8.97 and 

0.80 respectively, measured in the log. For the economy of time and space, other 

descriptive statistics values can be seen in Table 4.  

Table 4: Descriptive Statistics 

Variables Min Max Mean STDv 

GDP 2.376 4.203 3.395 0.454 

CPI 16.000 44.000 26.209 5.783 

FDI inflow 7.500 10.873 8.970 0.808 

Life Expectancy 64.496 74.945 70.054 2.379 

Mean Education 

Year 

9.100 12.300 11.081 0.682 

Trade Balance -7.537 165.296 14.973 40.055 

Population growth -1.798 2.822 0.712 1.063 

Inflation 0.268 75.277 12.854 11.020 

Accountability -2.124 0.049 -1.064 0.562 
         

    Source: Author’s Estimates 

4.2. Correlation analysis 

Table 5 below reflects the correlation between all the variables. The results show 

that the correlation between dependent and independent variables is significant. For 

example, the table depicts that correlation between GDP and CPI is r = 0.389 under 

p < 0.001, while FDI and GDP stay for r = 0.791 under the same degree of 

significance. Proxies for human capital (life expectancy and mean education year) 

are also strongly correlated with GDP r=0.369 and r=0.749, respectively, with 

p<0.001. The result supports much empirical literature that Human Capital boosts 

economic growth. Moreover, Human Capital is also strongly associated with other 



39 
 

independent variables. For example, mean education year is significantly correlated 

with Trade Balance and FDI inflow (r=0.305 and r=0.567 respectively), whereas 

life expectancy is negatively and insignificantly correlated with both Trade Balance 

and FDI (r=-0.124 and r=-0.055). Moreover, Human Capital proxies are also 

strongly and positively correlated with some government indicators, where life 

expectancy has r=0.566 correlation with CPI, while the mean education year is 

correlated with CPI r=0.392. Meanwhile, accountability has an insignificant 

positive association with life expectancy and mean education year (r=0.128 and 

r=0.190) 

It can be observed that macroeconomic indicators have a significant positive 

correlation with each other, except for inflation. Even though contemporary 

literature does yet to study the effect of trade on economic growth, the table shows 

that there is a significant correlation between trade balance and GDP (r=0.544 with 

p<0.001). Moreover, the trade balance is as well significantly correlated with FDI 

inflows being equal to r=0.732 under p<0.001, this concludes that an open 

economy encourages an increase in investment rates.  

Accountability does not significantly correlate with the dependent variable 

(r=0.094); however, there is a significant correlation with CPI r=0.509 under 

p<0.001. Thus, all independent variables have a positive significant positive 

correlation with the dependent variable, except for accountability which has an 

insignificant correlation. This substantial correlation logically supports that 

governance indicators correlate with each other strongly, but not always have a 

strong correlation with macroeconomic indicators.  

The table also reveals that there is a negative correlation between population 

growth and all the other variables, except for inflation. Population growth has a 

significant negative correlation with GDP per capita (r=-0.407) and only has a 

positive insignificant association with inflation. Given the fact that both of these 

variables are control variables, there is no meaning to explain this relationship in 

this research. Inflation and GDP per capita have an insignificant negative 

correlation (r=-0.018). This significant correlation between variables raises the 
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problem of multi-collinearity which will be tested by performing a variance 

inflation factors analysis. 
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Table 5: Correlation matrix 
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4.3. Variance of Inflation 

Because of the possibility of multicollinearity problem between independent 

variables due to significant correlation between them as it was observed above; 

Variance of Inflation Factors (VIF) analysis was conducted. The analysis checked 

collinearity among CPI, FDI, proxies for Human Capital, Trade, Accountability, 

Population growth, Inflation. The table below shows the results of this test. 

According to the statistical standard, VIF should be less than 10. This table also 

reflects the results of Tolerance and Eigenvalue; where the Tolerance level should 

be less than 10 and Eigenvalue should not be equal or close to 0. The results 

indicate that even though there is a high correlation between independent variables, 

it will not affect the regression test negatively. 

Table 6: Collinearity test 

Variable Variation 

Inflation 

Tolerance Eigenvalue 

CPI 2.34381 0.42666 0.99654 

FDI 3.88906 0.25713 0.59240 

Life Expectancy 2.28571 0.43750 0.40154 

Mean Education 

Year 

2.74011 0.36495 0.11542 

Trade Balance 2.50845 0.39865 0.00255 

Population 

Growth 

1.69463 0.59010 0.00125 

Inflation 1.41331 0.70756 0.00028215 

Accountability 2.14939 0.46525 0.01799 

Source: Author’s estimates 
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4.4. Hypotheses Test and Regression Analysis 

In this part, I analyzed the regression results on whether corruption affects 

economic growth positively or negatively. The results are presented in Table 7. 

