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This study aims to investigate the relationship between corruption and growth in the context of the 
Arab world. By controlling the different variables that affect growth, the study tries to focus on how 
corruption could have affected growth and in which way. The literature leans towards corruption having 
a negative impact on growth and development, however such view is not pervasive as there are some 
arguments emphasizing that there might be positive implications for corruption. Moreover, there are 
some other variables including type of political regime, degree of development, poverty levels, etc that 
shape the relationship between corruption and growth. The interaction between those variables and 
corruption produces different impacts on growth. Qualitative analysis shows that among Arab 
countries there is certainly a negative relationship between the gross domestic product (GDP) per 
capita and high level of corruption. However, there is no exact relationship between the type of political 
regime and corruption. Additionally, the study estimated a panel data random effects model to evaluate 
the impact of corruption on economic growth in 15 Arab countries during the period (1998 to 2009). The 
study results support the negative direct impact of corruption on growth in this sample of Arab 
countries, which confirms “sanding the wheels” hypothesis, yet this impact highly depends on other 
variables, and namely the governance structure. A good governance structure shows that corruption 
has a determinal impact on growth. When the governance structure is very poor the impact of 
corruption on growth tends to be lower or most probably positive, that goes along with “greasing the 
wheels” hypothesis. Thus, it is necessary to improve the governance quality in Arab countries hand in 
hand with controlling corruption, in order to achieve better growth performance. 
 
Key words: Corruption, economic growth, democracy, governance, Arab countries. 

 
 
INTRODUCTION  
 
The relationship between growth and corruption has 
attracted the attention of economists trying to understand 
how corruption affects growth. The channels through 
which corruption affects growth, the nature of the  effect, 

and its significance remain questions that still did not find 
a concrete answer whether from a theoretical or from an 
empirical point of view. Recent studies show a significant 
negative effect of corruption on growth, yet this result still
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cannot be generalized. Arab countries have attracted the 
attention of scholars due to the rising Arab spring effect. 
The nexus between the Arab Spring, corruption, and the 
growth models adopted in Arab countries has created 
increased interest in trying to understand the relationship 
between corruption and growth in the Arab countries. 
Crony capitalism, nepotism, and favoritism have been 
evident features of the Arab countries that experienced 
the Arab Spring phenomenon. Yet, growth performance 
differs sharply in Arab countries whether those that have 
experienced an Arab Spring effect or not. Even among 
those that have experienced the Arab Spring, the growth 
model adopted has not been identical and the extent of 
corruption was different.  

This study aims at investigating the relationship 
between corruption and growth in the context of the Arab 
world. By controlling for the different variables that affect 
growth, the study tries to focus on whether corruption 
affects growth and the direction of this effect. Do the Arab 
countries specificities of oil abundance and/or dictatorship 
regimes provide additional insights on the relationship 
between corruption and growth?  
 
 
LITERATURE REVIEW 
 
Corruption usually leads to inefficient economic 
outcomes. It reduces domestic and foreign investments, 
creates rent seeking activities and distorts sectoral policy 
choices by creating incentives to contract large public 
projects rather than smaller projects that might be of 
greater relevance to the economy (Gray et al., 1998). 
Corruption generates also economic distortions in the 
public sector by diverting public investment away from 
efficient usage, as education, into inefficient capital 
projects where bribes and kickbacks are flourishing. 
Officials may increase the technical complexity of public 
sector projects to conceal such dealings, thus further 
distorting investment (Kaufmann and Mauro, 1996) . In 
other words, there are several channels through which 
corruption can negatively affect growth. 

Empirical evidence has been leaning towards the 
conclusion of emphasizing the negative significant impact 
of corruption on growth. However, the evidence has not 
been pervasive, where channels of effect differed as well 
as the significance of effect. Moreover, some studies 
showed that the relationship has not always been 
negative. From the first camp, showing the negative 
impact of corruption on growth, Meon and Sekkat (2005) 
found through empirical analysis that corruption has a 
negative effect on growth, independent of its impact on 
investment, which has also been negative. 
Corruption leads to misallocation of resources mainly 
through rent seeking activities , as well as less human 
and capital productivity via lower compliance with 
construction, environmental, or other regulations; 
reduction of the quality of governmental  services  and  
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infrastructure; and increases in the budgetary pressures 
on government. These distortions deter investment and 
reduce economic growth. Other studies have shown that 
good governance (including fighting of corruption) affects 
significantly economic growth and development. For 
example, Mauro’s (1997) indicates that ―a one standard 
deviation improvement in bureaucratic inefficiency is 
significantly associated with an increase in the average 
investment rate by 4.3 percent of GDP‖ and ―with a 1.3% 
point increase in the annual growth rate of GDP per 
capita.‖ 

Mauro's (1997) analysis of 94 countries suggests that a 
reduction in corruption of 2.38 points on his 10-point 
scale would increase a country’s annual investment by 4 
percent of gross domestic product (GDP), and would 
increase annual growth of GDP per capita by 0.5 percent. 
However, political stability as identified in Mauro (1995) 
might have a more significant impact on growth when 
compared to bureaucratic inefficiency. Similarly, Keefer 
and Knack (1995) indicate that improving the quality of 
public institutions in developing countries to levels that 
are more similar to those in developed countries reduces 
the gap in income per capita between the two. And, Wei 
(1999) has also shown that an increase in (bureaucratic) 
corruption from a level akin to Singapore’s to one more 
similar to that of Mexico’s is ―equivalent to a thirty two 
percentage point increase in the tax rate‖ on multinational 
firms‖ and ―a one percent increase in a host country’s tax 
rate on multinationals is associated with a five percent 
reduction in that country’s inward foreign direct investment 
(Asian Development Bank, 1999).‖   

