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Abstract: 

 

African countries have over the last few decades, experienced a thorny path towards sustained 

economic growth. Quite a number of researchers have opined that a major factor responsible 

for their stunted growth path is the prevalence of corruption in the governments of many 

African countries. However, a group of scholars, called revisionists, have suggested that 

corruption actually acts as grease in the wheel that ensures the smooth running of an economy, 

by providing a mechanism to evade inefficient bureaucratic procedures and allow more 

equitable representation of minority members of the society. With the increasing exposure of 

African economies to the international community, there is a need to examine the obtainable 

evidence in relation to corruption and economic growth in African countries. This thesis, 

therefore, aims to establish the nature of the relationship between corruption and economic 

growth in the selected African countries. The growth rate of gross domestic product per capita 

is used to represent the variable, economic growth. The study employs the use of panel data 

fixed effects and random effect estimation techniques, across 18 countries, over the period of 

1997 – 2016. The results show that corruption has a positive relationship with economic growth 

in the selected African countries. This is in line with the grease in the wheel argument for 

corruption proposed by revisionists. The results also indicate that corruption has a moderately 

significant impact on economic growth at 10% level of significance. The literature review 

suggests that corruption affects economic growth directly and indirectly through mechanisms 

such as investment (private and public), human capital, openness, and institutional 

mechanisms, among others. 

 
Keywords: corruption, economic growth, African countries, growth rate of GDP per capita, 
panel data, fixed effects model, random effects model. 
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1. Introduction 
 
Economic development in African countries has lagged behind the rest of the world. A review 

of the United Nation’s Human Development Program’s (UNDP) report reveals that there are 

no countries in Africa ranked as very high in development, while 32 out of 53 African countries 

observed ranked as low human development countries (UNDP, 2018). This inevitably raises 

the question of why development in African countries is stunted. While several factors may 

have contributed to the present situation noted, a common culprit that has been mentioned as 

hindering growth in most African countries is corruption.   

  

Economic literature so far has been unable to clarify the role of corruption in economic 

growth. Quite a few researches have described corruption as the oil that greases the wheels of 

the economy. They argue that the presence of corruption in a country to an extent raises the 

ease of doing business in a country and therefore, attracts significant foreign direct investment. 

According to Nye (1967), there are three ways in which corruption stimulates the economy, 

corruption enables the formation of capital, reduces the bureaucracy involved in approval 

processes and stimulates entrepreneurship especially for minority tribe members who might 

not have enough representation in an otherwise transparent government. Another argument in 

favour of corruption says that corruption ensures that civil servants perform to their optimal 

level by collecting bribe (Leff, 1964). Acemoghlu and Vedier (1998) argue that the fight 

against corruption is expensive, and society’s resources could be directed to better use in other 

areas of concern. The belief is that corruption has ingrained itself to the very core of human 

society and has metamorphosed such that, removing it will disrupt the balance of the society 

and not in a positive manner. Some scholars even consider corruption a phase in which 

developing countries have to pass, to reach maturity (De Graaf, 2007). 

 

On the other hand, some researchers have maintained that corruption has played a 

negative role in the growth of the economy. This school of thought is known as the moralist. 

They maintain that the cost of corruption outweighs the gains of corruption and that corruption 

discourages investment. Antonio Costa, a UN anti-crime official, speculated that the loss in 

revenue from corruption in Nigeria and Dem rep. of Congo should have amounted to $5 billion 

(USD) each in 2003 (Osipitan and Odusote, 2014). Moralists believe that corruption increases 

the cost of doing business as well as introduce higher levels of uncertainty into business 

operations (Telia, 2013). 
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This study is significant for two primary reasons. First, emphasis on corruption, which 

increased at the turn of the century has gradually waned. However, African countries are 

becoming increasingly open to the international community and most notably accepting loans 

of significant amounts from the Chinese government to foster development in the country. Such 

exposure to substantial levels of funds will spark the incidence of corruption or in the 

counterfactual, accountability. It is a cause of concern if corruption at current levels will hinder 

the purposes for which the loans were collected — thereby necessitating a study of corruption 

in recent times. 

 

Secondly, the role of government in many countries, has been expanding over the past 

years. There is a call for governments to take up more roles in society and act as a third parent 

to its citizens. It is, therefore, a concern if corruption is pervasive in a country. Citizens would 

like to know how significant corruption is to economic growth, as this will inform the amount 

of effort that should be placed on building a transparent government. Fighting corruption is 

costly, as Acemoglu and Verdier (1998) mentioned. The resources spent on ensuring a more 

transparent government may be utilized more effectively in social insurance programs. It would 

be counterproductive to spend on anti-corruption campaigns if corruption does indeed act as a 

grease and attracts more foreign aid that helps to develop a country.   

 

This study takes as a case study African countries because African countries are 

characterized by slow growth and are infamous for corrupt governments (Azam et al., 2002; 

Hanson, 2009; Warf, 2017). This makes them especially relevant to study the phenomenon to 

be undertaken by the research because they fit the context adequately. The aim of the study is 

to, therefore, examine the impact of corruption on economic growth with a specific focus on 

African countries — the growth rate of gross domestic product per capita is selected as a 

measure of economic growth. The project aims to identify if a significant positive or negative 

relationship exists between corruption (independent variable) and economic growth (dependent 

variable).  The significance of research result is given by the level of significance, usually 

represented by α. The conventionally used level of significance in most research is 5%. 

However, other relevant levels of significance include 1% which represents highly significant 

results and 10%, which represents moderately significant results. 

 

The study employs the tools of economic theory and analysis to investigate the nature of 

the relationship. We obtained balanced panel data for 18 African countries from a variety of 

sources which included World Bank Development Indicators (2018), Heritage International 
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Economic Freedom Index (2018), Institute for Health Metrics and Evaluation and Center for 

Systemic Peace (2018), through the period 1997 – 2016. The data is estimated using fixed 

effects and random effects.  

 

The remainder of this thesis is organized into four Sections, as follows. Section two 

contains the definition of the concept of corruption, the types of corruption, causes of 

corruption from a theoretical perspective, and a brief review of the African experience with 

regards to corruption and economic growth. Section three highlights the theoretical framework 

on which the study is based, thus the review of related literature. Section four concentrates on 

the research design and the econometric analysis of the data employed in the study.  Section 

five presents a summary of the findings, conclusions, and suggested recommendations. 
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2. Corruption and economic growth 
 

2.1 Origin of corruption 
 

The word corruption originated from the Latin word corrumpere, which means to mar, bribe, 

or destroy (Douglas, 2001).  The history of humankind is littered with instances of misuse of 

public offices and public funds from as far back as records serve. For instance, Simon Magnus, 

a known sorcerer in the Bible, offered to purchase the power of speaking in tongues from 

members of the apostles Peter and John. This act led to the introduction of the word simony, 

which refers to the act of buying and selling of religious privileges in the church. In the Old 

Testament, King Saul’s servant offered to provide saul with money, after Saul expressed 

concern over going to meet Samuel, a prophet, empty-handed. In the book Arthashastra, written 

in the 4th century BC by an Indian minister to the king named Kautilya, the author likened the 

unavoidability of corruption to the impossibility of not tasting honey already on a person’s 

tongue (Brioschi and Shugaar, 2017). Corruption in the Roman Empire was described as 

“incurable” by the historian Ferrero and was attributed as one of the reasons that led to the fall 

of the Roman Empire. In the height of corruption, the praetorian guards, an elite set of 

bodyguards assigned to the office of emperor, once auctioned the position of the emperor to 

the highest bidder (Ferrero, 1909; Andrews, 2019). None of the great empires that ruled the 

ancient world were void of instances of corruption. Corruption was a dominant theme in the 

plays of William Shakespeare, often depicted as an underlying human nature that manifests 

primarily in instances of power. For instance, in King Richard II, Shakespeare depicted the 

king as a monarch who often furthered his selfish interest rather than the interest of his people 

by imposing unreasonable taxes (No sweat Shakespeare, ©2004). Hence, corruption is seen as 

an age-old concept synonymous to the history of humanity. 

