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ABSTRACT 

  In the last two or three decades, corruption has become a noticeable issue in many countries, 

especially in developing countries where it has serious effects on the economy. In this paper, the 

effect of corruption on economic growth will be examined through literature and researches that 

involve the effect of corruption in economic growth followed by cross-sectional regression 

analysis to the issue. The focus will be on how much corruption and how much corruption 

control are present for each country. other different variables that could be expected to affect the 

economic growth for this period will also, be examined. To answer this question, corruption 

control as an independent variable while economic growth is the dependent variable will be 

examined. The second question would be to study corruption control as a dependent variable 

while using a set of variables as independent variables and see how much they would affect 

corruption control. Finally, a case study that draws a comparison between the economy in 

Germany and South Korea where the results from the empirical part will be applied into the two 

countries and the difference between the true reported numbers and the numbers from the OLS 

equations will be checked and explained. 

  From all the directions been taken to study the subject “literatures, empirical and case study “ 

the results showed that corruption activities have negative effects on economic growth and 

although it might be in some cases shown to be insignificant, however, it is very important to 

minimize the corruption activities by boosting variables such as corruption control, rule of law, 

stability and also education as it is shown that the more years of education will decrease the 

levels of corruption in some cases. 

  The conclusion here will be, although corruption may have more effects in some economies 

more than others, to combat corruption that will take a global effort. The countries that may not 

suffer greatly from it may be caught in the cost of cleaning it by having to support failed 

economies. Or worse, corruption may be increased to levels that it could not be ignored. 

KEY WORDS: 
                            GDP growth, corruption, corruption control Index , the rule of 

law, corruption in Germany and corruption in South Korea 
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1.1INTRODUCTION 
 

  For the last few decades, corruption became the center of attention of many Economists, 

Politicians, many world’s major Policy makers and Investors as it became clear to most 

governments that corruption is one of the affecting variables when it comes to Economic 

Growth. During the 1980s corruption was mentioned in 3.2 title or abstract out of every 10,000 

published economic articles.by 2009 the rate grew up to be 72 out of 10,000 further more before 

1990 some economists argued that a certain amount of corruption could be beneficial as will be 

said latter on “the oil that will grease the weal of the economy” is that true or not? And if it is 

true to what extend that will be tolerable . But, despite that  Most of the theoretical and empirical 

studies suggested that corruption reduces the ratio of investments to GDP, lower investments and 

retards economic growth to significant extend (Mauro 1995). 

   What is the definition of corruption? There is no clear way to define corruption as it is defined 

and punished by deferent laws in different countries, but it is agreed on define it as, acquiring 

wealth by using power or influence through illegitimate means for private gain or expansion of 

wealth at the expense of the pubic. Although the interpretation for that is different from one 

country to another. i.e. what is a major case of corruption in one country may not be the same in 

another country, also timing may defer, so that cases of corruption maybe prosecuted to a certain 

extend in one period of time and laws and prosecution for the same cases may relaxed in a 

different period depending on the health of the economy or the people who are in government 

may be different from one period to another .This maybe the case in the democratically elected 

government  where corruption is imbedded in the society, although changes for that may come 

slowly, but it would be coming to the country. This may not be the case in a country ruled by a 

dictatorship as history shows that countries ruled by dictatorships would be over thrown by 

another regime that would promise transparency , corruption control and increasing the rule of 

law, but in reality the new regime would most likely to be like its predecessor and the society 

would still be in that vicious cycle of economic corruption that seems to be un-ended and any 

changes to the government seems to bring a regime that cause more damage to the country’s 

economy and cases of corruption would increase over time.(Asemoglu&Robinson,2011)  

 When corruption reaches to the highest level of government, it is labeled Kleptocracy, meaning 
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“rule by thieves “the country is ruled by thieves. (Weil,2012)                                                         

There are two question we will try to study in this paper, and we will use two deferent empirical 

approaches to do so, 

• What are the effects of Corruption on Economic Growth? 

• What are the variables that affect either positively or negatively on the 

corruption control variable? here we must note that we will assume that 

corruption control is the opposite of corruption. 

It is worth mentioning that, 

• corruption done by one of the companies may effect one country positively as it is the 

company’s head quarter but may affects negatively in the country that they doing 

business in and it may be interesting to say that the amount of damage corruption does to 

one country’s economy a lot more than the positive that would be gained by the 

company’s home country which will bring us to another question that how huge will be 

the dead weight due to the corrupt activity? 

This we will see in our theoretical part of our case study. We will show some of the major 

corporates that belong to our two countries, Germany& South Korea ,who did they caught up in 

some of the major corruption cases in the past few years and how despite the cases they been 

convicted the fines they had to pay went to a 3rd  country and not the country where the violations 

been committed and where the economy suffered the most from those corruption violations.  

1.2PURPOSE 
We would examine the effect of corruption among other variables on the economic growth to see 

how significant that effect and whether it is good to increase corruption control and rule of law to 

reduce the negative effect corruption on the economic growth or it might be good to ignore 

certain level of corruption in order to no have the negative effect of slowing down the economic 

growth. Then, we will examine the effect of different variables on corruption control and how to 

use some of these variables by increasing them or try to decrease them to boost the corruption 

control variable. 

 Despite that, it may seem to be two different questions but answering both questions would aim 

to the same goal that is reducing the effect of corruption to the minimum possible level in order 

to maximize the economic growth. 
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 That should present a clear vision of the effect of Corruption on the economic growth into what 

level the government should or should not fight corruption due to the two opposite theories 

first corruption is bad, and the government should fight it at all cost. second corruption is a way 

to fight the bureaucratic government laws and make it easy to do business in a harsh environment 

of slow law that could slow down the economy. 

1.3METHOD 

1.3.1LITERATURE METHOD  
Here, Economic books, researches and other published paper will be used as references to check 

if corruption will have a significant effect on economic growth and because we reached an early 

conclusion from the previous researches that although the majority of researchers agrees that 

corruption is a factor in slowing the economic growth yet there is others who will say otherwise. 

Because of these mixed opinions we will seek other ways to examine our issue. 

 

1.3.2EMPIRICAL METHOD 
Using the OLS method and run regression to try to examine our two questions , 

FIRST QUESTION  

Corruption control variable among a list of other variables  as  independent variables and GDP 

growth as the dependent variable We will try to answer it  by, first collecting a sample of various 

countries 

1) Investment  

2) Population growth 

3) GDP Per Capita in 1975 as a staring year 

4) Rule of law Index in 2009  

5) Corruption control Index 2009 

6) Ethnic fractionalization in the country’s population  

As we did before we will do the same again, 

a) We ran regression with all variables at first  

b) Checking results and see if there is any kind of multicollinearity in the equation 

c) Checking the correlation table between all variable. 

d) Calculating the Variable Inflation Factor (VIF) by using the equation  

Where 𝑅2 is obtained from the regression results. 
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SECOND QUESTION  

 in this case we will examine Corruption Control as a dependent variable and see what the effects 

of other explanatory variables are: 

1) Ethnic fractionalization in the country’s population  

2) GDP Per Capita in 1975 as a staring year 

3) Population growth 

4) Life expectancy in 1975  

5) Average years of schooling in 1975  

6) Instability index  

We will do the same as before and see how those variables will correlate and how much will be 

the Variable Inflation Factor would be this time, so we can see if we have a case of 

multicollinearity and which variables would be useful to use and which would we have to drop to 

have a good explained OLS equation. 

1.3.3CASE STUDY 
Here, from two countries that been chosen by considering focusing in few issues of diversity that 

will be explained later in the paper. The two countries that have been chosen for the case study 

are Germany and South Korea. The numbers for them will be introduced, the facts will be 

discussed and then results from the regression analysis will be applied, compared with the true 

numbers reported and then the difference in the numbers will be discussed.  