The World Bank’s The State in a Changing World, 
World Development Report 1997 further refines this 
relationship between corruption and investment by 
distinguishing between the level of corruption and the 
predictability of payments and outcomes. It suggests that 
investment drops off most in countries where corruption 
levels are high but the predictability of payments and 
outcomes is nonetheless low. Thus, a large portion of 
empirical literature has shown that corruption diverts the 
public investments allocation from efficient delivery of 
services that the poor are in need of to lucrative mega 
large projects as construction and infrastructure projects 
where the room for corruption increases (USAID, 2005).   
Combating corruption and its impact on economic 
development and growth should not be underestimated. 
As cited in Kaufmann (2005) improving governance in a 
country can result in tripling the income per capita. 

Corruption also affects income distribution, where as 
argued by Kaufmann (2006) and UNDP (2004) corruption 
acts as a regressive tax on household sector where lower 
income families and individuals pay a disproportionate 
share of their incomes in bribes to access public services. 
This in itself worsens income distribution. Yet, the 
problem is embedded in the fact that in many cases and 
especially in developing countries governments 
intentionally get larger  in size in order to account for the  
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large public services they envisage to count for the 
inequalities in income distribution they often face. Hence, 
larger governments by default are more prone for 
corruption. This puts policy makers in a tradeoff between 
larger governments with the good intention to target the 
poor and count for income distribution, yet in reality they 
are more vulnerable to more corruption, and smaller 
governments which cannot handle large public services 
programs and are less prone to corruption (Alsenia and 
Angeletos, 2005). 

The other group of studies which proved that corruption 
can have a positive impact on growth in an environment 
that is characterized by pervasive and cumbersome over 
regulation and red tape (weak governance), view that 
bureaucratic corruption (as a second best solution can 
actually lessen the burden of excessive regulation and 
hence have positive implications on growth (Bardhan, 
1997). In other words, in a framework of imperfect 
competition where several market failures prevail due to 
weak governance measures, corruption can induce a 
positive change by distorting the distorted market, hence 
bringing allocative and dynamic efficiencies (Mironov, 
2005). This argument has been severely criticized in the 
literature arguing that it does not have theoretical 
foundations  (Syef, 2001) and that "greasing the wheels" 
by "speed money" is a wrong argument as it enhances 
the discretion of corrupt politicians and senior government 
officials (Kaufmann, 1997).  

Some studies have focused on the relationship between 
corruption and level of development (as proxied by GDP 
per capita). Such studies found that there is a negative 
relationship between the proliferation of corruption and 
GDP per capita. In other words, poor societies suffer 
relatively more from high corruption levels. However, the 
direction of causality is not clear where whether 
corruption reduces level of development or vice versa 
has not been clearly identified (Lambsdorff, 2005). 
Moreover, the correlation is not always significant where 
some developing countries as Botswana and Chile have 
less bribes than most of the industrialized countries (Gray 
and Kaufmann, 1998).  

Few studies have tackled the issue of the nature of the 
political regime (democracy versus autocracy) and its 
relationship with corruption. The conventional wisdom 
has articulated that corruption is less in democratic 
regimes where checks and balances are more prevalent, 
yet there is no conclusive relationship between the two 
variables on empirical basis (Ehrlich and Lui, 1999), 
although there exist some studies that have applied 
econometric analysis on large data sets and reached the 
conclusion that democracy tends to control corruption 
(Drury et al., 2006). As pointed out by Lambsdorff (2005), 
intermediate, or pre mature, and lukewarm types of 
democratic regimes do not necessarily reduce corruption, 
and the positive impact of democracy on reducing 
corruption only appears in the long run.  

In other words, the literature leans towards  corruption 

 
 
 
 
having a negative impact on growth and development, 
however such view is not pervasive as there are some 
arguments emphasizing that there might be positive 
implications for corruption. Besides, there are some other 
variables including type of political regime, degree of 
development, poverty levels, etc that shape the 
relationship between corruption and growth. The 
interaction between those variables and corruption 
produce different impacts on growth. 

 
 

Corruption and growth in the Arab world 
 

Corruption has been believed to be pervasive in the Arab 
world. According to some estimates the costs of 
corruption had reached $ 1 trillion over the period 1950 to 
2000 (Arab Anti-Corruption Organization, AACO, 2012). 
The nature of state business relationships in this part of 
the world has been based on personalized rather than an 
institutional setup, where patronage and nepotism 
dominate such setup (Malik and Awadallah, 2011). 
Several factors have contributed to the proliferation of 
corruption, including the lack of democracy, being an 
important element of accountability; nature of governing 
regimes (autocracy and monarchies); time horizon of 
remaining in power; weak parliaments; proliferation of 
poverty in a number of Arab countries; and lack of rule of 
law (Salem, 2006). The Arab countries have been ranked 
low in governance indicators, which in fact have 
deteriorated over time (Table 1). As a result, a number of 
Arab countries ranked weak in the different corruption 
indices, again with a general trend of deterioration over 
time (Table 2).  