 

2.2 Definition of corruption 
 
Different scholars have proposed various definitions of corruption depending on their school 

of thoughts and approach to corruption. The two earliest schools of thoughts concerning the 

nature and effects of corruption are the moralists and the revisionists. Moralists believe that 

corruption is an “absolute evil” that is responsible for several problems in the society and which 

in general hinders society’s progress. Hence, their definitions usually contain an “ethical 

undertone” in them. Revisionists, on the other hand, attempt to adopt a more pragmatic 
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approach to corruption, by recognizing the possible benefits corruption may offer to society. A 

major proponent of this school of thought, Leff (1964) defined corruption as an: 

  

“extra-legal institution used by individuals or groups to gain influence over the  actions 

of the bureaucracy. As such, the existence of corruption per se indicates that these groups 

participate in the decision-making process to a greater extent than would otherwise be 

the case” (p. 1). 

 

A similar debate exists concerning the context in which corruption is defined. The most 

popular view of corruption is in relation to public offices. Other views include the market 

centred definition, which highlights rent-seeking behaviour as the central concept in corruption. 

Lastly, there is the public interest centred definition, which focuses on corruption as acts which 

come at a cost to the society.  However, public office centred definition has gained wide 

acceptance. A widely used variant of this public office centred definition describes corruption 

as the “abuse of public office for private gain” (Farrales, 2005). 

 

The common forms in which corruption occurs are bribery collection, embezzlement of 

public funds by government officials and manipulation of information to further private gains 

(Swaleheen, 2009).  Corruption can also be classified according to the levels they occur. In this 

case, there are three main categorizations of corruption. There is petty corruption which refers 

to the daily abuse of power (usually in the form of bribery), in the implementation of existing 

laws and provision of service by low-level government officials. Grand corruption, in contrast, 

refers to corruption perpetrated by high-level government officials for their private gain at the 

“expense of the public good”. The last category of corruption refers to political corruption, the 

deliberate manipulation of policies by policymakers, such that the resultant allocation of 

resources is a source of power for the politicians. These legislators use the offices into which 

they have been elected to grant political favours such as significant contract awarding, to the 

highest bidders or lobbyists in return for personal wealth or reward. A culmination of all these 

categories of corruption is often referred to as systemic corruption. It is used to describe a 

situation where corruption is ingrained to the political, economic, and social systems of the 

society. Corruption in many African countries is systemic (PwC, 2015; Dismas, 2015). 

 

2.3 Causes of corruption  
 
Different scholars have different views on the causes of corruption. Similarly, the driving 

forces of corruption vary across countries. In this section, the causes of corruption are 
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highlighted through an examination of the theories on corruption and the factors which heavily 

influence corruption.  

 

The first theory of corruption to be reviewed is called the public choice theory. The model 

views a corrupt official as an individual making a boundedly rational decision to maximize 

their utility. Hence, self-interest is the motivating factor behind the decision to be corrupt. 

Therefore, when the perceived benefit of corruption outweighs the possible costs of fraudulent 

acts, the individual would make the rational decision to be corrupt. These theories emphasize 

on rent-seeking behaviour. In these situations, corruption is more pervasive when government 

officials have monopoly power. Another theory which looks at corruption at the individual 

level is the bad apple theory. This theory proposes that there is an inherent moral flaw in some 

individuals which predisposes them to engage in criminal activities. These individuals are the 

bad apples, and when put in positions of authorities, they would naturally gravitate to 

fraudulent acts. According to De Graaf (2007), morality is the basis of this theory.  

 

A typical model of corruption gotten from neoclassical economics views the source of 

corruption as the power invested in states which allow the government to intervene in efficient 

markets and create obstacles for private participants. These obstacles created can become a 

source of power that allows corrupt officials to exploit private citizens and gain rewards as a 

result. This neoclassical corruption requires that the officials have the incentive to break the 

law, in addition to the power of creation of rent by the state. This second condition, like the 

public choice theory, highlights that the associated costs of punishments must be relatively low 

(Khan, 2006).  

 

 

 

 

 

 

 

 

 
Figure 1: Drivers and effect of neoclassical corruption by Mushtaq Khan, 2006. 
 

Figure 1 (Khan, 2006) depicts the significant drivers of neoclassical corruption as 

interventionist state policies and the low opportunity cost of corruption in the top boxes, and 

the effect of this corruption in the lower box. The first driver, interventionist state policies, 

Low Opportunity Cost of Corruption 
Incentives for officials to illegally ration rents or 

remove obstacles in exchange for bribe  

Interventionist State Policies  
Formal/legal state capacities to create (damaging) 

rents and restrictions in the market  
  

Creation of harmful rents Loss of investible resources 

Net negative effect is substantial 
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refers to the presence of a formal state, which permits government officials to legally create 

rent and impose obstacles in the form of bureaucracies, monopolies, tariffs, and other bad rents. 

The second driver implies that when public officials compare the cost of corruption with the 

benefit of corruption, the cost is relatively low such that they are making the rational decision 

to be corrupt. High levels of bureaucratic and administrative inefficiencies provide officials 

with more opportunities to engage in corrupts acts. This form of corruption is very prevalent 

in developing countries. Revisionists argued that corruption in the presence of such restrictive 

laws is beneficial in the sense that investors can avoid the unnecessary restrictions placed by 

the government. However, the presence of this corruption is associated with considerable costs, 

as noted in the lower box of Figure 1. First, there is the opportunity cost of resources paid to 

avoid obstacles and maintain power. The resources could have otherwise been invested or 

employed more efficiently. There is also the social cost of these obstacles created in the form 

of deadweight losses to society (Khan, 2006).  

 

The clashing moral values theories examine corruption at a societal level. These theories 

explain that, and there is often a clash between what is acceptable in private personal relations 

and what is acceptable as government officials. Hence, corruption occurs when officials are 

not able to appropriately distinguish between what is corrupt and what is not, having been 

influenced by social norms. In some societies accepting a gift as a public official is a severe 

violation of an office of authority, while in others, it is a norm that is socially acceptable. 

Examples abound particularly relating to the issue of nepotism or patronage in Africa. Some 

people consider it acceptable to favour their family members or clansmen. This is especially 

problematic in a continent like Africa, with a lot of different tribes existing across a country. 

Government officials may feel they have substantial moral obligations to help their friends, 

relatives, and more close acquaintances at the expense of others, as they regard this as the social 

norms. It is common for individuals to favour and covert government positions for their tribal 

members, looking out for their selfish interests rather than the nations. Sometimes the favouring 

factor could be a matter of religion. Treisman (2000) proposed that religion and culture have a 

significant influence on the level of corruption. He noted that religions such as Christianity and 

Islam, which operate in hierarchical structures, make it difficult for people to challenge leaders 

and thus allows room for abuse of power. Hence, societal norms, values, and customs play an 

important role in how corruption is perceived. If corruption is considered a norm, people are 

more likely to engage in corrupt acts. A few studies have also suggested that patriarchal 



 

8 
 

societies are more prone to corruption. The studies investigate the premise that women are less 

susceptible to corruption than men (De Graaf, 2007; Summah, 2017). 

 

Similar to the clashing moral values theories are the organizational cultural theories. 

They propose that a particular cultural element in a group causes corruption. Hence, a culture 

which does not adequately address corruption creates a mental state for the members of the 

group to engage in corruption. Public administration theories look at the organizational 

structure, especially in government offices. It suggests that societal pressures on the official 

causes the official to disregard other objectives other than effectiveness, leading him/her to 

engage in corrupt practices (De Graaf, 2007). 