 

  

 2.1LITERATURE REVIEW 

    There is increasing recognition that corruption and other aspects of poor governance and weak 

institutions have substantial, adverse effects on economic growth. That will show us how high is 

the cost of corruption and how is it a big burden on the economy, so if it’s so high why 

governments seem to be able to improve their institutions and root out corruption? Why do many 

countries appear to be stuck in a vicious circle of widespread corruption and low economic 

growth? More likely the government would be changed through revolutions and coupe, the new 

regime would promise to change the system, rooting out corruption, promising more political 

and economic freedom to the people ,but at the end it most likely be the same as the old regime 
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or maybe worst and then the country and its’ people will be stocked in the same vicious cycle 

over and over again  (Mauro 2002). 

 Why some nations fail while others thrive although they may be having the same economic 

situations in the beginning in most cases? In most cases researchers reached the same conclusion 

that long time ago when a nation has the freedom or somewhat closer to the right of choice for 

the majority of the people that nation made decisions that benefited most of its ‘people if not all 

that made the nation thrive as a whole and later on would make the nation reaches economic 

independence while another nation that would have the same beginning but the only difference is 

that its’ people did not have rights and all the nations’ wealth was concentrated for the fortunate 

few who made the countries laws and regulations only revolved around their benefits and not to 

benefit the society as a whole, that nation would suffer from corruption which would lead to 

economic dependency and in the end would be a failure to the state or the nation. These steps do 

not come quickly rather they take a long time, but when so-called the perfect storm comes the 

government at the last steps would fail rather quickly  (Acemoglu & Robinson2011) 

  One of the reasons if not one of the main reasons that government do things that are bad for the 

growth is that those who staff the government are acting in their own self-interest rather than the 

interest of the country they are governing  which opens the door for corruption and kleptocracy 

“rule by thieves “ and that is corruption in its’ worst form”. The stronger is the country’s 

economy, the more likely are citizens to be content “do not accept or follow” with a kleptocrat’s 

rule.( Weil,2012) 

From the above we can see clearly the importance of democracy which give the people the right 

to elect the representatives that would be governing their country and the so-called “check and 

balance” would give the people the right to vote down corrupt representatives that power of the 

people would encourage representatives to be on their best behavior in most cases working to 

benefit the country and its’ people. From this direction also we can state how would corruption 

levels be reduced by increasing the level of Democracy. 

The relationship between Democracy and Corruption is mixed as some evidence shows in 

researches focusing on the relation between the level of Economic growth in accordance with the 

level of corruption and vice versa the level of corruption control and rule of law  

• Ades and Di Tella (1999) and Fishman and Gatti (2002) found no correlation 

between democracy or political rights and corruption perceptions. 
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• Treisman (2000) shows that a long exposure to democracy (but not its actual 

level) reduces the expected levels of corruption. 

• Chowdhury (2004) finds press freedom and democracy are to have a significant 

negative effect on corruption.in contrary with most other researches. 

• Brunetti and Weder (2003) show that freedom of press significantly reduces 

corruption.it is logical if we consider freedom of press as a positive sign for 

healthy Democratic System 

• Lederman et al. (2005) demonstrate that democracies, parliamentary systems, a 

free press, and a stable political system are all associated with lower corruption 

levels. That would go very much in accordance with previously mentioned 

researches except Chowdhury’s (2004). 

•  Rock (2009) suggests that an inverted U‐shape relationship exists between 

democracy and corruption, with the turning point to exit around ten to 12 years 

into democracy. 

• Persson et al. (2003) study the role of electoral rules for corruption in democracies 

and find that open list electoral systems are less prone to corruption than those 

with closed (party) lists as in the latter system corrupt individuals cannot be held 

accountable, So we can say that Corruption is larger in systems with smaller 

electoral districts as barriers to entry are larger. 

We mentioned those researches in order to emphasize the importance of democracy and its rule 

for reducing Corruption and in return will reduce the effect of corruption in a country economic 

growth. 

More researches had been investigating the relationship between Economic growth and 

corruption at the time where it is increasingly debated and discussed the ways to increase 

corruption control in the aim of boosting economic growth by cutting off ways that cause high 

volatility and retardation in the economic growth curve from those studies we choose, 

• Cross-country empirical study shows that severe levels of corruption, significantly deter 

investment and slows down economic growth (Mauro1995) 

• Corruption negatively affects a country’s competitiveness by not only decreasing 

financial investment, economic growth and government expenditure on education and 
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health but also causing imbalanced expenditure, misguided market incentives and poorly 

allocated the country’s resources. (Tanzi 1998) & (Rose-Akerman 1999)  

• A study suggested that the  burden  of  corruption appears  to  vary  depending  on the  

type  of dealings (taxation, operations permits, judiciary, customs, banking) and the 

corresponding actions that surround this dealing.(Habib& Zurawicki 2010) 

 

• On the other hand, a study suggested that while corruption has a negative impact on the 

economic growth but, after factoring in other variables such as Investment, Human 

Capital and Instability it appears that Corruption Impact is diminishing and eventually 

would become statistically insignificant. (Mo 2001) 

• Corruption not only has a rule in decreasing economic growth but, it largely contributes 

to income inequality in African countries causing in one way or another to instability 

which another cause for slow economic growth. (Gymah-Brembong 2002) 

• An empirical study focusing on impact of corruption by regions found that, Corruption 

has the highest impact in Economic Growth in African countries while it has its lowest 

impact in Asia ,European union and North America (basically corruption has lowest 

impact in the developed countries while has its highest impact in low income developed 

countries specially in Africa ).(Gymah-Brembong & Samaria de Gymah-Brembong 

2006) 

• A study suggested that there are many countries enjoys Economic Growth despite 

Corruption, (Wedeman1997) and we also partially agree with that in our case study of 

South Korea. 

  By taking a look into those researches and more we can see that it is not totally clear if the 

corruption has a significant impact on slowing the economic growth, although most of the 

researchers suggest that, and also morally we would believe so, despite all that we have to take 

into consideration the other opinion. From all that I came to a small conclusion that it is really 

comes down to how large is the corruption level comparing to how large the economy and how 

fast is it growing. 

In other words, we should take a closer look at the economy if it is large enough but growing fast 

and is not in a steady state yet then, we should expect the impact of corruption to be minimal. On 

the other hand, if the economy is too small and struggling to grow then we expect the impact of 
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the corruption level should be maximal and the government should do the best it can to decrease 

that corruption level and boost rule of law and corruption control 

3.1 THEORY 

We will use the Solow Model to try to explain the empirics behind our Data finding. although we 

must admit that the Solow model is not the best model to use giving that its focus on steady state 

and just on unchanged relation between inputs of Investment and human capital, but we will find 

out that the model still could be good to predict the initial results of the variables we are using. 

 

3.2 THE SOLOW MODEL 

  With a production function that tells us how Labor and Capital are transformed into output, we 

can use a simple model of economic growth that will illustrate the importance of physical capital 

in explaining differences among countries in their level of income per capita. The Model we 

examine is called the Solow Model after Nobel Prize-winning Economist Robert Solow Who 

introduced it in 1956. It is a simple model because it focuses on a single dimension along which 

countries may differ from each other or along which one country may change over time. It 

focuses mainly on the amount of physical capital that each worker must work with. Because the 

production function only tells us the relation between the capital per worker and output per 

worker, the only part remains is to add up is to describe how capital per worker is determined. 

From Solow model derivation (Mankiw, G.N. 2016)& (Weil,D.2013) 

It can be said that, when initial  capital is up then GDP per capita up but, growth in investment is 

down.[K(+),∆k(-),y(+)] 

When Initial GDP per capita is up the growth in investment is down and the growth of GDP per  

capita is down [y(+),∆k(-),∆y(-)] 

3.3 SOLOW MODEL AS A THEORY OF INCOME DIFFERENCES 

Steady-state level of output per worker will depend on its investement rate “If the country has a 

higher rate of investment then it will have a higher steady-rate of output”. Thus, we may think 

that the Solow-Model as a theory of income difference. Clearly, we should ask ourselves how 
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good the theory fits the data. That is how do actual difference in income among countries 

compare with the predicted difference by the Solow -Model? 