Yet, as literature review indicated, the empirical 
evidence has not been conclusive on the relationship 
between type of governing regime and corruption, 
although there has been some kind of agreement that 
democracy reduces corruption. Arab countries, till the 
Arab Spring, have been considered among the least 
democratic countries in the world. However, the rentier 
state developmental model and/or availability of windfall 
gains arising from foreign aid or other sources (for 
example, workers’ remittances) have enabled some of 
the Arab countries to achieve high rates of growth in 
many cases. Figures 1 and 2 show the relationship 
between the level of corruption and GDP per capita on 
one hand and the level of corruption and type of political 
regime on the other.  

Figure 1 shows that among Arab countries there is 
certainly a negative relationship between the GDP per 
capita and high level of corruption. However, figure 2 
shows that there is no exact relationship between the 
type of political regime and corruption, as countries that 
highly score on democracy suffer from high degree of 
corruption compared with countries that score low on 
democracy but low on corruption. For example, Gulf 
countries   are   perceived  to  be  more  autocratic  
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Table 1. World bank governance indicators* in Arab countries and some developed countries in 2005 and 2010. 
 

Variable Voice and Accountability  Political Stability  Government Effectiveness  Regulatory Quality  Rule of Law  Control of Corruption 

 2005 2010  2005 2010  2005 2010  2005 2010  2005 2010  2005 2010 

Algeria -0.74 -1.01  -0.99 -1.25  -0.42 -0.56  -0.43 -1.15  -0.71 -0.76  -0.42 -0.48 

Bahrain -0.77 -0.85  -0.07 -0.34  0.19 0.49  0.36 0.38  1.14 1.16  0.80 0.37 

Djibouti -1.05 -1.14  -0.65 0.30  1.25 1.52  1.35 1.37  1.18 1.23  1.27 1.33 

Egypt -0.96 -1.20  0.84 1.01  -1.17 -1.12  -1.29 -1.05  -1.45 -1.24  -1.33 -1.33 

Iraq -1.37 -1.05  -0.24 0.02  1.52 1.52  1.10 1.37  1.67 1.42  1.27 1.33 

Jordan -0.50 -0.83  -0.79 -0.63  0.42 0.49  0.56 0.63  0.67 0.98  0.76 1.33 

Kuwait -0.47 -0.50  0.19 0.43  -0.07 -0.21  0.45 0.18  -0.58 -0.58  -0.42 -0.44 

Lebanon -0.32 -0.33  -1.16 -0.96  -0.11 -0.15  -0.90 -0.25  -0.36 -0.47  -0.64 -0.67 

Libya -1.88 -1.91  -0.48 -0.23  1.25 1.23  -1.31 -1.03  0.88 1.42  1.27 1.13 

Morocco -0.74 -0.77  0.76 0.48  1.77 1.82  0.94 0.98  1.71 1.77  1.93 2.06 

Oman -0.88 -1.05  -1.01 -1.53  1.72 1.89  -0.18 0.04  1.86 1.80  1.95 1.64 

Qatar -0.38 -0.97  0.07 0.48  -0.65 -0.84  -0.61 -0.62  -0.75 -0.88  -0.99 -1.17 

Saudi Arabia -1.33 -1.77  -1.36 -0.46  1.18 0.98  -1.55 -1.06  1.33 0.68  1.33 1.35 

Syria -1.54 -1.72  -0.50 -0.38  -1.16 -0.55  -1.45 -1.15  0.67 0.45  0.46 0.25 

Tunisia -1.01 -1.34  0.03 0.10  0.36 0.59  1.59 1.52  -0.96 -0.77  -1.42 -0.99 

United Arab Emirates -0.76 -0.89  -0.61 -1.00  -0.89 -0.84  1.03 0.97  1.28 1.04  1.30 1.43 

Yemen -1.06 -1.28  0.00 0.24  1.26 1.41  1.64 1.69  -1.08 -1.05  -0.88 -0.82 

Denmark 1.76 1.58  1.06 1.01  2.11 2.17  1.67 1.90  1.95 1.88  2.30 2.37 

Finland 1.70 1.54  1.58 1.38  2.18 2.24  -0.77 -0.72  -0.91 -0.71  2.36 2.15 
 

* It reports aggregate and individual governance indicators for 213 economies over the period 1996 to 2010, for six dimensions of governance, estimate of each governance 
dimension ranges from approximately -2.5 (weak) to 2.5 (strong) governance performance. Source: World Bank (2011), The Worldwide Governance Indicators (WGI) (1996 to 
2010), Webpage: http://info.worldbank.org/governance/wgi/index.asp 

 

 
 
(monarchies) which should according to signals 
provided by the literature suffer from higher levels 
of corruption, but this was not indicated by the 
data as shown in the figure. However, countries 
which are relatively more democratic (for example, 
Egypt and Lebanon) seem to suffer from higher 
degree of corruption. In other words, the case of 
Arab countries based on Figure 2 shows that that 
there is a negative relationship between democracy 
and corruption. 

Hence, there seem to be a number of variables 
that interact, and that are difficult to control, when 

trying to focus on the relationship between 
corruption and growth in Arab countries. The oil 
domination of the economies of many Arab 
countries (whether rich as Gulf countries, Iraq and 
Libya or poor as Sudan and Yemen) seems to 
complicate matters. Moreover, there are some 
other aspects that can increase the tendency of 
corruption in general as large public investment, 
provision of public goods below market prices, 
and discretionary decisions in allocating 
entitlements (for example, land) (Tanzi, 2006). 
Unfortunately, Arab countries  suffer  from  the 

prevalence of such aspects whether due to the 
relative richness of the countries (as in the case of 
Gulf countries) or due to the proliferation of 
poverty in others (as in the case of Egypt, Sudan 
and Yemen).  