 

Comparing political corruption in advanced and developing countries, we note political 

stabilization in developing countries is a source of corruption, which enables significant funds 

to be diverted by politicians. Advanced countries achieve income redistribution associated with 

political stabilization more seamlessly. This is because developing countries have more internal 

conflicts within their politics. Because fiscal systems are underdeveloped, transparent 

redistribution of income is evasive. Secondly, developing countries lack robust feedback 

mechanisms that promote accountability in developed countries. Hence, the effect is that 

politicians pocket funds meant to be invested in public projects. Corporations and individuals 

could pay for the government official to turn a blind eye to illegal activities. It is possible for 

political corruption to coexist with economic growth if redistribution of income can achieve 

political stability. This is possible if critical economic interventions are excluded from rent-

seeking activities (Khan, 2006).  

 

These theories have sought to explain the motivating effects that lead to corruption. Other 

scholars have identified several other essential compounding effects of corruption. For 

example, Ades and Tella suggested that closed economies with a low degree of trade openness 

and low levels of competition are prone to high levels of corruption. Hamid Mohtadi suggested 

that corruption is affected by the age of democracy, while Abed and Gupta, view corruption as 

a symptom of weak institutional structures and low levels of economic development (Ades and 

Di Tella, 1996, Abed and Gupta 2002 and Mohtadi 2003, cited in Dismas 2015). 

 

2.4 Corruption in Africa – a historical review 
 
The origins of modern-day corruption in Africa is predominantly associated with the advent of 

the transatlantic slave trade. Due to the popularity of European exploitation voyages in the 15th 
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century, arable lands were discovered in a bid to expand the European empires. This led to the 

establishment of plantations; however, indigenous labour was unsuitable for the cultivation due 

to deaths from diseases in the plantation. Hence, the growth in the European empires was 

hindered by one significant factor Labor. As a solution, the Europeans identified Africans as a 

suitable form of labour, being strong and used to tropical climates. Thus began the transatlantic 

slave trade. The European merchants offered African chiefs and kings merchandise in the form 

of clothes, wine, horses, tobacco, and firearms in exchange for their subjects. In the words of 

Dr Hakim Adi (2012):  

 

“Slave trade was generally the business of rulers or wealthy and powerful merchants, 

concerned with their own selfish or narrow interests, rather than those of the continent.” 

  
These greedy rulers waged wars amongst themselves in order to capture prisoners to trade 

with the Europeans. According to Manning (1990) as cited by Njomen (2015): 

  

“Slavery was corruption: it involved theft, bribery, and exercise of brute force as well as 

ruses. Slavery thus may be seen as one source of precolonial origins for modern 

corruption” (p. 8). 

 

The effect of the transatlantic slave trade led to the destabilization and distrust among the 

African communities, paving the way for the colonization of the continent. During the colonial 

era, corruption continued to thrive and further permeated the cores of African societies, to the 

extent that the strongholds of corruption remained even after the banishment of colonialism in 

the continent.  The most common system implemented by the colonial masters to rule the 

colonized land was the indirect rule system. Similar to the system employed during the slave 

trade era, the colonial masters used the kings and chiefs of the African communities to rule and 

tax the people. In other to ensure the continued success of the system, these chiefs and kings 

who were tasked with collating the tax collected from the people were given a quota of the 

collated tax in order to motivate the rulers. Rulers who tried to oppose the system were 

subsequently deposed off and replaced with selfish members of the society ready to do the 

bidding of the colonial masters and enrich their pockets at the expense of their people. The 

colonial masters also rewarded their loyalists by making them missionaries and sending them 

on missions as well as furthering the education of a few loyalists in order to employ in the few 

administrative positions open to indigenes (Njomen, 2015).  
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Upon independence from the colonial masters, a number of these African countries 

continued to use the institutions set up by their previous colonial masters to control their 

provinces. Little effort was made to eradicate the ills in the government that the colonial 

masters had set up. New to the power of sovereignty, a lot of African leaders were intoxicated 

by the level of wealth at their disposal. Government positions were filled not based on 

qualification but instead based on tribes in the hopes of forming loyalist governments to 

execute the will of whoever was in power. Government service was seen as a juicy job with 

lots of perks rather than an institution to serve the people. 

 

For this reason, coups were waged, and civil wars were fought at the expense of the 

people. The culmination of the effect is that growth and development in African countries have 

lagged behind the rest of the world. Very few countries in Africa have succeeded in eradicating 

corruption in government positions (Njomen, 2015).   

 

2.5 Incidence of corruption in Africa  
 
Taking into consideration the historical context of Africa, we note that the negative effect of 

colonialism in Africa laid the background for continued corruption in the African states.  

 

 

 

Figure 2: Corruption perception index, 2015 by Ortiz-Ospina and Roser (2016). 
 

Figure 2 (Ortiz-Ospina and Roser, 2016) above depicts a map of Transparency 

Internationals corruption perception index (CPI) for countries around the world as at 2015. The 

CPI is based on a scale of 0-100, where countries nearer to 0 are perceived as highly corrupt. 

From Figure 2 above, we note that the continent of Africa has a high share of countries in the 
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low scoring ranks. Only a single country is in the 70 and above scoring rank for the corruption 

perception index. 

 

An important contributing factor to the growth of corruption in Africa is the structural 

adjustment program provided by the World Bank to African countries. These loans given to 

finance the development of infrastructure were more than the repayment capacity of most 

countries and plunged most of these countries to massive debts. Due to the lack of transparency 

in most African governments, this provided enormous opportunities for corrupt government 

practices. Other relevant factors that have contributed to the growth of corruption in African 

countries include the development of weak institutions, over-reliance on raw materials, slow 

development of the private industrial sector, among others (d’Agostino, 2016). 

 
2.6 Economic growth   
 
In this section, we explore the concept of economic growth and attempt to reconcile it with the 

African experience. Economic growth is a primary objective of all countries in the world. This 

is because economic growth drives development, and development means better lives for the 

citizens of a country. As a result, economic growth has received an extensive amount of 

attention from scholars. There are two primary approaches used to study the concept of 

economic growth. There is the approach which involves the development of a theoretical 

framework from the production function. However, in recent times, most studies employ the 

approach which involves a surface level review of economic growth through essential 

indicators. We have chosen to adopt the second approach and to do that we shall review the 

literature surrounding the production functions as in the first approach (Thach et al., 2017).  

 

Classical economists such as Smith, Malthus, and Ricardo, etc. laid the foundation of 

modern theories of economic growth. They were motivated by the emergence of capitalism 

and attempted to explain the underlying mechanism of progress in the new economic system. 

A significant contribution was the recognition of capital accumulation as the source of 

economic growth and factors that influenced capital accumulation were the driving forces 

behind economic growth. They, however, opined that economic growth was unstable and not 

sustainable, mostly due to population growth (Harris, 2007).  Neoclassical economists such as 

Solow and Swan expanded on this framework and identified capital, labour, and technology as 

the driving force behind steady economic growth. However, two major drawbacks with 

Solow’s model was that it assumed that technological progress was exogenously determined 

and government intervention was disregarded. In response to these drawbacks, endogenous 
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growth models were introduced, famous among these includes Barro’s. Endogenous growth 

theory attempts to explain how growth is determined within a system. The model proposed that 

improvement in human capital in the form of productivity and innovations is the main driver 

of economic growth. Economists in this school believed that government intervention to 

increase competition would boost innovations and thereby lead to economic growth (Öztürkler 

and Bozgeyik, 2014). 