3.3.1PREDICTION I 

I. When Corruption goes up (+), Investment goes down (-) and Growth goes down (-). 

II. When Corruption control goes up (+), Investment goes up (+) and Growth goes up (+). 

III. When Rule of law goes up (+), Investment goes up (+), Growth goes up (+) 

We can in other way say that implementing anti-corruption laws as well as increasing the rule of 

law in the society that will encourage foreign investment as well as domestic investment to 

increase, that will have positive effect on the Economic growth in the country.  

From here we can see some negative correlation between Corruption and Rule of law while it is 

clearly also a negative correlation between corruption and corruption control Index, also we can 

see the positive correlation between Rule of law variable and corruption control index as another 

variable. 

3.4 THE SOLOW-MODEL AS A THEORY OF RELATIVE GROWTH RATE 

  According to multiple sources of data we can see clearly that there is large difference in growth 

rates among countries all over the world. The target of any growth model clearly should be to 

explain these differences, now we should see if The Solow-Model would provide a good 

explanation for that! 

We must note that: “The Solow-Model will not provide a complete explanation of growth rates”, 

reason for that is once a country reaches its steady -state ,there is no longer any growth ! 

therefore the Solow-model will fail to explain growth over long periods of time during which 

,countries should have reached their steady -states. Therefore, the Solow-model has some 

extension model that would explain the long-term growth. Despite the failure of the Solow -

model, we can study whether the model has something useful to say about the relative growth 

rate, In a way such as Why some countries grow faster than others, in that we can say the model 

has a good predictions, and in our focus subject about corruption we can see how the model will 

predict the effect of corruption on impeding this levels of growth .(A Contribution To The 

Empirics Of Economic Growth)  ( Mankiw N.G., Romer, D & Weil, D.) 
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3.4.1PREDICTION II 
I. If two countries have the same rate of investment but different levels of income, the 

country with lower income will have higher growth rate. 

II. If two countries have the same level of income but different rate of investment, then the 

country with a higher rate of investment will have higher growth rate. 

III. A country that raises its level of investment will experience an increase in its rate of 

income growth. 

IV. When the population growth goes up in a country, GDP per capita growth goes down. 

From these prediction we can say by reducing the level of corruption on a country that will 

increase its level of investment by having more foreign investment and reducing the export of 

domestic investment by assuring the domestic investors that they will have better rates in their 

own economy rather than other economy same for foreign investment taking good steps to 

reduce corruption to the lower possible level without impeding the economy cycle by unrealistic 

laws and measures by smoothing up the bureaucratic ways of doing business without the need to 

go to corrupt ways to ease up the process of doing business. 

4. DATA SECTION 
The main source we used for data source is panel data was made available by Davis Weil in his 

book (Economic Growth) which been made available by  

➢ Penn state world table(PWT 7.0), (2011) for , 

▪ GDP per capita1975 

▪ GDP per capita growth 1975-2009 

▪  Population growth 1975-2009 

▪ Investment share of PPP Converted GDP per capita at 2005 constant prices 

(rgdpl)1975-2009 

➢ World Bank (WDI, 2011)  

▪ Life expectancy 

➢ World Bank Policy Research Paper  

▪ Corruption control, 

▪  rule of law  

▪ instability  
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 “Governance Matters IX: Governance Indicators for 1996-2009”,(KaufmannD. & Mastruzzi 

M. , 2010) 

 

➢ Barro and Lee (2010) 

▪ Average years of schooling 

➢ Alesina et al. (2003) 

▪ Ethnic fractionalization 

 

• In our first approach ,by using economic growth in the period from 1975 to 2009 as the 

dependent variable, From  data sheets we used a sample of 117 countries throughout the 

world from all regions all levels of economy, different kinds of cultures mixed ethnicities 

countries and homogenous ethnic countries, developed and developing countries .We can 

say we have chosen a diverse sample of countries  

• In the second approach by using Corruption Control Index as the dependent variable we 

use a sample of 109 countries with the same diversities as we did with the first approach. 

For our case study we used multiple sources for data to shed a light on the two countries we are 

examining, so we used  

CIA fact book, UN handbook, International Monetary Fund, World bank as well as other 

websites that has statistic data about Germany and South Korea. 

4.1 DEFINITION OF CORRUPTION CONTROL, 
“Control of corruption captures perceptions of the extent to which public power is exercised for private 

gain, including both petty and grand forms of corruption, as well as "capture" of the state by elites and 

private interests. This table lists the individual variables from each data source used to construct this 

measure in the Worldwide Governance Indicators”(Info.Worldbank.org/governance/wgi).Data collected 

from 31 source for over 200 countries and territories. 

Methodology behind calculating corruption control index could be found at 

(Info.worldbank.org/governance/wgi/methodology) 

5. REGRESSION ANALYSIS 

5.1 FIRST QUESTION 
 regression analysis, 
After having a sample contains 117 countries and looking into various variables such as 
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1) GDP per capita growth between the starting year of 1975 and the ending year of 2009 as a 

dependent variable  

2) Investment , Population growth , GDP per capita in 1975, Corruption control index variable  

Rule of law index variable and Ethnic fractionalization variable, all as independent variables  

We run correlation test to see how much those variables are correlated .and this is the correlation 

table. 

 

TABLE 1:CORRELATION TABLE  

 investment Population 

growth 
GDP 

per 

capita  

Corruption 

control 
Rule 

of 

law 

Ethnic 

fractionalization 

investment 1      

Population 

growth 

-0.07 1     

GDP per 

capita 

0.10 -0.55 1    

Corruption 

control 

0.22 -0.60 0.76 1   

Rule of law 0.27 -0.63 0.75 0.96 1  

Ethnic 

fractionaliz

ation 

-0.23 0.62 -0.40 -0.51 -0.54 1 

 

 

From this table we can see clearly that Corruption control variable and Rule of law 

variable are correlated to a large extend 0.96402, that means when running a regression 

with those two variables together that will end up with unexpected results as well as 

unexpected signs for the betas. 

 That exactly what we reached when we did, as shown in the next table. 

• We can see that on the 95% Investment variable has no significant as the P-value is 

5.644% as well as t-statistics is less than 2 although the results are boarder line but still 

has no significance which is unexpected. 

 

𝑉𝐼𝐹 =
1

1 − 𝑅2
 

𝑉𝐼𝐹 = 1.9621 < 5 
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Although the VIF Test came out not very big but that does not mean that multicollinearity 

does not exist! as we see a clear case of correlation between Corrcon variable and Rulelaw 

variable. 

Corruption Control variable has unexpected negative sign also, as well as other variables 

although they have the expected signs and significance but they have unexpectedly small betas 

from that we reached the conclusion that this is not a good regression and in order to clear up the 

effect of the multicollinearity we have to drop-out one of the variables either corruption control 

index variable or rule of law index variable and because our main focus in this thesis is the effect 

of corruption, so we choose to keep the corruption control variable at this time and drop the rule 

of law variable, but at later time we will use both at different regression as we will see the 

corruption control as the dependent variable while the rule of law as one of the independent 

variable. 

• In the next table we will see the result of dropping out the rule of law variable and 

introduce a new variable to the equation which is ethnic fractionalization  
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TABLE 1B) GDP PER CAPITA GROWTH AS THE DEPENDENT VARIABLE 

 value t-statistics P-value 

Intercept 

 

2.96*** 

 

5.39 

 

4.05E-07 

 

Investment  0.042** 

 

2.68 

 

0.008 

 

Population growth -0.57** 

 

-3.27 

 

0.0014 

GDP per capita 1975 -0.00014*** -5.27 

 

6.73E-07 

 

Corruption control 

index 09 

0.77*** 3.83 

 

0.0002 

 

Ethnic 

fractionalization 

-1.02+ 

 

-1.67 

 

0.099 

 

 

 

Here we can see all signs as expected, P-values are all significant except for our new variable the 

ethnic fractionalization  which is not significant on the 95% level but it is significant on the 90% 

level and it has negative sign that means the more ethnicity in the society the least the growth in 

the economy. In our case study we can see that this assumption does not hold much value into it 

as we see that Germany has multiple ethnicity but less corruption while South Korea with a 

homogenous society has more corruption. Also, we must note that the ethnic fractionalization in 

Germany is not  significant as we see that 91%of the population is under one ethnic group while 

only about 9% of the population is divided to multiple ethnicities. 