Hence, in the case of Arab countries it will be 
extremely naive to test the relationship between 
growth and corruption, while not pinpointing two 
crucial factors that are not necessarily captured by 
data, namely weak institutions and oil domination. 
The study tries in the following section, to the 
extent available, to control the  factor  of  weak  
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Table 2. Corruption perception index* in some Arab and developed countries during the period of 2008 to 2011. 
 

Country 

2008  2009  2010  2011 

Rank 
(180) 

Score  
Rank 
(180) 

Score  
Rank 
(178) 

Score  
Rank 
(182) 

Score 

Algeria 92 3.2  111 2.8  105 2.9  112 2.9 

Bahrain 43 5.4  46 5.1  48 4.9  46 5.1 

Djibouti 102 3.0  111 2.8  91 3.2  100 3 

Egypt 115 2.8  111 2.8  98 3.1  112 2.9 

Iraq 178 1.3  176 1.5  175 1.5  175 1.8 

Jordan 47 5.1  49 5  50 4.7  56 4.5 

Kuwait 65 4.3  66 4.1  54 4.5  54 4.6 

Lebanon 102 3.0  130 2.5  127 2.5  134 2.5 

Libya 126 2.6  130 2.5  146 2.2  168 2 

Morocco 80 3.5  89 3.3  85 3.4  80 3.4 

Oman 41 5.5  39 5.5  41 5.3  50 4.8 

Qatar 28 6.5  22 7  19 7.7  22 7.2 

Saudi Arabia 80 3.5  63 4.3  50 4.7  57 4.4 

Sudan 173 1.6  176 1.5  172 1.6  177 1.6 

Syria 147 2.1  126 2.6  127 2.5  129 2.6 

Tunisia 62 4.4  65 4.2  59 4.3  73 3.8 

United Arab of Emirates 35 5.9  30 6.5  28 6.3  28 6.8 

Yemen 141 2.3  154 2.1  146 2.2  164 2.1 

Denmark 1 9.3  2 9.3  1 9.3  2 9.4 

Finland 5 9.0  6 8.9  4 9.2  2 9.4 

Singapore 4 9.2  3 9.2  1 9.3  5 9.2 
 

*The Corruption Perception Index ranks countries/territories based on how corrupt their public sector is perceived to be. A 
country/territory’s score indicates the perceived level of public sector corruption on a scale of 0 - 10, where 0 means that a country is 
perceived as highly corrupt and 10 means that a country is perceived as very clean. A country's rank indicates its position relative to the 
other countries/territories included in the index. Source: Transparency International (2011), Corruption Perception Index, Webpage: 
http://www.transparency.org/research/cpi/overview. 

 
 
 
institutions. However, it is extremely difficult, if not 
impossible to control for the role of oil, and/or other 
windfall gains when focusing on the relationship between 
growth and corruption. 

It is worth noting that the majority of Arab countries 
have undertaken significant steps for combating corruption, 
ranging from enactingspecific laws, establishing new 
watch dog and anticorruption agencies, to producing 
home grown reports on corruption. Yet, their efforts 
remained humble in effect. The reason for this meager 
effect as identified by Ashour (2006)  embedded in the 
fact that such reforms remained short of seriously 
attacking the system under which corruption thrives, 
remained not integrated in a comprehensive plan and 
full-fledged strategy for fighting corruption, and finally 
were not backed up by sincere political will. 
 
 
EMPIRICAL ANALYSIS 

 
Model specification 

 
This  section attempts to answer the following question:  

"What is the impact of corruption on economic growth in a 
sample of Arab countries?", through estimating a panel 
regression for a sample of 15 Arab countries during the 
period (1998 to 2009). This study adopts the model used 
by Méon and Sekkat (2005). Since the modern growth 
literature has focused mainly on a common specification: 
cross-countries regression. Also, studies of the 
institutional and political determinants of growth have 
widely used the same technique. In the model used in 
this study, GDP per capita growth rate is expressed as a 
combination of a few explanatory variables, which are: 
GDP per capita in the initial year of the period under 
study, population growth, school enrollment, investment 
ratio in GDP and a measure of openness to trade. 
Depending on the purpose of the empirical analysis 
additional explanatory variables (e.g. corruption) are 
incorporated. Also, this part will examine how the quality 
of governance affects the impact of corruption on growth. 
Therefore, two additional sets of explanatory variables 
are considered. One refers to corruption indices while the 
other concerns measures of the quality of governance. 

In econometric terms, examining whether growth 
increase or decrease with corruption when the  quality of  
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Figure 1. Relationship between corruption* and GDP per Capita** In Arab countries in 2009♣  (Corruption is 
measured by Transparency International Corruption Perception Index. It ranges from 0 - 10, where 0 (highly corrupt) 
and 10 (very clean).  Source: Transparency International (2011), Corruption Perception Index, Webpage: 
http://www.transparency.org/research/cpi/overview. ** GDP per capita (current US$), GDP per capita is gross 
domestic product divided by midyear population. Source: World Bank (2011), World Development Indicators, 
Webpage: http://data.worldbank.org/.♣ This scatter plot was drawn using the statistical package STATA 11. 