 

African countries began to gain their independence from colonial masters in the late 

1950s to the early 1960s. They have since then had a thorny path towards growth, which we 

shall review in this section. Following independence, most African countries experienced 

strong growth up until the mid-70s. The average GDP growth of African countries within the 

period 1960-1970, for instance, was 5% compared to a population growth average of 2.9% 

(The African Economic growth record). Most of these countries witnessed sustained growth 

within this period. The few countries that experienced stagnation in the 1960s were: Benin, 

Chad, Central African Republic, Somalia, Niger, and Senegal. Majority of the economies in 

this period were reliant on agriculture or mineral resources, which they export in its 

unprocessed form, in exchange for processed imports (Jerven, 2011; Fosu, 2012). 

 

This era of growth was followed by a period of deterioration from the mid-70s to the 

early 90s. The 1980s were described as Africa’s lost decade. Except for a few countries such 

as Botswana, a large number of economies were stagnating. The poor performance of these 

countries within this period was due to a series of the global oil crisis in the period and 

worsened by the rising value of foreign debts. The economic environment was too cruel for 

many infant industries which needed the support of the government, in the form of tariffs and 

subsidies to survive. Growth picked up by the early 90s, although a few countries were 

experiencing great political turmoil. The growth in the 90s decade was stimulated by external 

demand for African exports (Jerven, 2011; Fosu, 2012). 

 

Researchers have renewed their optimism for growth in Africa. According to a report by 

Zamfir (2016) for the European Parliament, Africa experienced sustained economic growth for 

15 years, since the turn of the 21st century.  
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Figure 3: The top 10 fastest growing economies in 2018 by Samira Sadeque, 2018.  

 
Figure 3 (Sadeque, 2018) depicts the top forecasted fastest growing economies for 2018 

by the World Bank. We note that the forecasted fastest growing economies were dominated by 

Asian (blue) and African (pink) countries, with 6 of the ten countries being African countries.   

 

Different countries have different growth patterns across Africa. A review of literature 

has, however, identified a few common factors which are considered as essential factors that 

affect economic growth in Africa. Oil exporting countries such as Algeria, Nigeria, and Angola, 

etc., are considered to have high prospects for growth, especially when not marred by political 

instability. African countries generally witness rapid population growth, which inhibits their 

economic growth (Saghir and Santoro, 2018). This rapid population growth may be due to the 

reduced level of education of citizens in these countries, as a highly educated populace is 

associated with low population growth (Liu, 1967; Lutz and KC, 2011).  External debts 

undermine economic growth, while the openness of the economy increase competition and 

drive growth by increased productivity (Jerven, 2011; Fosu, 2012). Frequent conflicts inhibit 

growth, and as such, a relatively stable political environment is considered an essential 

precondition for economic growth. The services sector, especially telecommunications, has 

been recognised for playing a significant role in the growth of many African economies and is 

in fact, often noted as the fastest growing sector in many African economies. This is mainly 

due to its significance in the development of digital financial services, through achieving 

internet penetration in the broad market (Zamfir, 2016). 
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3. Literature review and theoretical framework 
 

In this section, we review the literature that has been done so far on corruption. As mentioned 

in the introduction, the literature on corruption is most commonly divided according to the 

schools of thoughts. There are the moralists, who believe corruption is an “absolute evil” that 

should be purged by all means, while the revisionists take a more pragmatic approach to 

corruption. Corruption, as described by revisionists, is grease in the wheel, i.e., it acts as oil 

which aids the smooth running of an economy. On the other hand, moralists refer to corruption 

as sand in the wheel, which negatively affects the economy. We, therefore, explore the 

literature on corruption according to the schools of thought and highlight the suggested means 

by which corruption affects economies. 

 

3.1 Corruption in a positive light 
 
One of the earliest contributions, on the possible positive effect corruption may have, was by 

Leff in 1964. Leff studied the impact of bureaucratic corruption in economic development and 

found that corruption may bring about innovations that would have otherwise been absent in 

developing countries where dominant political parties rule and minority representations are 

ignored. He brought forth quite a few arguments in favour of corruption that are worth 

highlighting. Leff said the existence of a few coveted opportunities or spaces due to corruption, 

raises the intensity of competition, thereby leading to efficiency in production. He said 

corruption weakens the effects of bad policies by the government, thereby acting as a sort of 

safeguard. According to Leff, there was no guarantee that revenue earned upon prevention of 

corruption would be used in an effective manner that would guarantee development. The 

incidence of corruption could only be reduced with consistent development; hence, the 

government should focus on alternative policies for economic development (Leff, 1964). 
  

Huntington, in his controversial book - “Political order in changing societies”, argued 

for the virtues of corruption. According to Huntington, corruption was not a deviation from 

social norms but rather a natural consequence of modernisation in a society without strong 

political institutions. In essence, corruption was seen as a stage of modernisation in which most 

societies go through (Huntington, 1968). Lui (1985) used an economic model to demonstrate 

that corruption could lessen the time spent on queues. Acemoghalu and Verdier (1998) 

suggested that corruption provided an avenue for entrepreneurs to bypass harmful and 

inefficient regulation. 
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Heckelmen and Powell (2010) investigated the impact of corruption on economic 

growth, with a specific interest in the institutional environment. Of particular interest was if, in 

countries with limited economic freedom, corruption promoted growth by allowing 

entrepreneurs to avoid inefficient policies and regulations. Their studies found that corruption 

was beneficial in countries with limited economic freedom and higher levels of democracy. 

Johnson et al. (2013) studied the relationship between corruption, regulation, and economic 

growth in the states of America. The regulation was defined as the extent of government 

intervention in an economy. They found that in the least heavily regulated states, corruption 

was positively related to economic growth, while in heavily regulated states, they noted 

insignificant results. 

 

Swaleheen (2009) used different methods of estimation to assess the impact of 

corruption on economic growth. He also ran estimations twice with different data sources for 

the perception of corruption. He found that using the corruption index from International 

Country Risk Guide and running fixed effects estimation; corruption has a positive coefficient 

in relation to economic growth, while using the index from Transparency International he 

reported insignificant results.   

 

Other studies which have found a positive relationship between corruption and 

economic growth include Egger and Winner (2005); Ondo (2017). Some writers have 

ascertained that there is no strong relationship between corruption and economic growth. 

Campos et al. (2010) performed a meta-analysis comprising of 460 estimates from 41 empirical 

studies to investigate the relationship between corruption and economic growth. They noted 

that 62% of the studies reported insignificant relationship between the two variables. Other 

researchers who noted insignificant relationships include Glaeser and Saks (2006); Treisman 

(2007).  

 

3.2 Negative impact of corruption 
 
One of the most famous works, on the costs of corruption, was detailed by Mauro (1995), in 

his work title corruption and growth. Mauro performed a panel data study of 70 countries 

between the periods of 1980 – 1983 and used a variable called ethnolinguistic fractionalization 

to control for endogeneity. He found that corruption inhibits growth by reducing investment. 

In another work done by Mauro (1997), he highlighted five channels through which corruption 

disrupts growth. Corruption inhibited growth by reducing government revenue, reducing the 
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quality of public infrastructure, increasing public investment while reducing its productivity, 

reduction in expenditures on health and education and an increased share of the budget on 

public investment.  

 

In a similar vein, a study by Mo (2001) highlighted the transmission channels through 

which corruption negatively affects economic growth. Mo employed the ordinary least squares 

method of estimation to study 54 countries through the period of 1970 – 1985 and found that 

the major channel through corruption negatively affected economic growth was political 

instability. He also listed human capital and private investment as important transmission 

channels. Pellegrini and Gerlagh (2004) studied the relationship between corruption and 

economic growth in 33 African countries from the period 1982-2004. They noted that 

corruption majorly affected economic growth through domestic and foreign investment. The 

importance of investment as a channel through which corruption affects economic growth was 

also confirmed by the work done by Baliamoune‐Lutz and Ndikumana (2007).  Baliamoune‐

Lutz and Ndikumana (2007) investigated the relationship between corruption and growth in 

African countries through the investment channel. They found that corruption has a negative 

effect on private investment and a positive effect on public investment, most likely because 

corrupt bureaucrats seek to increase public investment for their selfish gains.   