Provided that the dependent variable is estimated in natural logarithms, some minor 

flaws are assumed while interpreting logarithms into percentages. According to the 

regression result, the effect of corruption on economic growth is significant but 

surprising. For example, one point increase in CPI affects GDP per capita log 

negatively by r=-0.01052 points. One should not forget that the higher the score of 

the country in CPI the less level of perceived corruption the country has. Thus, 

results here reject many of the empirical studies that corruption may only function 

as stagnation to economic growth and thus theory called “sand in the wheels” 

(Mauro, 1995; Mo, 2021 and many others). After conducting back-transformation, 

the result shows that one score increase in CPI ranking will lower economic growth 

by approximately -1.052%. This observation supports the theory about “grease in 

the wheels” that corruption can be beneficial to economic growth. Now, we can 

reject the null hypothesis and support the first alternative hypothesis. For the 

convenience of understanding I will re-write the null hypothesis below: 

 The Null hypothesis (H0) is: Corruption negatively affects economic 

growth in eight post-soviet countries. 

This observation above is mainly true about countries with lower government and 

bureaucratic efficiency. Many empirical studies conclude that in countries with ill-

functioning institutions sometimes corruption functions as “speed” money, thus 

lowering the time spent for the transaction and increase the effectiveness. Thus, the 

results of the research are comparable with most of the literature about the greasing 

effect of corruption on economic growth discussed in the literature review part. 

To achieve robustness of the research I also conducted regression using the CCI, 

developed by World Bank. The indicator is among WGI and ranges between -2.5 

and 2.5. The smallest number shows that the country is perceived to be highly 

corrupt, while a bigger number means no corruption. When using this indicator 

instead of the CPI, but keeping other variables, the results of the regression were 
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also significantly negative. The result showed that one unit increase (from 0 to 1) 

affected GDP per capita by -28 percent. Thus, it can be concluded that regardless 

of the change of indicator, corruption affects as a “grease” in CIS countries.    

At the same time, a 10 % upsurge in FDI inflow increased GDP per capita by 

1.88 %. This supports the idea that many early studies show that FDI can affect 

long-run economic growth by technology transfer or an increase in human capital. 

Besides, Borensztein, Gregorio, and Lee examined the effect of FDI in enhancing 

economic growth and concluded that FDI inflow affects stronger than domestic 

investment due to advanced technology introduction (Makki and Somwaru, 2004).   

Besides, both indicators for human capital (life expectancy and mean education 

year) show significant positive relation with GDP per capita. For example, one year 

increase in life expectancy increases GDP per capita by 7.4 percent; whereas one 

year increase in schooling increases per capita GDP by 5.7 per cents. It supports 

previous studies that human capital increases economic growth due to more skilled 

and experienced workers (Barro, 1991).  

The trade balance is also significantly correlated (0.0052) and positively affecting 

growth by 2.6 per cents when there is a 10 % increase in trade. It means that a high 

rate of trade operations increases economic growth and positively affects countries’ 

well-being. Other variables show insignificant correlations, it can be concluded that 

accountability, population growth, and inflation do not affect GDP per capita 

substantially. These results can be observed in the next table 

    Table 7: Standard Regression Analysis (Fixed Effect Model) 

Variable DF Estimate Standard 

Error 

t Value Pr > |t| 

Intercept 1 -3.94956 0.5097 -7.75 <.0001 

CPI 1 -0.01052 0.00341 -3.08 0.0026 

FDI inflow 1 0.188306 0.0331 5.68 <.0001 

Life expectancy 1 0.074134 0.00942 7.87 <.0001 

Mean 

Education Year 

1 0.057936 0.0277 2.09 0.0387 

Trade Balance 1 0.00226 0.000792 2.85 0.0052 
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Population 

growth 

1 0.023928 0.0265 0.90 0.3680 

Inflation 1 -0.00047 0.00111 -0.42 0.6720 

Accountability 1 0.110383 0.0732 1.51 0.1346 

      Source: Author’s Estimates 

However, these results are the cumulative effect of corruption perception on GDP 

per capita to all eight countries in the study, thus these observations do not reveal 

the full picture of how corruption affects GDP per capita. To solve this issue, I 