 
 
 
governance is low implies testing how the latter affects 
the coefficient of corruption. Hence, the usual set of 
explanatory variables in the growth regression is 
complemented by a corruption index and an interaction 
term defined as the product of that corruption index by a 
proxy for the quality of governance. This results in 
thefollowing specification for the growth rate of per capita 
income: 
 
gdppcgrit = β0 + β1 gdppci0 + β2 Scit + β3 popgrit + β4 
invit + β5 openit + [β6 + β7(govit)]corrit + μit 
 
Where: 
gdppcgrit: is the growth rate of per capita income 
gdppci0: is the initial per capita income 
Scit:  is the level of schooling 
popgrit: is the growth rate of population 
invit: is the ratio of investment to GDP 
openit: is the degree of openness of the economy 
corrit: is the corruption index 
govit: is the governance indicator 
μit: is the error term 

 
The purpose of including per capita GDP in the first year 
of the sample period is to take into account the absolute 

convergence effect highlighted in the neo-classical growth 
model. Similarly, population growth allows taking into 
account the negative effect of demographic growth on the 
growth rate of per capita income. The study also use the 
enrollment ratio in primary school defined as the ratio of 
total enrollment, regardless of age, over the population of 
the age group that officially corresponds to the level of 
education shown as a common proxy for human capital. 
An improvement in human capital should boost growth 
and investment. Theory suggests that the impact of 
openness on growth should be positive, although the 
empirical literature has not strongly confirmed such an 
effect. Openness is defined as the ratio of exports plus 
imports to GDP. It is used as a proxy for the exposure of 
the economy to foreign markets.  

In this model the parameters of interest are β6 and β7. 
Under ―greasing the wheels‖ hypothesis the decline in 
level of corruption (that is, an increase in the score of 
corruption index, since the increase in this score implies 
lower corruption level) should have a negative impact on 
the economic activity and especially if the quality of 
governance is very low. In the sample very low quality of 
governance implies (gov) less than zero. With (gov) less 
than zero, β6 should be negative for corruption to have a 
positive impact on the economic activity. With high quality  
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Figure 2. Relationship between corruption* and political regime** In Arab countries in 2010♣. * Corruption is 
measured by Transparency International Corruption Perception Index. It ranges from 0 - 10, where 0 (highly 
corrupt) and 10 (very clean).  Source: Transparency International (2011), Corruption Perception Index, Webpage: 
http://www.transparency.org/research/cpi/overview. ** Political Regime is expressed through the score of the Polity 
IV Index which ranges from +10 (strongly democratic) to -10 (strongly autocratic). The Polity scores can also be 
converted to regime categories: a three-part categorization of "autocracies" (-10 to -6), "anocracies" (-5 to +5), and 
"democracies" (+6 to +10). Source: Polity IV Project (2010), Political Regime Characteristics and Transitions, 
1800-2010, Polity IV Data Series version 2010, Webpage: http://www.systemicpeace.org/inscr/inscr.htm. ♣ This 
scatter plot was drawn using the statistical package STATA 11. 

 
 
 
of governance the impact of corruption should become 
negative. In order to get such an impact β7 should be 
positive. Under ―sanding the wheels‖ hypothesis, corruption 
is harmful for growth and becomes increasingly 
detrimental as governance deteriorates. In this case, β6 
should be positive for corruption to still have a negative 
impact. For this impact to be more negative under low 
quality of governance (gov less than zero) than under 
high quality (gov above 0) β7 should be negative. 

 
 

Data 

 
The study uses two composite indices to assess the 
consequences of corruption. The two indices are the 
Corruption Perception Index (CPI) published by 
Transparency International and the control of corruption 
(WB) index provided by the World Bank. The CPI index is 
computed yearly as an average of other indices. It ranges 
from zero to ten, the latter corresponding to an absence 
of corruption. Unlike the CPI index,  the  World  Bank’s 

corruption indicator is not an average of other indices. 
Instead, it is estimated thanks to an unobserved 
component model that is described in Kaufman et al. 
(1999).  Regarding their composition, the CPI and the 
WB indices also differ insofar as they aggregate slightly 
different sets of basic indicators of corruption. The two 
indices therefore stand as two useful complements, since 
they aggregate two different sets of indicators thanks to 
two different methods. The WB indicator ranges from 
–2.5 to +2.5. Like the CPI index, it is constructed so that 
an increase in the index reflects a better control of 
corruption. To measure other dimensions of governance, 
this study will use the rest of Worldwide Governance 
indicators published by the World Bank, other than the 
control of corruption index. These indicators include five 
composite indices. Each composite indicator refers to a 
different dimension of governance, ―voice and 
accountability‖, ―political stability‖, ―government 
effectiveness‖, ―regulatory quality‖, and ―rule of law‖. Like 
control of corruption index, each indicator ranges from 
–2.5 to +2.5,  higher values signaling better governance.  
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Table 3. Descriptive statistics. 
 

Variable Obs Mean Std. Dev. Min Max 

GDP per capita growth (%) 177 1.628203 3.714335 -11.99172 14.17736 

GDP per capita (1998) (Current US $) 180 6668.018 7724.79 377.976 27463 

Primary school enrollment (%) 180 86.19789 16.59603 27.04023 99.79206 

Population growth rate (%) 180 3.202635 3.393888 -0.1579262 18.58832 

Investment ratio to GDP (%) 168 23.37927 6.81858 7.869904 41.18223 

Openness (%) 169 87.64467 29.52317 38.36151 180.7492 

Corruption_CPI 121 4.179339 1.232066 2.1 7 

Corruption_WB 150 0.0496789 0.6465497 -1.072458 1.639148 

Rule of law 150 0.0535066 0.6200252 -1.315786 0.9588893 

Regulatory quality 150 -0.0567811 0.5865266 -1.320023 1.07249 

Government effectiveness  150 -0.0886837 0.5699597 -1.155753 1.130086 

Political stability 150 -0.2704046 0.8062284 -2.306227 1.117575 

Voice and accountability 150 -0.8853468 0.3807846 -1.773744 -.1959842 

 
 
 
As for economic data, it is collected from the World 
Developments indicators database of the World Bank. 
Descriptive statistics for all variables used in the model 
are found in (Table 3). 
 