 

Ugur and Dasgupta (2011), in a meta-analysis study on low-income countries, found 

that corruption negatively affects economic growth through indirect means such as human 

capital and public finance. They also noted that the level of democracy and strength of the 

judicial system affected the level of corruption in an economy. Corruption affects economic 

growth indirectly through human capital by distorting the accumulation of human capital. 

Growth literature has identified human capital as a significant driver of economic growth. 

Prevalence of corruption means that firms consequently spend their resources in catering to the 

rent-seeking behaviour of public officials in the form of bribery, rather than developing their 

human capital. As a result, human capital is affected, and economic growth is inhibited 

(Swaleheen, 2009). Musa et al. (2016) studied the impact of corruption on economic growth in 

West African countries throughout 1995 – 2014 and found that a 1% increase in corruption 

index is associated with a 0.143 percentage point decrease in growth rate. They also noted that 

corruption affects economic growth indirectly through openness.  

 

Several scholars have investigated the relationship between corruption, trade openness, 

and economic growths. According to these scholars, corruption acts as a barrier to trade, thus 
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restrict economic freedom and limiting growth. More open countries are considered to be less 

corrupt (Pellegrini and Gerlagh, 2004; Ghazi et al., 2014). Other studies that have found 

negative impacts of corruption include Mustapha (2014); Tarek and Ahmed (2013); Tanzi and 

Davoodi (1997).  

 
3.3 Review of empirical studies on corruption and economic growth 
 

In this section, we review some of the empirical models that have been employed thus far to 

investigate the relationship between corruption and economic growth. Table 1 provides a 

summary of these empirical studies.  

 
Table 1: Empirical review of studies 

Author 
(year) 

Countries 
analysed 
(period) 

Method Model variables Relationship 

 
Boussalham 
(2018) 

Mediterranean 
countries  
(1998 – 2007) 

Panel data 
analysis 
(Fixed and 
Random 
effects 
model) 

GDP per capita, 
corruption perception 
index, foreign direct 
investment, human 
capital ( 25 and above 
that completed short-
cycle tertiary education), 
public investment 
merchandise trade, 
population, economy’s 
openness 

Negative 

Thach et al.  
(2017) 

Asian countries 
(2004-2015) 

D- GMM 

GDP per capita, 
corruption perception 
index, democracy index, 
economic freedom 
index, investment 
capital, trade openness, 
government expenditure, 
the growth rate of 
population, percentage 
of pupils enrolled in 
primary school 

Positive up to 
a level then 
negative 

Huang 
(2016) 

Asian countries 
(1997-2013) 

Bootstrap 
panel 
Granger 
causality 

Corruption perception 
index, economic 
freedom, economic 
growth 

Positive 
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Basem et al. 
(2016) 

Organization of 
Islamic 
Cooperation 
countries 
(2003-2010) 

Fixed effects 
model, first 
differenced 
model, and 
panel two-
stage least 
squared 
method. 

Growth rate of real GDP 
per capita, economic 
freedom index, inflation, 
trade openness, 
government expenditure, 
inflation, population 
growth, human capital 
(enrolment in secondary 
school), foreign direct 
investment, dummy 
variables for 
landlockedness and oil 
producing countries 

Negative 

Anoruo and 
Braha 
(2015) 

African 
countries    
(1984-2000) 

Phillips-
Hansen fully 
modified 
OLS 

Growth rate of GDP, 
corruption index, capital 
(proxied by investment 
as a percentage of GDP), 
labour (proxied by 
population growth), and 
initial output 
(proxied by GDP per 
capita lagged by one 
period). 

Negative 

Baliamoune-
Lutz and 
Ndikumana 
(2007) 

African 
countries  
(1982 -2001) 

Arellano-
Bond GMM 

Income per capita (in log 
form), domestic 
investment as a 
percentage of GDP, 
openness (the sum of 
exports and imports as a 
percentage of GDP, in 
log), a measure of 
financial development, 
proxied by the level 
credit to the private 
sector as a percentage of 
GDP (in log), and adult 
literacy rates (in log 
form) as a measure of 
human capital 

Negative 

 

Our review of economic literature suggests that corruption affects economic growth directly 

and indirectly through various channels such as investment, human capital, openness and 

governance quality among others. We further note that there has been little work done to study 

the impact of corruption on economic growth in African countries in recent times. This research 

served to fill this literature gap and thereby added to the scant literature available in recent 

times on the impact of corruption on economic growth in African countries.  
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3.4 Theoretical framework 
 

This thesis relies on the growth modelling of corruption found in the research work of Ahmad 

et al. (2012) as its theoretical basis. According to Ahmad et al., many scholars suggest that 

corruption affects through “distortion of the allocation of resources”. It may, therefore, be 

insightful to decompose output into its components, which include: capital (physical and 

human) and total factor productivity, where factor productivity “reflects the market efficiency”. 

The analysis began with a standard production function based on the work of Solow (1956) as 

follows: 

𝑌 = 𝐴 𝐹(𝐾 𝐿 )           (1) 

𝑌 = 𝐴 𝐾 𝐿            (2) 

 

Where 𝑌  represented aggregate output, 𝐾  represented the stock of capital and 𝐿  

referred to the quantity of labour in country I and at time t. α and (1- α) represented the share 

of capital and labour in total output, respectively. Dividing equation 2 by L and taking the 

natural logarithm, they obtained: 

𝑦 = 𝑎 + 𝛼𝑘            (3) 

Where:  

𝑦 = ln   

𝑎 = ln 𝐴   

𝑘 = ln   

 

The effects of corruption, institutional quality, and other economic indicators on 

economic growth were analysed through total factor productivity growth, to determine 

corruption within the model. They specified the empirical relationship as follows.  

𝑎 = 𝑏 +  ∑ 𝑏 𝑋 + ∑ 𝑏 𝑋 + 𝑏𝑦 ( ) + 𝜀        (4) 

 

Where:  

𝑎 = Total factor productivity.  

𝑋 = A set of j conditioning variables related to economic growth which included: government 

expenditure, trade openness, foreign direct investment, population growth, primary and 

secondary school enrolment rate and risk to investment index. 
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𝑋 = A set of k variables measuring the level of corruption and institutional quality, which 

included corruption index, corruption index squared, bureaucratic efficiency index, 

political stability index and institutional efficiency index.  

𝑦 ( ) =  Lag of GDP per worker.  

𝜀 = Random error term.  

 

Substituting equation 4 into 3, they obtained: 

𝑦 = 𝑏 +  ∑ 𝑏 𝑋 +  ∑ 𝑏 𝑋 + 𝑏𝑦 ( ) + ln + 𝜀       (5) 

 

Equation 5 represented the final growth model of corruption. It implies that corruption affects 

output by altering market efficiency. Fixed effects model does not allow for the inclusion of a 

lagged variable and as such, we excluded the lagged dependent variable in our model. 

However, in most regards, our model is quite similar to the above model. From the above 

model, we see that conditioning variables such as openness, population growth, human capital, 

and institutional variables are important factors in determining steady-state per capital growth 

levels (Ahmad et al., 2012). We, therefore, incorporated these components into our model. Our 

empirical model is a linear estimation of economic growth as measured by the growth rate of 

GDP per capita, a set of variables representing corruption and institutional quality, and a set of 

other relevant conditioning variables related to economic growth.  
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4. Empirical analysis 
 
In this section, we introduce the selected variables of our study and specify the empirical work 

performed for this research. We employ an empirical model as specified in the concluding part 

of the previous section, theoretical framework. The model bears some similarity to that of 

Basem et al. (2016) in their study of the relationship between corruption and economic growth. 

