The mechanism of the effects of
corruption on long-run growth: an

international evidence and
building on the case of Thailand
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an international evidence



Corruption data

®* Two widely used datasets

— Transparency international: Corruption Perception Index (CPI)

available from 1995 (41 countries) to 2012 (>140)

— International Country Risk Guide (ICRG): data from 1984 (103
countries) — 2012 (140). Composite index of 3 issues: Corruption,

Bureaucracy quality and Law and Order

— Correlation(CPLICRG) = 0.904



Empirical growth regression

Corruption data available between 1984 - 2012 (for ICRG) and
1995-2012 (for CPI)

Latest growth data from pwt8 is year 2010

Cross-country data from 1984-2010 (26 years) are separated
into 2 sub-periods of 13 years: 1984-1997 (116 countries) and
1997-2010 (132 countries)
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The first growth regression: variables

Log Initial GDP per capita (1984 for observations in sub-periodl and
1997 for observation in sub-period2) from pwt8

Average population growth
Average i/y from pwt8

Initial education (1984 or 1997) using average years of education of
m/f aged>25 from Barro and Lee (2011)

Initial Corruption: First 3 year average of corruption index of the
sub-period (to limit endogeneity problem)

Dummy variable for sub-period

Dummy variable for Latin America, Africa and East Asia
Dummy variable for country’s income status

Coup attempts data from Powell and Thyne (2011)
Phone line per cap from world development indicator

For 2SLS regression, initial corruption and ethnoliguistic
fractionalization are used as instruments for corruption.



The first regression result

Dependent variable: Growth

Pool High Income Med and Low

Income

Corruption -0.37** -0.40* -0.53**
(-2.46) (-1.81) (-2.56)
Investment 6.75* 9.28 1.38
(1.94) (1.58) (0.27)
Pop_growth 0.31 0.50 0.09
(0.95) (1.36) (0.18)

Log initial GDPC -2.46%** -4.19%** -2.20%%*
(-5.55) (-5.29) (-4.10)
Education 1.05* 0.42 1.36
(1.87) (0.54) (1.44)

Constant 22.18*** 40.1%** 20.28%**
(4.80) (5.16) (3.69)
R-Squared 0.35 0.48 0.36

Obs 192 74 118




I o (v ' A a
G])'EN‘V]”NNaﬂigﬂﬂﬂl@\‘]ﬂ@ﬁiﬂﬂ)’l&@]@ﬂ”l'ilﬁ]ﬁigl@]‘ﬂi@]

nnsasunanas (Mauro, 1995)

AnLENI LA AN INURTAIAS 1IN 1Y
v 1 QI/ =

45719A211 AN TLI e

Reallocation of talents (rent seeking activities)

=
A



Yaan19(Transmission channels) NN

* NITAINU
* ANNNUAINNNITLNDY

v d”
o Tﬂ?qquwugmmmﬁmz



NanIsN

NATIN = NANI9A9Y (MTaEuTeaIN1eau )
HUANNAANHIUNITAIN Y
+NANNAANNIUAMNIUAINNNNTINEY

+eanedaniuFuinlasaienugu



als

* “PnuANUNGIEINNIINTFUTEINT TuwsasUldunuaiuly

ANl (Powell and Thyne, 2011)

o fuvsumudinalasasaiugiu dvareussnn Wy paved road,
railway line, electrical generation capacity, telephone line per
capita. 6?;\‘1LLG]'azéT’JLLUﬁﬁﬂ?ﬂNﬁNgﬁﬁ%@ﬂ%@ﬂﬂﬁhjLVllﬂﬁJu LL#
correlate iU lag correlate AUNTLASEULAULS (Canning, 1998)

* NuAnwilY “druuanslnsfsisioussving” 910 WD
sUIAlan kUUSINALATIES 19N UgU



Corruption , PO“t'_C?I Growth
instability

Public
infrastructure




Total effects of corruption on growth

Dependent variable: Growth

G1 G2 G3 G4
Corruption -0.37** -0.33** -0.19 -0.17
(-2.46) (-2.10) (-1.26) (-1.09)
Coup attempt -0.31 -0.23
(-1.03) (-0.72)
Log_phone per cap 1.01** 0.97**
(2.47) (2.33)
Investment 6.75* 6.53* 5.53 5.41
(1.94) (1.87) (1.56) (1.52)
Pop_growth 0.31 0.30 0.42 0.41
(0.95) (0.94) (1.29) (1.27)
Log initial GDPC -2.46*** -2.44%%* -2.94%** -2.90%**
(-5.55) (-5.52) (5.49) (-5.36)
Education 1.05* 1.05* 0.88 0.88
(1.87) (1.86) (1.63) (1.63)
Constant 22.18*** 21.99%** 14.48%** -14.63%**
(4.80) (4.76) (3.26) (3.33)
R-Squared 0.35 0.36 0.38 0.38
Obs 192 192 190 190
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Investment channel: corruption on investment

Dependent variable: Investment

Invl Inv2
Corruption -0.0056 -0.0060*
(-1.54) (-1.68)
Log initial GDPC 0.02* 0.02*
(2.00) (1.74)
Polity score -0.002* -0.0006
(-1.94) (-0.59)
Openess 0.022** 0.03%**
(2.34) (3.66)
Average region 0.011**
corruption (2.10)
Government -0.18**
consumption (-2.18)
Constant 0.11 0.14
(1.33) (1.52)
R-Squared 0.42 0.46

Obs 200 200
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Political instability channel

Dependent variable: Coup attempt

Pool Low and Medium
Income
Corruption 0.15%** 0.20%**
(2.83) (2.93)
Military expediture -0.02 -0.034
(-1.01) (-0.49)
Polity score 0.011 0.013
(0.79) (0.66)
Constant -0.15 -0.56
(-0.69) (-1.33)
R-Squared 0.24 0.22

Obs 205 138
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Infrastructure channel

Dependent variable: log (phone line per capita)

Pool High Income Low and Medium
Income
Corruption -0.19%** -0.16%** -0.21%**
(-6.42) (-4.10) (-5.38)
Log initial GDPC 0.38%*** 0.10 0.45%**
(4.23) (0.67) (4.16)
Pop_Growth -0.165%** -0.10* -0.12*
(-3.96) (-1.98) (-1.87)
Log population -0.06** -0.005 -0.09**
(-2.30) (-0.20) (-2.38)
% of Urban 0.01%** 0.006** 0.013***
population (3.36) (2.46) (3.27)
Government 0.212 -1.77* 0.81
consumption (0.42) (-1.69) (1.75)
Investment 0.46 -0.65 -0.36
(0.74) (-1.09) (-0.48)
Constant 8.53%** 12.12%** 7.46%**
(9.83) (7.76) (7.41)
R-Squared 0.92 0.70 0.89
Obs 205 74 131
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-0.03246

Investment
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-0.03246

Investment

Corruption Political Growth

instability

Public
infrastructure

Other channels = -0.17

HH Total effects = -0.42126




Transmission channels

Channel Magnitude Percent of total effect of
corruption on growth
Investment -0.03246 7.71%
Political instability -0.0345 8.19%
Public Infrastructure -0.1843 43.75%
Other channels -0.17 40.36%

Total -0.42126
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