 
Empirical results and analysis 
 
The equations are estimated using random effects, 
according to the results of Hausman test done on this 
data, the random effects is more favored than fixed 
effects since it gives more efficient  and consistent 
estimators. The model uses panel data for 15 Arab 
countries during the period (1998 to 2009). The countries 
included in the sample are: Algeria, Bahrain, Djibouti, 
Egypt, Jordan, Kuwait, Lebanon, Oman, Qatar, Morocco, 
Saudi Arabia, Syria, Tunisia, United Arab of Emirates, 
Yemen. The reason behind choosing this sample of Arab 
countries is data availability or coverage. 

A preliminary investigation of "greasing the wheels" and 
"sanding the wheels" claims consists of examining the 
impact of corruption on growth independent of the level of 
governance. This is done by estimating the equation 
stated above without the interaction term (that is, setting 
β7 = 0). We conducted this investigation using both 
transparency international Corruption Perception Index 
and the WB Control of Corruption Index (Table 4).  

There are three specifications. The basic specification 
includes all the explanatory variables in stated equation 
except the interaction term. Each of the other two 
specifications includes the interaction term. The results 
are reported for two governance indicators: Rule of law, 
and Regulatory Quality. To save on space, the results 
with the government effectiveness, political stability and 
lack of violence and the voice and accountability 
indicators are not reported. The coefficients of the 
interaction terms with these indicators are never 
significant. This suggests  that  the  accountability  of 

political leaders, the political stability and government 
effectiveness framework do not modify the impact of 
corruption on growth. 

Across specifications, most coefficients have the 
expected sign, although not always significantly. Initial 
GDP per capita enters the regressions with a negative 
sign but is in general insignificant. However, in the 
specification using WB control of corruption indicator and 
the interaction term with rule of law, the coefficient of 
initial GDP is significant, but only at the 10% significance 
level, which means that we observe the usual 
convergence effect in this case. The coefficient of primary 
school enrollment is correctly signed but always 
insignificant. Population growth enters the regressions 
negatively and is generally significant at all significance 
levels, which indicates the negative effect of demographic 
growth on growth. Openness has a negative sign and is 
always significant mostly at 10% significance level. This 
contradicts the usual theory that suggests a positive 
impact of openness on growth. Finally, the investment 
ratio is always significant and exhibits a positive 
coefficient, mostly at the 5% and 10% significance level.  
Regarding corruption, both indices appear in the basic 
specification regression (with no interaction terms) with a 
positive coefficient. While the coefficient of the CPI is 
insignificant at all significance levels, the WB control of 
corruption index is significant at 5%. This means that 
corruption tends to hamper growth, and controlling 
corruption affects positively the growth rate of per capita 
income. This result confirms previous studies (Mauro, 
1995 and Mo, 2001) that observed the same relationship, 
and supports ―sanding the wheels‖ hypothesis. 

In the second specification including the interaction 
term with rule of law indicator, the CPI appears with a 
negative and significant coefficient at 10% significance 
level. This implies that the decline in the level of 
corruption (i.e. increase in the score of CPI) has a 
negative  effect  of  growth  rate of per capita income,  
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Table 4. Regression results: Random effects GLS regression. 
 

Explanatory variables Basic specification 
 Basic specification with interaction: Rule of 

law 
 Basic specification with interaction: Regulatory 

quality 

Constant 
1.16 2.37  7.35 0.88  6.87 1.90 

(0.25) (1.15)  (1.59) (0.40)  (1.28) (0.87) 

         

GDP per capita (1998) 
0.00002 -0.0001  -0.0001 -0.00014*  -0.00003 -0.00011 

(0.26) (1.23)  (0.94) (1.76)  (0.35) (1.42) 

Primary schooling 
0.01 0.012  0.014 0.027  0.002 0.016 

(0.17) (0.64)  (0.32) (1.25)  (0.04) (0.76) 

         

Population growth rate 
-0.61*** -0.54***  -0.62*** -0.57***  -0.59*** -0.57*** 

(4.12) (4.91)  (4.37) (5.17)  (3.84) (5.12) 

         

Investment ratio to GDP 
0.106* 0.109**  0.123** 0.094**  0.093 0.108** 

(1.71) (2.36)  (2.05) (2.04)  (1.37) (2.33) 

         

Openness 
-0.03* -0.02*  -0.03** -0.018  -0.04** -0.02* 

(1.69) (1.82)  (2.26) (1.59)  (2.08) (1.79) 

         

Corruption_CPI 
0.46 -  -1.27* -  -0.47 - 

(0.99) -  (1.84) -  (0.69) - 

         

Corruption_WB 
- 1.73**  - 1.74**   1.97** 

- (2.30)  - (2.29)   (2.42) 

         

CPI X Rule of law 
- -  1.36*** -   - 

- -  (3.55) -   - 

         

WB X Rule of law 
- -  - 2.18*   - 

- -  - (1.96)   - 
         

CPI X regulatory quality 
- -  - -  0.79** - 

- -  - -  (2.02)  
         

WB X regulatory quality 
- -  - -  - 1.47 

- -  - -  - (1.38) 
         

N 112 137  104 137  104 137 

Overall R2 0.34 0.35  0.43 0.37  0.36 0.36 
 

 Absolute t-statistics are displayed in parenthese; The symbols ***, **, * indicate a significance level of 1, 5 and 10% respectively. 