To reiterate the purpose of our research, we want to examine whether a significant relationship 

exists between corruption and economic growth and unveil the sign of this relationship.  

 

4.1 Data sources and variable measurements 
 

Dependent Variable 

The dependent variable, we are interested in, is economic growth. Economic growth can be 

defined as the increase in production capacity of an economy over a period. Real economic 

growth is adjusted for the effect of inflation as opposed to nominal measures of growth. There 

are several measures which form a basis for economic growth such as gross domestic product 

(GDP), gross national product, national income, gross domestic product per capita, and so on. 

The traditional measures usually chosen were based on gross domestic product. However, gross 

domestic product per capita as a basis is preferred to GDP because it factors into consideration 

population growth. If population growth is growing at a faster rate than the gross domestic 

product, one cannot conclude that the economy is growing. For this study, we adopt the growth 

rate of real GDP per capita (ggpc), at constant 2010 USD, as our measure of economic growth. 

Data for this variable was obtained from the World Bank development indicators series. 

 

Independent Variables 

Our significant independent variable of interest is corruption. Other independent variables were 

included in the model to control for other important factors which may affect economic growth. 

The independent variables employed are as follows: 

 

Corruption (corr) – Level of corruption in a country is our main exogenous variable of interest 

in this study. Corruption is an unobservable variable in the sense that it cannot be measured 

directly. We, therefore, utilize as a proxy, the corruption index obtained from the Heritage 

Foundation, which has been employed by previous studies such as Basem et al. (2016). 

Heritage Foundation is a research and educational institution which releases an index of 

economic freedom annually. The index covers 12 economic freedom, among which includes 

freedom from corruption (represented by government integrity). The score for the corruption 



 

22 
 

index was obtained by averaging six sub-factors which include: Public trust in politicians, 

Irregular payments and bribes, Transparency of government policymaking, Absence of 

corruption, Perceptions of corruption and Governmental and civil service transparency (Miller 

et al., 2019).  The index ranges from a scale of 0 to 100, with scores closer to 0 representing a 

higher prevalence of corruption. For ease of understanding, we rescaled the index by 

subtracting the index score from 100. Hence, in our model, a high index score represents a high 

level of corruption.  

 

Investment (inv) – Neoclassical growth theories highlight the importance of investment as a 

driver of economic growth. They note that economic growth occurs through capital 

accumulation, which is in turn, driven by savings and investment. Several other studies have 

confirmed the importance of investment in economic growth such as Tsanana et al. (2016), 

Merican 2009, Lee and Tan (2006), among others. In our model, this variable is represented by 

the growth rate of gross capital formation as obtained from the World Bank development 

indicators. Gross capital formation as defined by the World Bank “consists of outlays on 

additions to the fixed assets of the economy plus net changes in the level of inventories.”   

 

Population (pop) – Population growth could affect economic growth indirectly through a 

number of ways such as, reducing the proportion of population in the labour force, thereby 

creating a high dependency ratio, or by a resource dilution effect which refers to when existing 

resources are spread thin by population growth (Headey and Hodge, 2009). We, therefore, elect 

to include population growth in our model. Population growth is expected to have a negative 

relationship with economic growth. Data for this variable was obtained from the World Bank 

development indicators. 

 

Openness (open) – Several studies have posited a positive relationship between the openness 

of an economy to international markets and economic growth. The belief is that this openness 

allows countries to adopt the best technology available and thereby increase productivity. 

Hence, a more open economy will experience a higher level of economic growth (Basem et al., 

2016). The measure chosen to represent this variable in our study is the growth rate in total 

trade of a country. Total trade refers to the sum of exports and imports in an economy. It was 

obtained from the world development indicators.  

 

Government expenditure (ge) - The endogenous growth models such as Romer’s (1986) and 

Barro’s (1990) introduced the role of government in affecting economic growth that was 

previously missing in neoclassical theories of growth. However, the impact of government 
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expenditure is not clear-cut. While some scholars maintain that government expenditure on 

public infrastructure could stimulate economic growth, others posit that government 

expenditure is usually funded by tax and an increase in the level of tax to fund government 

spending discourages economic growth. We employ the growth rate of government 

expenditure to represent this variable. We also obtained our measure of government 

expenditure from the World Bank development indicator. 

 

Foreign direct investment (fdi) – as defined by the World Bank is the “direct investment equity 

flows in an economy”, where the direct investment refers to a form of cross border investment 

originating from individuals or firms of one country into an enterprise in another country 

(World Bank, 2018). Foreign direct investment is expected to stimulate growth. To represent 

this variable, we calculated the growth rate of foreign direct investment inflows obtained from 

the World Bank. 

 

Human Capital (hc) – Human capital drives innovation and thus stimulate economic growth by 

improving labour productivity. Traditional measures of human capital were enrolment rates 

into primary and secondary schools. However, there is growing discontent among scholars 

about the reliability of enrolment rates as measures of human capital. The Institute for health 

metrics and evaluation (IHME) developed a measure for human capital that encompasses the 

quality of health and education of the people of a country while linking it to productivity. The 

measure defined as expected human capital was obtained by calculating the average number of 

years that people are expected to work from age 20 – 64, while adjusting for educational 

attainment, learning quality and functional health status. According to the researchers who 

developed this measure, Lim et al. (2018), “larger improvements in expected human capital 

appear to be associated with faster economic growth”. We, therefore, employ the growth rate 

of the expected human capital measure obtained from the IHME as our measure of human 

capital. 

 

Political Stability (ps) – A commonly used measure of institutional quality is political stability. 

This is because political institutions are major institutions in all society. Political institutions 

determine the quality of government in a country, and this, in turn, is closely linked to 

institutional quality (Strand, 2010). Well developed and efficient institutions contribute 

positively to economic growth (Compton et al., 2010). Hence, we expect that a relatively stable 

political environment will encourage economic growth. We obtained our measure for political 

stability, state fragility index, from the Polity IV project undertaken by the centre for systemic 
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peace. The state fragility index takes into consideration several indicators which include 

indicators for security, armed conflict, politics, and type of regime amongst others. The index 

is rated on a scale of 0 – 25, with scores closer to 0 indicating a relatively stable political 

environment (Marshall and Elzinga-Marshall, 2018).  

    
4.2 Descriptive statistics 
 

We gathered data on African countries, for the identified variables of study and eliminated 

countries with incomplete data to arrive at a balanced panel data of 18 countries over the period 

1997-2016. The sample countries include: Benin, Burkina Faso, Botswana, Cameroun, Congo, 

Gabon, Kenya, Mali, Madagascar, Mauritania, Mozambique, Namibia, Nigeria, Rwanda, 

Senegal, South Africa, Tanzania and Uganda. 