Now we can also check for Variable Inflation Factor. 

𝑉𝐼𝐹 = 1.715 < 5 

Also, VIF is ok in that case. 

The reason for choosing regression 4 over regression 2 which the results from it came as 

significant as well is because, the main subject of this paper is corruption and we assumed that 

corruption control is the counterpart of corruption and not the rule of law variable. Although, we 

must admit that a large part of the effect is captured from the change in the rule of law variable.   
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Results for regressions all in one table. 

Significance level are represented by “***” 0.001,”**” 0.01,”*” 0.05,”+ “ 0.1  

t-statistics ( ) 

TABLE 1C: GDP PER CAPITA GROWTH AS DEPENDENT VARIABLE, ALL REGRESSIONS 

 Regression 1 

 

Regression 2 

 

Regression 3 

 

Regression 4 

 

Intercept  2.6386*** 

(5.09) 

2.9698*** 

(6.0994) 

3.1487*** 

(6.0393) 

 

2.9597*** 

(5.39) 

 

Investment  0.0477** 

(3.0589) 

0.0290+ 

(1.9278) 

 

0.0305* 

(1.9973) 

 

0.0424** 

(2.6832) 

 

Population growth  -0.7117*** 

(-4.59) 

-0.5744*** 

(-3.90) 

 

-0.4868** 

(-2.92) 

 

-0.5725** 

(-3.27) 

 

GDP per capita 1975 -0.0014*** 

(-5.31) 

 

-0.00015*** 

(-6.13) 

 

-0.00016*** 

(-6.47) 

 

-0.00014*** 

(-5.27) 

 

Corruption control 

Index 

0.8199*** 

(4.12) 

 

-0.8641* 

(-2.03) 

 

____ 0.7672*** 

(3.83) 

 

Rule of law  Index ______ 1.9509*** 

(4.38) 

 

1.0865*** 

(5.47) 

 

_____ 

Ethnic 

fractionalization  

______ ______ -0.78031 

(-1.34) 

 

-1.0196+ 

(-1.67) 

 

Number of 

observation “n” 

117 117 117 117 

Standard error 1.3238 1.2279 

 

1.2404 

 

1.3134 

 

R2 
 

 

0.4023 0.4904 

 

0.4710 

 

0.4169 

 

R2
adj 

 

0.3810 0.4674 

 

0.4565 

 

0.3906 

 

F-value 18.8491 

 

21.3596 

 

20.4891 

 

15.87326 

 

P-value for F 7.13E-12 

 

6.43E-15 

 

1.91E-14 

 

8.94E-12 
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5.2 SECOND QUESTION  

Here we will to answer it  by studying the corruption control variable as a dependent variable 

and we will have explanatory variables such as  

1. Ethnic fractionalization (Ethnicfractionolization) 

2. GDP per capita in 1975 

3. Population growth  

4. Life expectancy in 1975  

5. Average schooling in 1975 

6. Instability Index  

By checking correlation between the deferent variables as shown 

TABLE 2A :VARIABLES’ CORRELATION TABLE “CORRUPTION CONTROL AS 

DEPENDENT VARIABLE 

  Corruption 

control 09 

Ethnic 

fractionalization 

GDP 

per 

capita 

1975 

Population 

growth 

lifeexpectancy75 Average 

years of 

schooling 

in 1975 

Instability 

index 

Corruption 

control 09 

1       

Ethnic 

fractionalization 

-0.51 1      

GDP per capita 

1975 

0.79 -0.37 1     

Population 

growth 

-0.61 0.59 -0.54 1    

Life expectancy 

1975 

0.74 -0.54 0.75 -0.70 1   

Average years of 

schooling in 

1975 

0.74 -0.47 0.74 -0.72 0.81 1  

instability -0.75 0.42 -0.55 0.52 -0.55 -0.57 1 

We can see high positive correlation between  
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a) Life expectancy & Average years of schooling  

b) Corruption control &average years of schooling 

c) Corruption control& life expectancy. 

We can see also high negative correlation between  

a) Corruption control & Instability 

b) Population Growth & average years of schooling 

From that we would expect Multicollinearity case in our equation, and we would expect high 

variable inflation factor (VIF) as a result  

𝑉𝐼𝐹 = 4.93535 < 5  it is less than 5 but close to five so, although the VIF is less than 5, a case of 

multicollinearity exists. 

From that we would expect Multicollinearity case in our equation, and we would expect high 

variable inflation factor (VIF) as a result  

VIF = 4.93535 < 5  it is less than 5 but close to five so, although the VIF is less than 5, a case of 

multicollinearity exists. 

From this result we can see clearly P-Value is very high for some variables more than 5% and 

even more than 10% so we can say that the results are not significant. 

After trials and dropping some of the explanatory variables that deemed to be correlated, we had 

the best equation that we can obtain giving the available data set and it is as shown here  
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TABLE 2B “CORRUPTION CONTROL AS A DEPENDENT VARIABLE 

Significance level are represented by “***” 0.001,”**” 0.01,”*” 0.05,”+ “ 0.1  

 value t-statistics p-value 

Intercept -1.51* 

 

-2.46 

 

0.016 

 

GDP per capita 1975 7.87E-05*** 

 

6.60 

 

1.75E-09 

 

Population Growth -0.18* 

 

-2.182 

 

0.031339 

 

Life expectancy 1975 0.022* 

 

2.37 

 

0.02 
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All regressions in one table 

TABLE 2C “CORRUPTION CONTROL INDEX AS A DEPENDENT VARIABLE” ALL 

REGRESSIONS 

Significance level are represented by “***” 0.001,”**” 0.01,”*” 0.05,”+ “ 0.1  

t-statistics ( ) 

 Regression 1 

 

Regression2 

 

Regression3 

 

Regression4Best reg. 

 

Intercept  -0.8333 

(-1.57) 

-1.1104* 

(-2.15) 

-1.4343* 

(-2.35) 

-1.5092* 

(-2.46) 

Ethnic fraction-

alization 

-0.4309+ 

(-1.84) 

____ _____ _____ 

GDP per capita 

1975 

5.98E-05*** 

(5.57) 

5.82E-05*** 

(5.38) 

7.19E-05*** 

(5.67) 

7.87E-05*** 

(6.59) 

Population 

growth 

0.0044 

(0.06) 

-0.0434 

(-0.56) 

-0.12704 

(-1.47) 

-0.1763* 

(-2.18) 

Life expectancy 

1975 

0.0091 

(1.05) 

0.0123 

(1.44) 

0.0162 

(1.58) 

0.0223* 

(2.37) 

Average years 

of schooling 

1975 

0.0415 

(1.24) 

0.0386 

(1.14) 

0.0614 

(1.53) 

_______ 

Instability  -0.4131*** 

(-6.44) 

-0.4291*** 

(-6.68) 

_____ _____ 

Number of ob-

servations “n” 

109 109 109 109 

Standard error  0.4943 0.50004 0.5957 

 

0.5994 

 

R2 0.7974 

 

0.79062 

 

0.70002 

 

0.6932 

R2
adj 0.7855 

 

0.78046 

 

0.6885 

 

0.6845 

F-value 66.90095 

 

77.7874 

 

60.6725 

 

79.1131 

 

P-value for F 3.87E-33 

 

2.18E-33 

 

2.41E-26 

 

7.79E-27 
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After examining the results, we can say that 

• corruption control (+), GDP per capita 1975(+) Population growth (+), life expectancy 

(+). 