 
 
 
 
especially if the quality of governance is very low (the rule 
of law indicator is less than zero), since the coefficient on 
the interaction term is positive and significant at all 
significance levels. This supports ―greasing the wheels‖ 
hypothesis that corruption may boost growth in the 
presence of weak rule of law. While at very high levels of 
rule of law (the rule of law indicator is far higher than 
zero) the decline in the level of corruption will have a 
positive effect on growth in this case (since the coefficient 
of the interaction term is larger than the CPI coefficient). 
As for the WB control of corruption indicator, it has a 
positive and significant coefficient at 5% significance 
level. This indicates that controlling corruption (that is, 
increase in the score of WB index) has a positive effect 
on growth, especially if the quality of governance is high 
(the rule of law indicator is greater than zero), since the 
coefficient of  the interaction term is positive and 
significant at 10% significance level. But at very low 
levels of governance and poor rule of law (rule of law 
indicator is much less than zero), controlling corruption 
may have a negative effect on growth.  

As for the third specification that includes the 
interaction term with regulatory quality indicator, the CPI 
also appears with a negative but insignificant coefficient 
at all significance levels, while the coefficient on the 
interaction term is positive and significant at 5% 
significance level. This implies that at high levels of 
regulatory quality (that is, the regulatory quality indicator 
is higher than zero) the decline in the level of corruption 
(that is, an increase in CPI) will have a positive effect on 
growth. But at low levels of regulatory quality (that is, the 
indicator is less than zero) corruption will affect growth 
positively. This supports again ―greasing the wheels‖ 
hypothesis that corruption should have positive impact on 
the economic activity if the quality of governance - 
regulatory quality in this case - is very low. On the other 
hand, the WB control of corruption index has a positive 
and significant coefficient at 5% significance level, while 
the coefficient of the interaction term is insignificant at all 
significance levels. This means that corruption tends to 
hamper growth independent of the level of regulatory 
quality. 

Hence, these results show that impact of corruption on 
growth depends on the level of governance prevailing in 
the country, and also on the indicator used to measure 
corruption. It follows that the results of this section neither 
accept nor reject "greasing the wheels" hypothesis in the 
Arab countries, unlike the results of Méon and Sekkat 
(2005) which rejects this hypothesis and supports 
―sanding the wheels‖ hypothesis instead. In this study the 
direct impact of corruption in Arab countries on growth is 
negative, but poor governance tends to make corruption 
more helpful to growth. Yet, it is worth mentioning that 
these results depend also on the sample and techniques 
of estimation used, which leaves room for further research 
to check the validity of these results using a different 
sample, longer period of time, other  specifications,  or 

Ghoneim and Ezzat           53 
 
 
 
different techniques of estimation.  

 
 
CONCLUSION AND RECOMMENDATIONS 

 
Based on data of 15 Arab countries during the period 
(1998 to 2009), the study’s empirical analysis has shown 
that the relationship between corruption and economic 
growth is not linear. In fact, the significant role played by 
many other variables in the context of Arab countries 
implies that story is more complex, and hence solutions 
are not straightforward. In other words, contrary to the 
empirical evidence reviewed, and not in line with the 
conventional wisdom, reducing level of corruption will not 
necessarily imply higher economic growth in Arab 
countries. The positive impact of reducing corruption on 
economic growth hinges upon a number of factors as 
reforming institutions that ensure accountability and 
prevent conflict of interest, as well as other factors as 
enhancing the role of civil society.  

In other words, this study supports the negative direct 
impact of corruption on growth in this sample of Arab 
countries, which confirms ―sanding the wheels‖ 
hypothesis, yet this impact highly depends on other 
variables, and namely the governance structure. A good 
governance structure shows that corruption has a 
detrimental impact on growth. When the governance 
structure is very poor the impact of corruption on growth 
tends to be lower or most probably positive that goes 
along with ―greasing the wheels‖ hypothesis. Thus, there 
is need to improve the governance quality in Arab 
countries hand in hand with controlling corruption, in 
order to achieve better growth performance.  

Another important aspect to highlight in the context of 
Arab countries is that the Arab Spring will not directly 
lead to less corruption. As indicated by literature, pre 
mature democracy does not ensure less corruption. 
Moreover, as has been proven according to empirical 
evidence, periods of reform involve a high degree of flux 
and hence corruption in fact can increase as happened 
during the transitional period of Central and Eastern 
Europe (Kaufmann, 1997).  

There are a number of policy implications for Arab 
countries to ensure that fighting corruption results in a 
positive impact on growth. Overcoming corruption cannot 
be solely attained and sustained by only punishing the 
corrupt or by establishing new agencies or enacting more 
laws. There must be fundamental changes in the 
bureaucratic system and machinery of the society as 
shown by the Hong Kong experience. In other words, 
there must be a whole institutional framework capable of 
managing and monitoring corruption. In Arab countries 
there exist several agencies that deal with corruption. In 
addition, fraud and corruption in the majority of Arab 
countries’ laws and regulations are considered a criminal 
act.  