included additional two hypotheses in my research and run several extra 

regressions to show how different groups of countries are affected by the 

perception of corruption. The countries are divided into two groups according to 

their geographical location. The first group consists of Armenia, Belarus, Moldova, 

and Russia (henceforth named as Europe); while the second group is composed of 

Kazakhstan, Kyrgyzstan, Tajikistan, and Uzbekistan (henceforth named Central 

Asia). In my hypotheses, based on the rankings of countries in World Governance 

Indicator, I assume that countries closer to Europe should have more government 

effectiveness, thus the negative effect of corruption should be less to economic 

growth; while countries far from Europe are believed to have less government 

effectiveness and negative effect of corruption will be higher. Considering this 

assumption I run two regressions with the same previous independent and control 

variables to check whether the effect of corruption lessens or magnifies due to the 

government efficiency.  

The obtained results show that the negative effect of corruption is still significant 

(p value<0.05) to four countries (Armenia, Belarus, Moldova, and Russia) and one 

score increase in CPI (towards less corruption) decreases GDP per capita by -0.808 

percentages.  At the same time, some other independent variables lose their 

significance or change relation from positive to negative. For example, FDI inflow 

and Life expectancy are still significantly and positively associated with GDP per 

capita growth (r=0.2660 and r=0.08358 respectively). It means that, for instance, a 

10 percent increase in FDI inflow will raise GDP per capita by 2.6 %, while life 

expectancy affects by 8.3 %. These observations still support previous studies 
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about the positive effect of corruption on economic growth under the “grease in the 

wheels” theory. Other results are depicted in the following table. 

Table 8: Relationship between Corruption and GDP per capita for “Europe” 

Variable DF Estimate Standard 

Error 

t Value Pr > |t| 

Intercept 1 -4.11874 0.8791 -4.69 <.0001 

CPI 1 -0.00808 0.00393 -2.05 0.0449 

FDINLOG 1 0.266017 0.0604 4.41 <.0001 

LIFEx 1 0.083581 0.0155 5.41 <.0001 

MnEDY 1 -0.01778 0.0442 -0.40 0.6895 

TRDBL 1 0.001505 0.000905 1.66 0.1025 

Popgr 1 -0.00174 0.0347 -0.05 0.9601 

INFL 1 0.000449 0.00131 0.34 0.7337 

ACC 1 0.257403 0.1104 2.33 0.0237 

     Source: Author’s estimates 

Meanwhile, the results of the regression for “Central Asia” show different results 

regardless of the usage of the same variables. For example, in this regression, the 

relationship between CPI and GDP per capita became significant under 90% (p-

value = 0.0549); however, had a much stronger negative effect compared to the 

first group (r=-0.01532). This negative effect can be interpreted in the following 

way. One score increase in CPI ranking decreases GDP per capita by -1.53 

percentages, meanwhile, the same effect for European countries was equal to a -

0.808 percent decrease in the dependent variable. Thus, one can conclude that 

government effectiveness helps to soothe the negative effect of corruption on GDP 

per capita. Other observations from the third regression are found in the next table. 
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Table 9: Relationship between Corruption and GDP per capita for “Central Asia” 

Variable DF Estimate Standard 

Error 

t Value Pr > |t| 

Intercept 1 -4.24059 0.6245 -6.79 <.0001 

CPI 1 -0.01532 0.00780 -1.96 0.0549 

FDINLOG 1 0.137582 0.0353 3.89 0.0003 

LIFEx 1 0.062908 0.0134 4.70 <.0001 

MnEDY 1 0.187054 0.0472 3.96 0.0002 

TRDBL 1 0.008121 0.00197 4.13 0.0001 

Popgr 1 0.057306 0.0370 1.55 0.1273 

INFL 1 -0.00189 0.00184 -1.03 0.3081 

ACC 1 0.00566 0.1079 0.05 0.9584 

  Source: Author’s estimates 

These results support the second alternative hypothesis that countries in this 

research with higher government efficiency are less negatively affected by 

corruption, and reject the third alternative hypothesis that government efficiency 

does not change the effect of corruption on economic growth.  For more 

convenience, I rewrite my second and third alternative hypotheses below. 

The First alternative hypothesis (H2) is: Corruption affects economic 

growth less negatively in the subject countries with higher government efficiency. 

The Second alternative hypothesis (H3) is: Corruption affects economic 

growth similarly negative regardless of government efficiency in the subject 

countries. 