 In another way we can say with good corruption control measures we expect to have increased 

starting GDP per capita; we expect to have reduction of this measures when the population grow, 

and we expect these measures to be increased when the life expectancy of the population 

increases. We can also see that although Ethnic fractionalization would effect negatively on the 

corruption control measures but that effect is not really significant specially when the Ethnic 

fractionalization is not that big percentage of the population as we will see later in the case of 

Germany while we have about 92% of the population is one ethnic majority we see the ethnic 

minorities are only 8% and divided by many minority the largest of them is only 2.4%. 

6 CASE STUDY 
Germany vs South Korea 

6.1 LEVEL OF CORRUPTION 

Here we studied a special case of corruption between two countries they have some similarities 

in the historical difficulties in the middle of the last century, here we studied the Corruption 

factor in the South Korean Economy vs the corruption factor in the German Economy. 

  In this study, we will try to draw a comparison between two strong economies in two of the 

developed countries one with as little corruption as it could be and the other suffers a great deal 

of corruption, yet both are enjoying a healthy stable economic growth. We will try to see if there 

is less corruption in South Korea will GDP growth be better. If there is little more corruption in 

the German economy would it be better or worse? Is the German economy really having very 

little corruption or it has its fair share but outside of Germany and the economy enjoys just the 

positive effects of this corruption? On the hand is the corruption conducted by 

  South Korean companies abroad mutualizing the corruption happening inside the country and 

making the negative effects of domestic corruption at a minimum? We will try to answer these 

questions to the best of our knowledge with the best of the information we can obtain. 

Why these two countries are important regarding corruption and growth? Giving the size of both 

economies and their role on the market and the world economy it is important to study them and 
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from a vital point of view which is the corruption effect on their GDP per capita growth. We are 

talking about the 3rd and the 5th largest technologically advanced countries of the world. Also, 

by the way of looking at it, they are not among the most populated countries of the world and 

their advancement came from their technological advancements. In Germany case this 

advancement came from a long history of scientific achievement though they have their 

downtime during and after world war І and world war ІІ  but during the 50th  and after they 

started to get back up” thanks in part to the Marshall plan which proved to be controversial” and 

overcame lots of a hard time through the cold war and the separation of one nation. In the South 

Korean case we talking about similar but not typical situation although South Korea historically 

did not have the same scientific 

advantage as Germany but it suffered 

almost the same of dividing one nation 

and still in the same situation until now 

also the suffered from the Korean War 

in the 50th  has one part “South Korea” 

technologically and economically 

advance while the northern part suffers 

from totalitarian regime and very little 

or negative economic growth. We are drawing a comparison between two countries on in the Far 

East and the other in the West both have the middle 20th-century war turbulence and both we 

can say overcame these turbulences and became economically and technologically main players 

in the world market. 

 

6.2 GERMANY  
 according to the CIA fact book 

Total population: 80,594,017 (July 2017 est.) 

Ethnic group: German 91.5%, Turkish 2.4%, other 6.1% (made up largely of Polish, Italian, 

Romanian, Syrian, and Greek), 

It may not be the case for Germany but, it is worth to note that” Ethnic divisions” may lead to 

higher corruption and stronger patronage politics. Easterly and Levine (1997) show in a cross‐

92%

2%
6%

0%

%

German

Turkish

Others(Polish,Italian,Romanian,Syrian&Greek)
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country framework that the reduction in growth performance by ethnically divided societies is 

brought about largely by an increase in corruption. Olken (2006) shows that corruption is larger 

in ethnically divided villages “, but in the other hand, we can say that the country mostly 

homogenous as we can see that 91.5% belong to one ethnic group and only 8.5% belong to 

multiple ethnicities. 

Official language: German 

Age structure: 

0-14 years: 12.82% (male 5,304,341/female 5,028,776) 

15-24 years: 10.09% (male 4,145,486/female 3,986,302) 

25-54 years: 40.45% (male 16,467,975/female 16,133,964) 

55-64 years: 14.58% (male 5,834,179/female 5,913,322) 

65 years and over: 22.06% (male 7,822,221/female 9,957,451) 

(2017 est.) 

Population growth rate: -0.16% (2017 est.) 

Here we can see that more than 40.45%+14.48% or about 55% of the population is at the age of 

active labor force giving that total population are more than 80 million so that a great number of 

labor force that the country manages to have job opportunities and in need for more to cover the 

jobs available in the country.  

German Economy: 

according to the CIA fact book 

 The German economy is considered the fifth largest economy in the world in PPP terms and 

Europe's largest Economy and it is a leading exporter of machinery, vehicles, chemicals, and 

household equipment. Germany benefits from a highly skilled labor force, but, like its Western 

European neighbors, faces significant demographic challenges to sustained long-term growth due 

to   

• Low fertility rates  

• large increase in net immigration which increases the pressure on the country's social 

welfare system, and it requires structural reforms. 

GDP (purchasing power parity) 

• $4.171 trillion (2017 est.) 
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• $4.095 trillion (2016 est.) 

• $4.034 trillion (2015 est.) 

GDP (official exchange rate): 

• $3.685 trillion (2016 est.) 

GDP real growth rate: 

• 2.5% (2017 est.) 

• 1.9% (2016 est.) 

• 1.5% (2015 est.) 

GDP per capita: 

• 2.5% (2017 est.) 

• 1.9% (2016 est.) 

• 1.5% (2015 est.) 

country comparison to the world:27 

“Factors are the main determinant for economic growth and the effect of corruption on those 

factors either in a negative or positive effect.” 

Economic growth 

There are many factors will indeed affect economic growth such as 

A) Democracy 

According to 2017 Democracy index (Wikipedia.org/democracy) 

Germany ranks in the 13th place on the world democracy with score of 8.61 and a category of 

full democracy 

B) Life expectancy at birth 

According to the list of countries life expectancy (Wikipedia.org/lifeexpectancy) 

Germany ranks on the 24th place with overall life expectancy of 81.1 years 

C)Level of education 

Education and corruption to be negatively correlated (Glaeser and Saks 2006). Better education 

may empower individuals to resist extortion attempts as they may know the official regulations 

and possible complaint mechanisms better. 

According to level of education by country (Wikipedia.org/education) 

Germany ranks in the in the 5th place with index education Index 0.914 and expected years of 
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schooling 17.1 and HDI rank 4th 

D)Level of technology achieved by the country  

   Germany’s achievements in science and technology have been very significant. Research and 

development efforts form an integral part of the country’s economy. Germany has been home of 

the most prominent researchers in various scientific fields especially Physics, Mathematics, 

Chemistry, and Engineering. German Nobel Laureates in scientific fields are the highest 

compared to all other nations. And that of course reflected on the huge industrial-technological 

advantage that Germany enjoys 

 (Wikipedia.org) 

E) Level of import and export: 

 Germany is the 3rd largest export economy in the world in 2016 Germany exported $1.25 

trillion and imported $973 billion which resulted in a positive trade balance of $280 billion. Also, 

GDP was 3.48nTrilion and GDP per capita was $48.9 k in 2016 (the observatory of economic 

complexity)     

F) Level of income 

 Here, we will look at the level of income inequality through “The Gini coefficient is a number 

between 0 and 1, where 0 corresponds with perfect equality (where everyone has the same 

income) and 1 corresponds with perfect inequality (where one person has all the income—and 

everyone else has zero income). Income distribution can vary greatly from wealth distribution in 

a country. “Income from black market economic activity is not included and is the subject of 

current economic research and this should give us a good idea about the level of corruption also 

as the Gini coefficient gets higher it indicates in one way or another to the level of corruption as 

well as the level of corruption opportunity. For Germany we see in the 80s GINI coefficient was 

0.439 and by the Late 2000s it went up to0.504 which indicates that the level of income 

inequality grew up. And in the early 2000s it was .499 so in about 10 years it grew up by .005” 

List of countries by income equality (Wikipedia.org) 

Salary levels  

 As we reported before here is some of the researches to explain the relation between corruption 

and the salary levels of public bureaucrats have been surmised to affect corruption as higher paid 

officials have more to be undetected. Van Rijckeghem and Weder (2001) reported that perceived 

corruption levels are significantly negatively related to the relative pay of bureaucrats. Di Tella 
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and Schargrodsky (2003) reported that after a corruption crackdown in Buenos Aires, when audit 

levels had come back to intermediate intensity, corruption was negatively associated with wage 

levels.  

a. Level of income coming from citizens and company doing business outside the 

country and sending back income to the country 

We can say that these are the main factors that could be directly affecting the economic growth in 

a country such as Germany. 

