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Corruption and Governance
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¨ Why would corruption or governance affect 
growth?
¤ More Corruption and worse governance ⟹ Higher risk 

and uncertainty ⟹ Less private investment ⟹ Less 
innovation ⟹ Less TFP ⟹ Lower growth

¤ Alternative stories for corruption: 
n Bad governance/red tape is the problem and corruption is 

good because it allows a semi-efficient work around that 
problem

n Good b/c extra source of competition 



Mauro (1995)
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¨ Research question: Does corruption effect growth 
and if so how much?
¤ Does corruption affect growth through lowering 

investment and if so how much?



Motivation
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¨ Intuitive reasons to think corruption would matter a 
lot

¨ Anecdotal evidence suggests corruption related to 
underdevelopment
¤ A lot of poor countries have corruption problems and weak 

governance
¤ But huge reverse causality potential here. Poverty and lack 

of resources likely have a causal effect on governance and 
corruption

¨ Lack of empirical evidence on these relationships in 
1995



Previous Literature
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¨ Literature goes back to the mid-1960s!
¤ Theoretical debate
¤ No empirical research until Mauro

¨ That’s it. Pretty limited lit. review.



Data
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¨ Country-level, cross sectional dataset
¤ Every row in the dataset is a country
¤ NOT a panel, so only one observation per country

¨ Proxies for corruption and institutional efficiency from the Economist Intelligence 
Unit
¤ Each index is measured between 0 and 10
¤ 9 Indices:

n Political Change
n Political Stability
n Prob. Of Opp. Group Takeover
n Stability of Labor
n Relationship with Neighboring Countries
n Terrorism
n Legal System, Judiciary – “Efficiency and integrity of the legal environment as it affects business, 

particularly foreign firms”
n Bureaucracy and Red Tape – “The regulatory environment foreign firms must face when seeking 

approvals and permits. The degree to which it represents an obstacle to business”
n Corruption – “The degree to which business transactions involve corruption or questionable 

payments”



Data (cont.)
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¨ Page 686:
¤ “On the basis of the definition of the variables, it seems that 

the judiciary system, red tape, and corruption indices 
represent closely related variables and that their simple 
average may be a reasonable proxy for what I will label 
bureaucratic efficiency. Part of the rationale for 
aggregating the indices into composite subindices is that 
there may be measurement error in each individual index, 
and averaging the individual indices may yield a better 
estimate of the determinants of investment and growth. 
Indeed, I consider the bureaucratic efficiency index to be a 
more precise measure of corruption than the corruption 
index on its own.”



Data (cont.)
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Table 1: Mauro Data Example

Country 
Name

Country ID Legal 
System

Bur. and Red 
Tape

Corruption “Bur. 
Efficiency”

Albania 001 2 3 2 7/3

Algeria 002 1 3 2 6/3

Angola 003 2 3 1 6/3

Independent 
Variable of Interest



Bur. Eff. Index Categories
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Bivariate Correlations
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Bivariate Correlations
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Notes:
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¨ Ignoring the bivariate correlation tables Mauro 
spends a lot of time on

¨ Mauro’s approach to mechanism analysis:
¤ Wants to know if effect of corruption on growth is through 

its effect on investment 
¤ Very old fashioned by 2020 standards

n Claims to run tests to show appropriate conditions hold to allow 
for this 

n These tests are not considered valid evidence for this claim today
n Identifying causal effects through chains of related interactions 

between variable is an active area of research and very much on 
the frontier



Identification Strategy
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¨ Multivariate regression
¤ Control for as much as possible

¨ Instrumental Variable:
¤ Ethnolinguistic fractionalization (Definition on p. 692)

Let’s talk about the first one above in detail and then 
tackle the IV approach



Regression Framework
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¨ My own notation (no specification provided in 
the paper)

𝑦! = 𝛽" + 𝛽#𝐺𝐷𝑃60!+ 𝛽$𝑆𝐸𝐶𝐸𝐷60! 	+ 𝛽%𝑃𝑅𝐼𝑀𝐸𝐷60!+ 𝛽&𝑃𝑂𝑃𝐺𝑅𝑂𝑊𝑇𝐻!+  

𝛽'𝐺𝑂𝑉𝐸𝑋𝑃! + 𝛽(𝑅𝐸𝑉𝐶𝑂𝑈𝑃𝑆! + 𝛽)𝐴𝑆𝑆𝐴𝑆𝑆𝐼𝑁!+ 𝛽*𝑃𝑃𝐼60! + 𝛽+𝑃𝑃𝐼60𝐷𝐸𝑉! +

𝛽+𝐵𝑈𝑅𝐸𝐹𝐹! + 𝛾, + 𝜀!

Initial size Human Capital Measures Labor Growth

Political Stability MeasuresGov. Capacity

Variable of
Interest

Series of binaries for Africa, or Latin America

Controls for Market Distortions

See Barro (1991) 
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Instrumental Variable Approach
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GrowthCorruptionEthnolinguistic 
Fractionalization

Omitted 
Variables

Control Variables
(Ex: Pol. Stability)

• Red arrows depict 
relationships invalidating 
IV’s required exclusion 
restriction

• Circled arrow must exist for 
instrument condition to hold



Does this work?
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¨ Could ethnolinguistic fractionalization affect growth 
directly?
¤ Not sure… My guess is as good as yours. What do you 

think? 
¨ Could it affect growth through some variable that is 

not controlled?
¤ Think about what is not controlled for in the regression
¤ Here is an obvious one to get your mind going:

n Social cohesion and trust of others probably relates to growth and 
is probably strongly related to ethnolinguistic fractionalization. It’s 
not controlled for by Mauro. If this is the case, his IV approach 
would be invalid

¤ Again. My ideas are as good as yours here
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