Regardless of the different results from the three regressions, one can conclude that 

for eight CIS countries, the effect of corruption perception is positively associated 

with GDP per capita, thus supporting the theory of the “grease in the wheels”.  
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Chapter 5. Conclusion 

5.1. Discussions 

Corruption has been a central topic of research for many years for numerous 

scholars, and still, there are different opinions about the effect of corruption on 

different aspects of life. Certainly, corruption plays a detrimental role in a 

country’s economic, social, or political development. However, this role can be 

changed under some circumstances. Two main theories about corruption exist; one 

concludes that corruption affects economic growth through the reduction in FDI, 

resource misallocation, decreasing levels of human capital, and trade. This theory 

is called the “sand in the wheels” and it has been supported by many scholars 

(Mauro, 1995; Mo, 2001; Meon and Sekkat, 2005; d’Agostino et al., 2016; Huang, 

2015; Grundler and Potrafke, 2019) and all these scholars conducted empirical 

research to measure the negative effect of corruption on growth using different 

dependent, independent and control variables.  

The second theory “grease in the wheels” concludes that corruption sometimes 

may enhance economic growth through functioning as “grease” or speed money. 

This argument holds especially in countries with low bureaucracy and government 

efficiency.  They believe that bureaucratic barriers and complex procedures of 

obtainment of licenses and permits can be circumvent using bribery and thus 

speeding one’s business. Supporters of the “grease in the wheels” theory (Leff, 

1964; Leys, 1965; Huntington, 1968; Beck and Maher, 1986; Lien, 1986; Bardhan, 

1997) believed that corruption in form of bribery can favor development through 

an increase in entrepreneurship or rising efficiency. They admitted that this theory 

may not work in first world countries; however, it holds in many second and third 

world countries with ill-functioning governments (Meon and Sekkat, 2005).  

 This common knowledge about the effects of corruption is true in both cases 

because even though the corruption may work as “grease” at the beginning when 

institutions are weak, this claim proves the opposite with the raise of efficiency in 

governance or bureaucracy. Much empirical research previously discussed in this 
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study observed corruption in many regions and countries; however, still, the effect 

of corruption in post-soviet countries is not well studied. This gives a ground to 

conduct the research where I studied the effect of corruption on economic growth 

in eight CIS countries from 2003 to 2018, using the CPI, developed by TI as a 

measurement of corruption. The lack of study in this region may be explained by 

the fact that because most CIS countries did not exist 30 years ago, a full-scale 

study on these countries will be invalid. Thus, one may argue that the effect of 

corruption is seen in long-term growth and they would be partially right. In their 

research about the time frame when corruption affects economic growth the most, 

Lucic et al.(2016) identified that the strongest effect of corruption on economic 

growth is seen in the medium-range (38% effect between 6-10 years); however, the 

short-range effect of corruption to economic growth is also significant and shows 

that 31% effect of corruption on economic growth can be observed from 1 to 5 

years (Lucic et al.,2016). This supports the idea that the effect of corruption on 

economic growth can be studied up to very recent history.     

Moreover, many empirical works studied the cumulative effect of corruption on 

economic growth; none of the researchers studied the individual effect or small 

group effect of corruption. Thus, to contribute to the existing literature I conducted 

research using several standard panel regressions. The first regression studied the 

effect of corruption on eight CIS countries, thus the results showed that one unit 

increase in the CPI towards less corruption affected economic growth negatively 

by -0.01052 log points. The result of the research assumes that in eight CIS 

countries, corruption functions more like “grease” rather than “sand” in the wheels. 

This might be mainly because of the low government efficiency of subject 

countries; according to World Bank’s WGI, all eight countries lay between 0.002 

and -1.07 in governance effectiveness indicator (-2.5 to 2.5), having many 

ineffective governments compared to many transition countries. To check this 

claim to be true I divided countries into two groups consisting of four countries 

each according to their geographical location. Countries closer to Europe (labeled 

as “Europe”) showed a less negative effect of corruption on economic growth 

accounting only for -0.00808 log points when one unit increase occurs in CPI. 

Meanwhile, the second group labeled as “Central Asia” showed worse results; one 
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increase in CPI lead to -0.0153 log points decrease. Both of these relations are 

significant.  Moreover, in the last year of the study (2018) the mean government 

effectiveness indicator for “Europe” was -0.21, while for “Central Asia” was -0.49. 

It can be concluded that even though in CIS countries corruption plays a “greasing” 

role, government efficiency may weaken or magnify this effect.  

Other independent variables also show a significant relationship with the dependent 

variable. For example, one unit increase in FDI increase GDP per capita by 0.1883 

log points. Proxies for Human Capital indicator also show a significant positive 

relationship with GDP per capita.  