Germany’s corruption 

In Germany’s Corruption report it states that “Corruption is not a significant obstacle for 

business in Germany, and the companies are unlikely to encounter bribery or other corrupt 

practice. Fraud and corruption risks are most prevalent in the construction and public 

procurement sectors. Germany has strong institutional and legal anti-corruption frame works. 

Germany Corruption Report GAN business anti-corruption portal  

(Business-anti-corruption.com) 

 

(Trading economics.com) 

Gender has been frequently studied as a determinant of corruption. Dollar et al. (1999) reported 

that a higher political representation of women is associated with lower corruption this proved to 

be true in the case of Iceland at the time of the banking crisis of 2008. Swamy et al. (2001) 

reported  that a higher participation of women in market work and in government is associated 

with lower corruption levels that is in agreement with the previous study as well as with the case 

of Iceland.in apposition to that Goetz (2007) and Sung (2003) argued that this relationship is not 

causal in the sense that women react differently to corruption, but rather that political systems 

that are more open for women are less prone to corruption. Vijayalakshmi (2008) did not find 

gender to have explanatory power for levels of corruption in the context of local governments in 
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India then we must take into consideration the level of women participation in the Indian 

government and the role that they play as government employees and officials. despite that and 

giving that there is higher participation for women in Germanys’ banking sector we found that 

lots of Germany’s corporations and banks are caught using bribes and other corruption tools to 

do business outside Germany. 

Corruption cases cited by German Banks and Corporates: 

“In Greece economic crisis it appeared that Banks and corporates from Germany made it worse 

than it could be through band business ethics and using corruption to bribe officials in order to 

gain more from their business deals. 

 Siemens, Daimler, and Rheinmetall have been mired in cases of alleged corruption in Greece, 

the country that Berlin has repeatedly admonished for the parlous state of its economy” 

NGO: German firms mired in worst Greek corruption scandals since WWII. 

this did not only happen in Greece and it is not the first time that Germany’s big corporations 

been caught in these kinds of activities. For example, Siemens been caught and prosecuted in the 

US court system and charged in doing corrupt business in Nigeria Yet the fines that Siemens paid 

went to the U.S. economy and not even one penny went to Nigeria! Reason of that is the U.S.A. 

has strong judicial system that had been able to prosecute Siemens and Nigeria does not have the 

strong anti-corruption framework that would be able to combat the corruption activities. At 

Siemens, Bribery Was Just a Line Item (SCHUBERT, S & MILLERDEC, T.C., 2008). 

Siemens Corruption Case. 

“WASHINGTON — Siemens, the German engineering giant, agreed Monday to pay a record 

total of $1.6 billion to American and European authorities to settle charges that it routinely used 

bribes and slush funds to secure huge public works contracts around the world. 

The company also pleaded guilty in federal court in Washington to charges that it violated a 1977 

law banning the use of corrupt practices in foreign business dealings”. 

   Siemens to Pay $1.34 Billion in Fines (Litchblau,E.& Dougherty,C. 2008) 

General motors Opel division Case, 

 “A scandal involved automaker Adam Opel AG, the German unit of General Motors Corp., was 

added to fast-growing list of German corruption cases increasing concerns among government 

and industry leaders. No one said Germany's problem had reached the systemic proportions 

prevalent in other industrial European countries such as Italy, Spain or France, where prosecutors  
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charged dozens of top government officials and leading industrialists with fraud and bribe-

taking. It was Unclear at the time if whether corruption in Germany was really spreading fast, or 

whether the cases simply reflect aggressive investigations by better-organized prosecutors”. 

(Wall Street Journal, Jul 13, 1995, p.A6) 

“There were a lot of things that shouldn’t have happened, but it had to move on,″ said Professor 

Gerhard Fels, head of the government-affiliated Institute of the German Economy in Cologne 

After the case for Opel had been reviled many other cases involving automobile manufacturing 

in Germany had been open “In a widening probe of German white-collar crime, prosecutors said 

they would examine kickback allegations against Ford and Volkswagen.” Following Opel Probe, 

German Prosecutors Looking at Ford and Volkswagen (Thorson,L.,1995) AP News 

From here we can say that, although corruption activities maybe active in Germany but, the 

German government acted swiftly to combat these activities. 
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6.3 SOUTH KOREA 

According to the CIA fact book 

Total population:51,181,299 (July 2017 est.) 

• Ethnic group: homogeneous 

When we look at the studies about Ethnic division, we can clearly say that is not the case for 

South Korea also” Ethnic divisions may lead to higher corruption 

and stronger patronage politics. Easterly and Levine (1997) 

reported in  a cross‐country study that the reduction in growth 

performance by ethnically divided societies is to increase 

corruption. Olken (2006) reported that corruption is greater in 

ethnically divided societies. 

Official languages: Korean, English (widely taught in elementary, 

junior high, and high school) 

 

Age structure: 

• 0-14 years: 13.21% (male 

3,484,398/female 3,276,984) 

• 15-24 years: 12.66% (male 

3,415,998/female 3,065,144) 

• 25-54 years: 45.52% (male 

11,992,462/female 11,303,726) 

• 55-64 years: 14.49% (male 

3,660,888/female 3,756,947) 

• 65 years and over: 14.12% (male 3,080,601/female 4,144,151) (2017 est.) 

Population Growth rate:0.48% (2017 est.) 

Here we can see that there is about 60% of the population of the active labor force and with low 

rate of unemployment we can say that South Korean government and the private sector is also 

doing a great job in creating and maintaining job opportunities.   

 

South Korean Economy: 

100%

0%0%0%

Ethnicity

Korean
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According to the CIA fact book(www.cia.gov) 

After the 1950-53 war with North Korea, South Korea emerged as one of the 20th century’s most 

remarkable economic success stories, becoming a developed, globally well connected, high-

technology society within a few decades. In the 1960s, GDP per capita was comparable with 

levels in the poorest countries in the world. In 2004, South Korea joined the trillion-dollar club 

of world economies.it is indeed one of the great economic stories of the 20th century thanks to 

the great attention been giving by countries officials to education and technological 

advancement. 

  

GDP (Purchase Power Parity) 

• $2.029 trillion (2017 est.) 

• $1.973 trillion (2016 est.) 

• $1.92 trillion (2015 est.) 

GDP (Official Exchange Rate): 

• $1.538 trillion (2017 est.) 

GDP (Real Growth Rate): 

• 3.1% (2017 est.) 

• 2.8% (2016 est.) 

• 2.8% (2015 est.) 

GDP Per Capita: 

• $39,400 (2017 est.) 

• $38,500 (2016 est.) 

• $37,600 (2015 est.) 

Country comparison to the world:47 

“Factors are main determinant for economic growth and the effect of corruption on those factors 

either in a negative or positive effect.” 

Economic growth 

a)Democracy According to the 2017 Democracy Index (Wikipedia.org) 

South Korea ranks in the 20th place with a category of flawed democracy “we have to take into 

consideration that South Korea is the first place in that category, and it is too close to be at the 
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full democracy category”. The relationship between democracy and corruption is mixed as some 

evidence shows.as we explained early in the German part of the study. 

 

b)Life expectancy 

 According to life expectancy Index (Wikipedia.org) 

South Korea ranks in the 11th  place with overall life expectancy of 82.3 years which in this 

category out passes Germany which as we stated before Ranks in the 24th place. 

    C) Level of education 

Education and corruption are to be negatively correlated (Glaeser and Saks 2006). Better 

education may empower individuals to resist extortion attempts as they may know the official 

regulations and possible complaint mechanisms better. 