                                                                                                                                                                                                                                                                              

Table 2: Descriptive statistics of the variables. 
Variable Category a Mean Std. Dev. Min Max Obs. 

ggpc Overall 
2.04 

3.18 -15.30 15.55 360 
Between 1.40 -0.83 4.62 18 
Within 2.87 -13.41 16.51 20 

corr Overall 
69.74 

12.91 36.00 93.00 360 
Between 10.81 43.84 83.12 18 
Within 7.48 40.53 95.91 20 

inv Overall 
7.95 

45.29 -432.90 386.14 360 
 Between 5.21 -8.18 15.61 18 
 Within 45.00 -416.76 402.27 20 
pop Overall 

2.69 
0.71 1.05 7.92 360 

Between 0.53 1.33 3.36 18 
Within 0.48 0.94 7.28 20 

open Overall 
6.58 

13.11 -100.00 77.68 360 
 Between 3.59 0.69 14.58 18 
 Within 12.64 -97.49 69.68  20 
ge Overall 

8.92 
39.01 -59.29 565.54 360 

Between 9.11 3.07 33.50 18 
Within 37.98 -83.88 541.80 20 

fdi Overall 
111.22 

1095.74 -4413.55 12229.49 360 
Between 189.95 -140.44 633.23 18 
Within 1080.03 -4663.87 11707.48 20 

hc Overall 
4. 10 

2.83 -14.35 13.22 360 
Between 1.92 1.00 8.52 18 
Within 2.13 12.48 11.50 20 

ps Overall 
13.71 

4.39 3.00 22.00 360 
Between 4.10 4.40 19.15 18 
Within 1.84 9.11 18.16 20 

Within variation refers to variation for a given individual unit over time. Between variation refers to variation 
across individual units. Overall variation refers to variation across individuals and over time 
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 From Table 2 above, we note that for the corruption index, countries have lower within 

variation than between variation, which is sensible as we presume corrupt countries will 

generally persist in corrupt acts yearly, except powerfully effective reforms are undertaken. 

The average corruption index score for the sample is 69.74, suggesting that the selected 

countries are relatively corrupt. The average economic growth per annum as measured by 

growth in real GDP per capita for the sample is 2.08. This is relatively low when compared 

with average GDP per capita growth of 3.04, for the least developed countries according to UN 

classification, for the same period (world development indicator, 2018). We note that within 

variation is larger for all the variables except population, political stability, and corruption. 

This may be because the countries have similar rates of development and as such, not much 

variation between their growth or investment characteristics. 

 
4.3 Model specification 
 
We have established the variables of interest, hence, the model to be estimated is of the 

following form: 

𝑔𝑔𝑝𝑐 =  𝛼 + 𝛽 𝑐𝑜𝑟𝑟 +  𝛽 𝑖𝑛𝑣 + 𝛽 𝑝𝑜𝑝  + 𝛽 𝑜𝑝𝑒𝑛  +  𝛽 𝑔𝑒 +  𝛽 𝑓𝑑𝑖 +  𝛽 ℎ𝑐 +  𝛽 𝑝𝑠 + 𝜀     (6) 
 

Panel data provides a rich source of information as it combines time series data with 

cross-sectional data. Hence, we say panel data accounts for individual heterogeneity. It reduces 

the severity of identification problems in the presence of endogenous variables and provides 

more robustness to the omitted variable bias problem (Verbeek, 2004). The drawbacks that 

have been listed for panel data relate to issues regarding data collection.  There are two basic 

models used to analyse panel data, which are the fixed effect model and the random effect 

model. A third model called the pooled OLS estimator exists; however, it is not commonly 

used as its assumptions are regarded as unrealistic. 

 

Fixed effects model 

The fixed effects estimator is also regarded as the within estimator. This is because the 

intercept term in a fixed effect model varies across individual units, but not across time.  These 

individual fixed effects are assumed to be correlated with the independent variables. The 

models are typical of the following form: yit = i + xit’ + εit. 

 

Where i represents the unobserved ability that is present in each unit. In the context of 

this research, it refers to the unobserved characteristic present in each country. The subscript i 

represents the individual African country, while the t is used to represent the period. Fixed 
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effect estimator is concerned with explaining how a single observation for a particular country, 

yit deviates from its mean, 𝑦. Fixed effect model is not recommended for analyzing time-

invariant variables, i.e., variables that do not change over time. We note that we do not have 

any time-invariant variable in our model. Hence, we have a strong case for the fixed effect 

model. Further, we are interested in the examining the relationship between corruption and 

economic growth, and this relationship requires that we analyze how economic growth in a 

country responds to changes in the corruption level of the country (Verbeek, 2004). 

 

Random effect model 

The random effect model is called the between estimator. In the random effect model, 

variation across individual unit is assumed to be uncorrelated with the independent variables, 

“it” is at its name implies, assumed to be random. The intercept term forms part of the error 

term. The basic form of a random effect model is as follows: yit = β0 + xit’ + i + εit. 

 

In order to identify the appropriate model to be used, a statistical test was developed by 

Hausman (1978) called the Hausman test. The null hypothesis for the Hausman test regards the 

random effect model as the suitable and appropriate model, while the alternative hypothesis 

implies the fixed effect model is the appropriate model. The chi-square statistics are used to 

determine whether we reject or we do not reject the null hypothesis.   

 

4.4 Results 
 

Unit Root test 

As mentioned earlier, panel data is made up of time series and cross-sectional data. When 

dealing with time series data, it is essential to check for stationarity in order to avoid spurious 

regressions. This can be done by doing a unit root test; there are various types of unit root tests 

available for balanced and unbalanced panel data. We have chosen to employ the Levin-Lin-

Chu unit root test commonly used for testing unit root in balanced panel data. The null 

hypothesis states that the data contains a unit root and is therefore not stationary. Setting the 

significance level at the conventional 5%, a p-value of less than 0.05 indicates that we reject 

the null hypothesis of the presence of a unit root and accept the alternative hypothesis of 

stationarity. See details of the result below:  
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Table 3: Levin-Lin-Chu unit root test 

Variable 
Statistics 
(at level) 

P-Value 
(at level) 

Statistics 
(at first diff) 

P-Value 
(at first diff) 

ggpc -6.32 0.00 -13.60 0.00 
corr -1.94 0.03 -7.17 0.00 
inv -6.96 0.00 -14.08 0.00 
pop -16.29 0.00 -10.49 0.00 
open -7.05 0.00 -13.26 0.00 
ge -10.32 0.00 -12.04 0.00 
fdi 0.84 0.80 -9.26 0.00 
hc -2.23 0.01 -5.36 0.00 
ps -2.10 0.02 -9.31 0.00 

 

From Table 3 above, we note that all the variables except fdi are stationary at level. 

However, all variables are stationary at first difference. We, therefore, need to employ fdi at 

first difference in our regression in order to avoid spurious results. 

 

Regression Analysis 

 
Table 4: Regression results 
ggpc Fixed Effects Random Effects 
corr 0.033* 0.029 

(0.092) (0.106) 
inv -0.002 -0.002 

(0.684) (0.687) 
pop -1.038*** -0.930*** 

(0.000) (0.000) 
open 0.080** 0.087*** 

(0.020) (0.006) 
ge 0.013*** 0.013*** 

(0.001) (0.000) 
d.fdi 0.000* 0.000** 

(0.066) (0.044) 
hc 0.117 0.067 

(0.245) (0.298) 
ps -0.105 0.011 

(0.366) (0.883) 
constant 2.802 1.458 

(0.176) (0.253) 
Observations 342 342 
No of countries 18 18 
R-squared:   
Within 0.188 0.179 
Between 0.020 0.366 
Overall 0.145 0.197 
F-test 0.000 0.000 

*** Depicts significance at 1%, ** significant at 5% and * significant at 10%. Values in parenthesis indicate the 
p-values of the t-statistics. 
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Table 4 presents the regression analysis results of the model specified in the previous 

section (4.3 Model specification). The econometric analysis covers a period of 20 years ranging 

from 1997 – 2016. We employ a fixed effect model and a random effect estimator with cluster-

robust standard errors to control for heteroscedasticity and autocorrelation in our data.  

 

Hausman test 

A commonly used test to specify whether the fixed effect or the random effect test is suitable 

is the Hausman’s test. The regular Hausman test can only be run on the assumption of 

homoscedasticity and as such does not extend to robust standard errors. We, therefore, employ 

a robust version of the Hausman test outlined by Wooldridge (2002). The null hypothesis 

signifies that there is no correlation between the error term and the variable. The test uses a 

chi-square distribution as a basis for its decision rule. Alternatively, the p-value statistics can 

be applied to interpret the model. If the p-value is greater than 0.05, it represents that the null 

hypothesis cannot be rejected and therefore, the random effects model is the appropriate model 

to be employed. Similarly, if the p-value is less than 0.05, we reject the null hypothesis and 

conclude that the fixed effect estimator is the appropriate model to be employed. 