5.2 Policy Recommendations 

In the conclusion part of the research, the main explanatory variables of economic 

growth were identified. The results of the regression show that all independent 

variables such as FDI inflow, Human Capital, and Trade show a significant 

positive correlation with GDP per capita growth. Although our empirical model 

showed the negative correlation between corruption and GDP per capita growth, 

meaning that an increase in CPI ranking towards less corruption stagnates 

economic growth, which is in line with other studies discussed in previous chapters, 

still there is space for the thought of methods to decrease this effect by 

administering good governance.  This chapter makes some policy implications for 

these countries on how to overcome the problem of corruption and enhance 

economic growth by affecting FDI inflow, Trade, and Human Capital.  

Voluminous empirical studies conclude that generally, corruption affects economic 

growth negatively.  However, some researchers argue that a limited amount of 

corruption may promote investment and trade, which are otherwise hindered by 

bureaucratic regulations and barriers. This will hold when the government size is 

considered. Even though in his research, Mendez and Sepulveda (2005) attempted 

to study the impact of government size on corruption and economic growth, their 

results were insignificant. However, they conclude that usually bigger government 

can provide additional constraints thus making corruption beneficial in short term 

(Mendez and Sepulveda, 2005). This short term effect can be reflected in the 
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increase in trade, as long as constraints are controlled, import and export operations 

will increase. On the other hand, they also admitted that the big size of government 

brings inefficient resource allocation, thus jeopardizing long term economic growth.  

In this regard, countries with big government size should restrain their bureaucratic 

barriers for individuals who want to set up a business. Traikova et al. (2017), 

studied the effect of corruption perception on entrepreneurship in Bulgaria and 

concluded that corruption helps to circumvent burdensome entrepreneurial barriers 

in the initial stage of start-up, and lessens operation cost for businesses. This 

argument about “getting things done” is in line with many other “grease in the 

wheels” supporters.  

In their policy implication part, some studies (Meon and Weill, 2010) state that 

countries with very low government efficiency may let corruption prosper; 

however, this statement is rather risky and extreme. One reason behind it is that 

country that lets corruption grow uncontrolled will find itself trapped in bad 

governance and worsen the institutional framework further (Meon and Weill, 2010). 

Thus one finds it more tempting to look at the pursuit of higher governance 

efficiency and the quality of the regulatory framework.     

Bearing in mind the above statements, and understanding the fact that corruption 

may work as grease until some level of bureaucratic efficiency is achieved, and 

then change the direction of effect I decided to propose policy recommendations 

aimed at reducing corruption, rather than allowing it to grow. 

First of all, one should understand the cause of corruption before fighting against it. 

Leff (1968) argued that corruption is a deeply rooted psychological and social 

phenomenon. In the first matter to overcome the psychological aspect of corruption, 

post-soviet countries should cut the roots of former behaviors in form of clans, 

informal networking, and accept a more universalistic ideology or view towards 

intolerance of corruption. Meanwhile, to overcome the social factor of corruption, 

long time economic and social growth is required, which in turn brings different 

political powers outside of bureaucratic games.  
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Secondly, as was mentioned above, the phenomenon of corruption is deeply rooted 

in the behaviors of many people around the world, corruption is found to be 

acceptable in many cultures. Understanding the negative effect of corruption on 

economic growth and development one should be patient because many of the 

direct policies aimed at eradication of corruption will show their effect in the mid-

term or long-term range.  

Lastly, provided that many of the greasing theory supporters argue that due to the 

low level of government efficiency and abundance of the regulatory framework, 

corruption works as an enhancement for growth. However, we should understand 

that behind this positive relationship lies the poor condition of government and 

bureaucracy. Bearing this in mind, I would suggest for countries subject to revision 

their regulatory frameworks, and based on world standards create more efficient 

permits issuance, increase the effectiveness of different branches (executive and/or 

judiciary) through stressing on rule of law and higher compliance with the 

legislature.  

