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Are There Negative Relations Between Corruption and Economic Growth?
- Theoretical and Empirical Analysis

Z T H(Kim, Jin Young)

| ABSTRACT |

This paper reviews theoretical and empirical literature on the economic costs of corruption, more
specifically the relationship between the impact of corruption on growth. It is a usual belief that
corruption is harmful to economic growth. Especially in the circle of international organizations, such as
OECD and World Bank, they think corruption is one of the main obstacles to sustainable economic and
social development for developing and developed countries. They have estimate that the cost of
corruption values more than 5% of global GDP. Thus corruption is not simply ethical and legal but
also a direct economic problem.

We have reviewed models why corruption occurs and how it affect economic growth. Rent seeking
and principal agent models are typical explanations on corruption and corruption can either deter or
promote economic growth. There are many channels such as investments and governance system
through which corruption influence on growth. Many empirical researches have found the inverse relation
between corruption and growth, but the findings are not robust not only because of data used in the
studies but also because of various biases. To address the question between corruption and economic
growth firmly, we need to develop more suitable models and proper data to test.

Key words: Corruption, Rent Seeking, Principal Agent Model, Economic Growth, Investment
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