 

Upon performance of the robust Hausman test (see Appendix C), we note that the p-

value is significantly less than 0.05. We, therefore, reject the null hypothesis and conclude that 

the appropriate model for this study, is the fixed effects model. Consequently, we base our 

discussions on the estimated fixed effect model in Table 4 above. 

 

Discussion of Results 

From Table 4 fixed effects column, it can be implied that the effect of corruption on economic 

growth is positive. This answers the first research question about the nature of the relationship 

between corruption and economic growth in the selected African countries. We also note that 

the other variables of the studies except investment have the priori expected signs attached to 

them. For example, we expect that population growth would have a negative relationship with 

economic growth, and the sign in our model is in line with our expectations. The negative 

relationship between growth in investment and growth in GDP per capita could be because 

some capital investments usually take a significant number of years to break even and generate 

positive returns. As such, we would require a more extended period to establish a true 

relationship between the variables.  
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The overall R2 of the model, which signifies the explanatory power of the model is 

14.5%. This is relatively fair for a panel data model. The model explains 18.8% of within 

variation of the dependent variable about its mean and 2.0% between variations. For panel data, 

it is more important to look at the overall joint significance of the model using the F-test. A P-

value of essential 0 indicates that the model employed has joint significance. The corruption 

index is found to be statistically significant at 10% with a p-value of 0.090. Hence, we conclude 

that corruption has a moderately significant impact on economic growth. This answers our 

second question on whether the effect of corruption is significant in the selected African 

countries.  

 

Interpreting our model, we see that a 1 point increase in our corruption index is 

associated with a 0.03 percentage point increase in the growth rate of real GDP per capita for 

the selected countries in our panel data, ceteris paribus. Statistical significance is not enough 

to establish the significance of the result; one also needs to consider the practical significance 

of the estimates obtained. We note that the growth rate of GDP per capita is a measure that 

increases slightly across the world. For instance, we recall that the average GDP per capita 

growth of the selected sample from the descriptive statistics is 2% p.a. Therefore considering 

this context, a 0.03 percentage point increase in GDP per capita growth due to a point increase 

in the corruption index (ceteris paribus) is practically significant. This is in line with corruption 

as grease in the wheel theory.  

 

Other significant variables in our model are population, openness and government 

expenditure. Interpreting the other significant variables, we see that a 1 percentage point 

increase in population growth decreases GDP per capita growth by 1.04 percentage point, while 

a 1% percentage point increase of growth in openness of the economy, increases GDP per 

capita growth by 0.08 percentage points, ceteris paribus. A 1 percentage point increase in the 

growth of government expenditure will increase GDP per capita growth by 0.01 percentage 

point, ceteris paribus. The results were in line with previous results gotten by Swaleheen 

(2009), Ahmad et al. (2012) and Ondo (2017). 
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5. Conclusions 
 

We carried out a study to investigate the impact of corruption on economic growth — precisely, 

this study sort to find the nature of the relationship between corruption and economic growth. 

As corruption cannot be measured directly, we used the perceived level of corruption as a proxy 

for the primary independent variable of interest. Our literature review reveals that other 

important factors that contributed to economic growth include population, the openness of the 

economy, government expenditure, investment and political stability which we included in our 

model. We obtained panel data of 18 countries which includes: Benin, Burkina Faso, Botswana, 

Cameroun, Congo, Gabon, Kenya, Mali, Madagascar, Mauritania, Morocco, Mozambique, 

Namibia, Nigeria, Rwanda, Senegal, South Africa, Tanzania and Uganda. The time frame is a 

period of 20 years ranging from 1997 – 2016. We performed a panel data analysis using a fixed 

effect and random effect estimator with cluster-robust standard errors.  

 

To answer the first research question, we note a positive coefficient attached to the 

corruption variable in our model, indicating that corruption is associated with a positive impact 

on economic growth. To be specific, a 1 point increase in our corruption index is associated 

with a 0.03 percentage point increase in the growth rate of real GDP per capita for the selected 

countries in our panel data, ceteris paribus. This estimate is practically significant as we note 

that the growth rate of real GDP per capita is a measure that generally increases slightly. To 

answer our second question, we note that the coefficient is significant at 10% level of 

significance. The results are in line with previous studies done by Swaleheen (2009), Ahmad 

et al. (2012) and Ondo (2017).   

 

Based on our result, we can conclude that corruption does indeed act as grease in the 

wheel in the economy. The implication is that the bureaucratic process of government 

institutions in the selected African countries is not very efficient. We, therefore, recommend 

that the government emphasises fixing the institutional quality in order to improve the 

efficiency of these institutions. The aim is to curb unnecessary bureaucratic practices that may 

lead citizens to resort to corrupt practices. Rather than undergoing expensive anticorruption 

campaigns, money should be invested to improve human capital and technology in the 

economies to encourage innovations which will, in turn, drive economic growth.  

 

This could be done by promoting the openness of the selected African economies. From 

the results, we note that an increase in the growth in openness has a significantly positive effect 
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on GDP per capita growth. We, therefore, recommend that governments should implement 

policies that would encourage healthy trade with the international community. A suitable 

source of trade can be agriculture due to the availability of arable land in Africa. The 

governments can, therefore, design policies that give support local farmers in terms of credit, 

infrastructure and machinery. In encouraging openness, care must be taken to avoid being on 

the losing end of the trade. The government needs regulations to ensure that the local market 

does not suffer at the detriment of openness by way of cheaper imports. Therefore, imports 

which can be locally provided should be discouraged, while relevant import such as technology 

should be encouraged in order to increase production capacity. 

  

In importing revolutionary technology, efforts must also be made to protect infant 

industries and encourage the development of more industries. This will further diversify the 

nation’s output as well as provide a source of employment for the countries vast populace. This 

could be done by providing grants, extensive tax-free period and necessary infrastructural 

reports to these industries. As mentioned in section 2.6 (economic growth), many African 

countries depend primarily on the export of unprocessed raw materials as a source of income. 

However, they lose money that could have been earned by the sale of higher priced processed 

output or the reduction of importation of processed products which they had earlier exported 

in unprocessed form.   

 

Another critical aspect of growth which has been widely overlooked is population 

growth. Africa countries experience rapid population growth. While population growth 

increases the availability of labour to industries, its effect is quite detrimental if the necessary 

infrastructure is not in place to accommodate this population. We can observe this already 

occurring with the significant negative impact of population growth on GDP per capita growth, 

from our results. Curbing population growth to a reasonable extent will at the very least 

improve the GDP per capita measure as well as reduce resource pressure on the society. This, 

in turn, is associated with many possible benefits such as the reduction of crime rates, a 

developing government is better able to manage the affairs of the state in terms of welfare and 

development. The governments should, therefore, encourage policies such as family planning 

to enlighten their citizens on the benefit of planned and controlled parenting. The governments 

could also affect population growth by improving human capital in the economies. As 

mentioned in section 2.6 (economic growth), a highly educated population is linked with low 

population growth. 
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Future research that could be done on this area includes research to establish the causal 

impact of corruption on economic growth and check if economic growth will, in turn, reduce 

or increase the level of corruption. The channels through which corruption affects economic 

growth in African countries can also be investigated empirically in order to determine the most 

significant channel. It is also possible that an optimal level of corruption exists and further 

research can be done to establish this optimal level of corruption. Also, the study is limited by 

the availability of data, this study can, therefore, be re-performed upon the availability of 

comprehensive data.  
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