 In terms of enhancement in levels of FDI, the reforms directed at making 

governments more effective and regulations less cumbersome will play its role in 

attracting more FDI. For example, some of Emirates of United Arab Emirates have 

a very little number of regulations, thus giving more comparative advantage than to 

their neighbors. In the case of Central Asian countries, most of the FDI inflows 

comes to resource extraction spheres (Arazmuradov, 2012; Doytch and Eren, 2012), 

however, until these days extraction of many mineral resources are allocated in the 

hands of a limited number of national monopolist SOE’s (BTI country report, 

2020). This exclusion of other actors brings more issues given the fact that FDI is 

proven to be one of the most significant drives of technological transfer.  However, 

except for extraction spheres, for example, Uzbekistan is giving favorable 

conditions to foreign investors. The State Customs Committee of the Republic of 

Uzbekistan announced that any company investing in any sphere in Uzbekistan 

between 300.000 USD to 3.000.000 USD or more, will get tax exemption for 

various years according to the amount of investment (between 3 and 10 years). 

This reform might attract some investors to have a look at Uzbekistan; however, a 



53 
 

comparatively low level of Human Capital makes it difficult for effective 

absorption of FDI. Moreover, in my opinion, governments need to continue 

establishing Free Economic Zones to encourage the inflow of capital and 

technology.  

In my opinion, one of the best ways to increase Human Capital in the country is to 

start investing more in education organizations. For example, the Republic of 

Korea spent 4.3 percent of its GDP on education in 2017; meanwhile, Uzbekistan 

has spent 5.7 percent of the total GDP. These numbers may indicate that 

Uzbekistan spends more on education than Korea, however, when one pays 

attention to the size of GDP in both countries, he/she understands that Korea spent 

more on education than the entire GDP of Uzbekistan. As a result, around 67.8 

percent of all youth go to universities in Korea, while in Uzbekistan the same 

figure stands for around 10 percent. This affects many aspects of the economic and 

social life of the country. I think, one of the best ways to increase the percentage of 

university enrollments is to reduce the tuition fee in public universities (around 

1300$ per year) and establish more programs in partnership with foreign 

universities. 

Moreover, due to the environmental condition of the region, many people in 

Central Asia are vulnerable to saline air and water; thus, water purification 

programs as well as creating green zones should lessen the negative effect of the 

environment on regional people. Moreover, some of these countries still do not 

have universal medical insurance, thus most people cannot afford to have a high 

level of medical observation and treatment.    

5.3 Limitations of the study 

First of all, this research deals with secondary data from international and 

multilateral organizations, and there is a possibility that the initial data collected by 

the author might be different from the data collected from other sources, mainly 

with data compiled by national statistics agencies. 
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Secondly, the literature admits that there more than 40 independent variables 

affecting economic growth directly or indirectly. However, this research mainly 

considered the variables which are significantly correlated with economic growth 

and ignored others. Adding other explanatory variables can affect the research and 

create the opposite results. Thus for future research, I recommend studying 

including different macroeconomic data compiled by the national statistics 

agencies, this will allow comparing different results from various sources on the 

same phenomena. 

Thirdly, the author used natural logarithm transformation in the regression part, 

thus there might be some minor flaws in results while interpreting them. There are 

two possible methods to interpret logarithms, first is multiplying them to 100 and 

interpreting them directly, or using exponentiation and interpreting these results. In 

both cases, the difference in results may differ in the 1 % range; nevertheless, we 

would get different results.    
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국문초록 

 

독립국가연합(CIS)국가의 부패가 

경제에 미치는 영향 

Bakhodir Kurbonov 

서울대학교 행정대학원 

글로벌행정전공 

 

본 연구는 부패가 경제 성장에 미치는 영향을 살펴보았으며 2003 년부터 

2018 년까지의 포스트 소비에트 국가 8 개국에 대한 패널 자료를 

활용하였다. 본 연구는 부패인식지수(CPI)와  1 인당 GDP 를 활용하여 

부패와 경제성장을 측정하였다. 패널회귀분석결과 부패는 경제성장의 

윤활유 역할을 하는 것을 발견하였다. 본 연구의 결과는 부패가 경제성장에 

도움이 된다는 “grease in the wheels” 이론을 지지하는 결과이다. 부패가 

경제성장에 미치는 효과를 살펴보면 CPI 가 한 단위 증가하면 1 인당 

GDP 가 1.052% 감소하는 것으로 나타났다.  이러한 효과는 정부효과성이 

높은 국가일수록 적은 효과(-0.808%)가 나타났으며 정부 효율성이 

떨어지는 국가일수록 더 큰 효과(-1.53%)가 나타나는 경향이 있는 

것으로 나타났다. 따라서 본 연구는 부패와 경제 성장 간 관계에서의 정부 

효율성의 역할에 대한 주장을 뒷받침한다. 

 

주제어 : 부패, 경제성장, 부패인식지수(CPI), 독립국가연합(CIS), 

Greasing 
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