According to level of education by country(Wikipedia/education .org) 

South Korea ranks in the 18th place with education Index 0.867and expected years of schooling 

16.6 and HDI rank of 18th place also. Which although still high comparing to other countries in 

the world but much lower than Germany Education. 

 

  D) Level of technology achieved by the country 

Lately South Korea enjoys high level of technology advance thanks to its high achievement in 

the manufacturing and industrial level. From South Korea comes big companies with high level 

of technology such as Samsung, Hyundai and Kia and many other companies in the industrial, 

medical and construction fields. 

 

 E) Level of import and export 

South Korea is the 5th largest export economy in the world. In 2016, South Korea exported 

$515B and imported $398B, resulting in a positive trade balance of $117B. In 2016 the GDP of 

South Korea was $1.41T and its GDP per capita was $36.5k.(Atalas_media/mit.org)  

  

F) Level of income 

Income inequality and corruption have been shown to be positively correlated (Gyimah‐

Brempong 2002; Glaeser and Saks 2006), 
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 Here we will look at the level of the income inequality through “The Gini coefficient is a 

number between 0 and 1, where 0 corresponds with perfect equality (where everyone has the 

same income) and 1 corresponds with perfect inequality (where one person has all the income—

and everyone else has zero income). Income distribution can vary greatly from wealth 

distribution in a country (see List of countries by distribution of wealth). Income from black 

market economic activity is not included and is the subject of current economic research and this 

should give us a good idea about the level of corruption also as the Gini coefficient gets higher it 

indicates in one way or another to the level of corruption as well as the level of corruption 

opportunity. 

 In the case of South Korea, the available numbers for the GINI coefficient was at the early 

2000s and it was 0.331and at the late 2000s it grew up to0.344 that means it grew up by 0.013 in 

10 years 

We will take that into consideration when we compare 

The level of the inequality in the two countries (Wikipedia .org/income inequality) 

  

G) Income coming from citizens and company doing business outside the country and sending 

back income to the country. as South Korea is a developed country with huge technological 

advantage its companies as well as its high skilled labour is expanded and in huge demand all 

over the world specially in countries that have huge natural resources but lacs the expertise such 

as the Gulf countries and also the large expansion of the to the South Korean auto-mobile 

industry and its late expansion in Europe and North America although the factories may for 

example be in Oklahoma USA but the mother company is in South Korea. Giving these reasons 

we must take into consideration that income coming from abroad when we study the income and 

the level of corruption that take place in South Korea. 

 

South Korean Corruption 

 In the case of South Korea Corruption presents moderate risks for businesses operating or 

planning to invest in South Korea. The Criminal Code criminalizes the main forms of corruption, 

and the South Korea ranks in the 20th place with a category of flawed democracy “we have to take into 

consideration that South Korea is the first place in that category, and it is too close to be at the full 
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democracy category”. The relationship between democracy and corruption is mixed as some evidence 

show.as we explained early in the German part of the study. 

includes a Code of Conduct for public-sector employees and regulates conflicts of interest and 

asset disclosure. The South Korea ranks in the 20th place with a category of flawed democracy “we 

have to take into consideration that South Korea is the first place in that category, and it is too close to be 

at the full democracy category”. The relationship between democracy and corruption is mixed as some 

evidence show.as we explained early in the German part of the study. 

eliminates a requirement to provide direct evidence between a monetary reward and a favor to 

secure a corruption conviction and holds companies liable for their employees’ corrupt 

misconduct. Anti-corruption legislation is increasingly enforced in South Korea. South Korea 

ranks in the 20th place with a category of flawed democracy “we have to take into consideration that 

South Korea is the first place in that category, and it is too close to be at the full democracy category”. 

The relationship between democracy and corruption is mixed as some evidence show.as we explained 

early in the German part of the study. 

echelons of the conglomerate Samsung as well. 

(Business- anti-corruption) 

 

(Trading economics.com) 

Samsung case of corruption 

“SEOUL--South Korean prosecutors sought an arrest warrant Monday for Lee Jae-yong, the heir 

to the Samsung conglomerate, ensnaring the leader of the world's largest smartphone maker in 

the country's widening corruption scandal. 

Mr. Lee's arrest warrant, accusing him of bribery, embezzlement and perjury, must be approved 

by a South Korean court, which is scheduled to convene on Wednesday. An arrest warrant 
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allows the specially appointed prosecutors to continue their investigation while Mr. Lee is 

detained. Formal charges and an indictment would follow”. 

➢ Lee Jae-yong was convicted of bribery in a scandal that also was one of the reasons to 

seek   impeachment of South Korea's former president.(www.bbc.com/news) 

Note, During the search for cases against South Korean corporations, I found more cases against 

companies such as Hyundai ,and Kia as automakers but it would be too much to discussed and 

might be outside the main subject of the thesis nevertheless they support the conclusion that I 

reached at the end. 

Comparison between Germany and South Korea: 

After examining all the sources available to us we can say that indeed Germany has less 

corruption domestically than South Korea and doing business in Germany is less risky from the 

corruption part also doing business is as clear as it could be for all who wants to do business 

within Germany ,But the real question is that German corporations who contribute significantly 

to the German economy are as bad as their counterpart in the south Korean and maybe worse in 

their contribution to the community of corruption on the world but the only difference is that 

they do that outside Germany as the German anti-corruption framework is a strong and well-

constructed framework. In the South Korean case, as it appears that the laws and the society are 

more accepting to corruption, we see that the corporate are more willing to be involved in 

corruption activities inside as well as outside the country. 

 By examining the GINI coefficient and comparing the two countries we see that the GINI 

coefficient for both countries is increasing which means that the gap between the rich and the 

poor in both countries is increasing but it is almost 2.5 times higher rate in South Korea than it is 

in Germany. Although Germany is higher than in South Korea the rate of increase in the last 

decade is a lot higher in South Korea. As we explained previously having a larger gap or 

increasingly enlarged gap between the rich and the poor that will defiantly increase the apatite 

and the opportunity for corruption. 

 Also, sometimes the culture of the population will be a good reason for increase or decrease the 

corruption in a nation as some cultures will be willing to accept corruption as a part of doing 

business and it may be add on to the cost of a contract or a project while another nation will be 

less willing and would have its people themselves rejecting this kind of behavior on their own 

more than waiting for new laws to fight corruption . 
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6.4 APPLYING THE EMPERICAL RESULTS ON GERMANY AND S.KOREA 

Here we will check our results from the regressions into Germany and South Korea and see how 

much the true values for the variables will different to the results from the regression equations’ 

values. 

A. On the first questions’ regression equation 

𝐺𝐷𝑃𝑔𝑟𝑜𝑤𝑡ℎ = 2.96 + 0.042𝐼𝑛𝑣𝑒𝑠𝑡𝑚𝑒𝑛𝑡 − 0.57𝑝𝑜𝑝𝑢𝑙𝑎𝑡𝑖𝑜𝑛 𝑔𝑟𝑜𝑤𝑡ℎ

− 0.00014𝐺𝐷𝑃𝑝𝑒𝑟 𝑐𝑎𝑝𝑖𝑡𝑎1975 + 0.77𝑐𝑜𝑟𝑟𝑢𝑝𝑡𝑖𝑜𝑛 𝑐𝑜𝑛𝑡𝑟𝑜𝑙 𝑖𝑛𝑑𝑒𝑥

− 1.02 𝐸𝑡ℎ𝑛𝑖𝑐 𝑓𝑟𝑎𝑐𝑡𝑖𝑜𝑛𝑎𝑙𝑖𝑧𝑎𝑡𝑖𝑜𝑛 

  TABLE 3A)  

 Germany South Korea 

True GDP per capita growth 

1975 to 2009 

1.73 5.38 

Predicted GDP per capita 

growth from analysis 

2.377 3.824 

 

 

From the above table, we can see that GDP per capita growth for Germany was lower than it was 

predicted by the analysis that could be due to lots of factors other than corruption. One of the 

factors, for example, could be the reunion between the two parts of Germany in 1989 for   

 while in the South Korean case GDP per capita growth was higher than it was predicted this will 

give us another side the corruption issue that we discussed earlier, that focus on when the 

economy is large enough comparing to the corruption factor that will lead to a diminishing effect 

of corruption on the economic growth. 
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B. On the 2nd  questions ’regression equation 