Nevertheless,  the roots of corruption are embedded in 
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the weak system of checks and balances, weak 
procedures for public reporting on corruption, absence of 
measures tackling nepotism and favoritism, lack of full 
independence of anticorruption agencies, absence of 
whistle blowing mechanisms, and proliferation of conflict 
of interest. All those factors are highly linked to the 
authoritarian regime, long lasting one party rule, and high 
government intervention in the economy. Moreover, and 
most importantly, the low wage scale in civil service of  
the non-Gulf Arab countries and the wide gap in income 
levels are amongst the most important reasons behind 
the proliferation of corruption in both countries.  

To combat corruption in an efficient manner, a well 
comprehensive strategy should be set. International 
donors have produced several documents identifying 
different ways and strategies to combat corruption and 
pinpointing the key challenges based on the success 
stories of countries across the world. Defining an overall 
strategy is the key starting point and the failure to identify 
this strategy could lead to dissatisfaction results in 
eradicating corruption. The strategy should have two 
major features as identified by Gray and Kaufmann 
(1998) . ―Emphasis should be placed on selecting the key 
measures to be implemented, in line with a country’s 
implementation capabilities, during the first and 
subsequent stages of an anticorruption campaign. The 
entrenched nature of systemic corruption requires 
boldness in implementation-incrementalism is unlikely to 
work.‖ Following the World Bank (2000), such strategy 
should consists of the following:           
 
1. Existence of a credible leadership. 
2. Defining entry points for fighting corruption: since the 
issue is difficult to handle in a comprehensive manner, 
countries should start by identifying entry points with a 
time frame to tackle specific issues, which can act as a 
pilot for further work.          
3. Developing a diagnosis for the extent of corruption in 
the country which should be undertaken by a capable 
and credible agency or organization. 
4. Assessment of the political culture where accountability 
mechanisms should be studied to ensure effective means 
of combating corruption and identifying the loopholes 
existing in the political culture which can defy the activities 
undertaken to fight corruption.  
 
The World Bank has stressed two main conditions for the 
success of any strategy aiming at fighting corruption, 
namely sequencing and sustainability. To ensure that 
such conditions are met, there is a need for engagement 
of civil society in the process of fighting corruption, 
building critical mass among the population, and ensuring 
that the necessary technical and financial capacities to 
implement this strategy are available. Following the 
overall strategy, a comprehensive institutional framework 
that governs detection of corruption and monitoring it 
should be set.  

 
 
 
 
De Asis (2000) provides an action plan of how to fight 
corruption once the vision is clear and there is a political 
will. Among the components of such action plan is the 
establishment of a steering committee that sets the 
agenda needed of policies and regulations to fight 
corruption. Such steering committee should comprise 
representatives from the government and civil society. 
The institutional framework should consist of policies and 
regulations. Moreover, code of conduct and guides on 
anticorruption measures should be made available and 
actionable. For example, fighting corruption in the 
privatization process should be made available. This type 
of guides has been made available by some international 
organizations as GTZ of Germany (GTZ, 2004). In 
addition there are major key factors to ensure success of 
this type of strategy including: government determination; 
strong legislation; public support; efficient system of 
checks and balances; and international cooperation. Help 
from international donors with expertise in this field is of 
paramount importance. The World Bank has been among 
the leading international organizations in this regard 
(World Bank, 2000). 

Countries’ experiences in fighting corruption have 
shown that the engagement of civil society in monitoring 
the process of public service delivery is of crucial 
importance for the success of any anticorruption scheme. 
This is mainly undertaken by ensuring the access of 
public to information and making detailed information 
available upon request for the public representatives 
(Asian Development Bank, 2004). However, the process 
of ensuring public access to information is not an easy 
task. It requires building up of a whole strategy and a 
framework where the details of how the information is to 
be provided, on which basis, how much fees, 
contradiction with issues of privacy and data protection, 
etc. should be tackled in a prudent manner. Organisation 
for Economic Co-operation and Development (OECD) 
has many experiences in this regard and can certainly 
help by providing the technical expertise (OECD, 2001). 

In general, Arab countries should pay extra attention to 
institutional and regulatory reform. In other words, 
combating corruption should be integral within an overall 
strategy of institutional and regulatory reform. 
Regulations are indispensible to ensure the proper 
function of economies and societies. What is needed is 
clear "rules of the game" for politicians and different 
stakeholders of the society. Such rules of the game 
should be properly implemented to ensure that such 
regulations are effective.  

Furthermore, absence of a sincere (versus announced) 
political will to combat corruption can be the main reason 
behind the proliferation of corruption in Arab countries.  
Hence, it should be clear that any forthcoming initiative 
should be politically supported to ensure its success. The 
transformation towards democratization in countries that 
have experienced the Arab Spring cannot guarantee 
such move as explained above, as extra effort is needed  



 
 
 
 
at early stages of democracy. Finally, reducing petty 
corruption requires reducing poverty levels since both are 
highly correlated (Riley, 1999). Yet, there is also a need 
to increase literacy, and especially political literacy, which 
is the key strategy to reducing petty corruption in 
relatively poor Arab countries as Egypt, Sudan, and 
Yemen. All such elements of reform mentioned above are 
integral in any initiative to combat corruption. Piece-meal 
reform is not likely to yield any positive outcome, if not 
accompanied by other reforms. 
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