𝑐𝑜𝑟𝑟𝑢𝑝𝑡𝑖𝑜𝑛 𝑐𝑜𝑛𝑡𝑟𝑜𝑙 = 1.51 + 7.8 ∗ 10−5(𝐺𝐷𝑃1975) − 0.18(𝑝𝑜𝑝𝑢𝑙𝑎𝑡𝑖𝑜𝑛 𝑔𝑟𝑜𝑤𝑡ℎ) +

0.02(𝑙𝑖𝑓𝑒 𝑒𝑥𝑝𝑒𝑐𝑡𝑎𝑛𝑐𝑦1975)  

 

 

TABLE 3B) 

 

 

Germany South Korea 

True corruption control 

Index 2009 

1.7 0.52 

Predicted Corruption 

control index 2009 

4.48 3.067 

 

As we see from the above table for both countries the predicted corruption control index 

is higher than the true corruption control index we can see it because of the life 

expectancy variable is relatively higher in both countries comparing to the majority of 

countries  add to that the low population growth for both countries  less than one meaning 

that the population is declining  that boosted the predicted numbers for both countries 

more than its’ actual true number. 

7.FINAL THOUGHT 

Unless fighting corruption is a global effort by all countries, the war against economic corruption 

will be long, costly and less effective. Countries that fortunate enough to have technological 

advancement and have big banks and corporations that doing business all over the world should 

keep an eye on their companies outside the country as well as inside the country. Governments 

should not have a blind eye on their corporate as long as they doing business outside their 

territory, enjoying the positive effect of corruption going into their economies, because in the 

long run that would enlarge the disparity in the world between people causing frictions and wars 
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to be started causing movement of lots of people outside of their own land and that at the end 

will slow down the growing economies. 

7.1 EXPERIMENT 
From the three methods, the problem of the relationship between corruption and economic 

growth been investigated. A conclusion has been reached about how significant the factor of 

increasing corruption control to increase the overall economic growth especially in countries 

with law economic growth. To stress on that, an experiment is done to show this importance and 

that if everything stayed constant but, only using the corruption control from Germany in the 

equation but for other countries that suffer a low or negative value for corruption control. The 

experiment has been applied to Brazil and Nigeria with law growth and Egypt and China with 

relatively high economic growth. The next table will show how much difference only if the level 

of corruption control in these countries would be the same as in Germany Which is 1.7 and here 

how it has been done. 

Let 

• True GDP per capita growth= GDPp 

• Predicted GDP per capita growth when using Germany corruption control index=GDPp 

• The percentage change   %𝐶ℎ𝑎𝑛𝑔𝑒 =[GDPp- GDPt)/ GDPt]% 

TABLE 3C) 

 True corruption 

control index 

       GDPt GDPp 

 

𝐶ℎ𝑎𝑛𝑔𝑒% 

 

Brazil -0.07 

 

         1.3             2.844 

 

     176.12% 

 

Nigeria -1.07 

 

         0.42             2.005 

 

     377.43% 

 

Egypt -0.41 

 

        4.0 

 

            3.51     -12.29% 

China -0.53 

 

       7.86 

 

         

            4.89     -38.06% 
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Now we can see clearly the importance of having a high level of corruption control to approach a 

high level of economic growth in the economies that suffer low economic growth while the 

increase of corruption control variable will affect negatively in the economies that enjoy 

relatively high growth. We must stress on the fact, that having unnecessary laws to increase the 

level of corruption control might affect negatively on the economic growth. That is according to 

some of the researches we presented in the literature review part and according to the experiment 

that been conducted. 

 

8. CONCLUSION  
By looking into literature review, empirical results, case study and the experimental test done 

last, we can say that the best approach in the authors’ opinion is to increase the level of 

corruption control gradually to avoid economic shocks that might occur due to the quick  

increase. Governments must accept that reaching a higher level of economic growth will take 

time. The economic chocks resulting from increasing the level of corruption control or the rule of 

law too quickly  might as well affect negatively on its’ targeted economic growth. By increasing 

the levels of the variables that might affect positively on the corruption control such as education 

level and decreasing other variables that increase corruption  such as income inequality, that will 

increase the corruption control level indirectly but effectively instead of increasing the rule of 

law variable too fast. That might i.e., turn off investors from doing or increasing their work in the 

country by being uncertain about what is the fines or penalties that they might have to pay for a 

small petty corruption crime.    
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APPENDIX 1 
Defining corruption & way that used for corruption activities 

It became noticeable in the recent decade that corruption has a negative effect on the economic 

growth and that effect is very much so in the developing economies more than the already 

developed countries. By using regression analysis, we find that corruption will play a negative 

role in the growth of the economy in different ways: 

1) Misuse of government resources: such as that government will overspend on the infrastructure 

projects because of the corrupt officials. 

2) Foreign investments tend to go where the economy is clearer and less corrupt 

3) Local investments tend to go outside of the country giving the pressure been from corrupt 

officials. although some governments will put some tough measures to stop local investment 

from going outside the countries but always these investments will find a way to go outside the 

country. Yet the same corrupt officials who gain from their post in their own countries will have 

the money they gained escape outside their own countries to clearer open but easy to do business 

in, economies such as UAE or Switzerland as examples. Although these countries will have laws 

about corrupt money or money laundering. 

It is also worth noting that many of these developing countries will have to borrow a huge 

amount of money to pay for these projects or at least will have it as grants that come with strings 

attached of a political or geographical well of the country. That means that corruption would 

have an effect not only on the current generation but for generations to come. 

It is worth noticing the main sources of corruption, yet it is hard to measure exactly the 

percentage of each element's contribution to the total percentage of corruption on the growth of 

the economy. 

First, we will start to separate them into three groups. 

A) Military group of corruption 

  1) purchasing equipment and arms (factories of arms equipment sometimes have to pay 

bribes in order to have a contract from a defense department in a certain country, usually 

those contracts are for a big amount of money and it is a sizable percentage of that country 

G.D.P. 
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2) The amount of extra salary that a group of officers will have, comparing to the rest of 

the arm forces and how is that may cause friction between the different. 

departments and that sometimes is a cause of the military. 

Coups in the developing countries causing continuous instabilities that affect negatively on 

the country's economic growth. 

3) The military involvement in the country's economy and playing a role such as an 

Investor or a land developer and having favorable contracts from the government cutting 

the way for the market competition and excluding the Market Mechanism.  

 

B) The civil government 

 This will be also in different groups. 

1) Police Department. 

How the police will ask for bribes in order to turn their eye of a crime or a violation. 

2)Court system how that a judge or the people in the court would accept bribes or may also 

change or twist the laws in order to be in favor of someone either with money or power. 

that in return will negatively affect the certainty of the investment in the country making 

local investment go abroad or stopping foreign investment from coming to the country. 

3) Construction Project, how government official will accept bribes or even have their own 

companies winning contracts with bad deals to the general public having the government 

loses too much from its spending on projects either worthless or worth a lot less than what 

it paid for them. 

4) licensing and permits, the government's officials may accept bribes in order to issue a 

license or a permit such as a building permit or a safety permit. Having an unsafe building 

or unsafe equipment may cause the society a lot more than the bribes that officially 

accepted and, this would affect negatively in the country's economic growth. 

C) The corruption among the people themselves 

 In this case, people would accept corruption as a given way of life so it will be acceptable 

to give or take bribes without any moral conscious such as: 

1) Teachers will give private tottering to students for money. after a while, we see schools 

are empty and all students are taking private classes so the government will pay to have 
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schools and will pay the teacher a salary but there is no benefit for that on the society and 

have a huge burden on the economy as a useless cost. 

2)The people will accept being served bad or outdated food which will affect their health 

and in return will cost the government extra money to solve the health issue that resulted 

from that bad food or drink. 

 
 
 


