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Abstract

This study investigates the impact of corruption on economic growth in
Algeria over the period 1990-2015 by using economic freedom index and World
Bank indicators. The (OLS) regression test has been applied in order to examine
the effect of the five macroeconomic variables on economic growth, such as
economic freedom index (EFI), oil prices (OP), Population Growth (PG),
foreign direct investment (FDI). By using this approach, all variables are
statistically significant and have a positive effect on the dependent variable,
except (EFI), it adversely affects it. These results support the view that
corruption sands the wheels of economic growth. Thus, the Algerian
government should root out this scourge by finding the relevant solutions that
must be supported with effective weapons such as transparency and tougher

accountability standards.

Keywords. Corruption, Economic Growth, Economic Freedom Index, and

World Bank.
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Chapter One: Introduction

|.1. Preface

Corruption diffuses since the old civilibms, from Mesopotamian the
oldest one to our present, even in the future. pbion is everywhere, this
phenomenon exists in every country, developing, gexkeloped world, and the
under developing countries, it threatens the gravftthe country, its economy,
and it's very dangerous on political stability. @gtion can put a very negative
impact on psychology of the community which makest unsure credibility of
officials therefore that will damage the whole cttynn many sides, politically,

economically, socially, culturally...

The causes of corruption have varied wideind their types and its
classifications have varied considerably with eadearcher and each empirical
study in different countries, this makes us undedtthat corruption is different
from each country such as the corruption in Italywarious from corruption in
Algeria. It can take many forms, each form haseddht effect, and the most
popular form that we can see is bribery that sprmeasery country and no one

survives from it.

This phenomenon is more complex than imagine, due the old
existence and there are many procedures and lawBght against this
phenomenon in many centuries, and it has not bepletely eliminated, it has
received so much attention and so much concerntefnational organizations,

politicians, and economists, who focused on ingesing its causes and
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Chapter One: Introduction

consequences, as well as the implementation ghriy@osed solutions. There is
a broad consensus that corruption is considerezhdlyl disease which destroys
the economic tissue cells, further, it is more plent in natural resource-rich

countries.

Nowadays, a large part of academic literature antermational
organizations largely and increasingly recognizg ttorruption acts as a major
impediment to growth. The World Bank (2000), forample, identified
corruption as “the single greatest obstacle to eswn and social development
in the third world countries”, as it distorts thele of law and weakens the
institutional foundations on which economic growi#pends. In fact developing
economies, since it obstructs any advance in ecmngnowth. It has been
demonstrated, for example, that an improvementaoumtry of 6 points on the
Transparency International Corruption Perceptiatek) may increase GDP by

more than 20% (Lambsdorff, 2004).

Corruption in general is negative and @sogs, but in some anomaly
cases corruption can be positive on economic gromvén given country, some
empirical studies show that corruption helpful, dmghting this phenomenon
can stop and damage the economy of the countrgcedly in a country where

corruption has long been inherent.

Algeria and like other countries, corroptprevalent in it and most sectors

are corrupt especially public sectors, due the duoetic system and other
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Chapter One: Introduction

reasons, as many other third world countries, Adgkas high level corruption
for a long time, that make us put a question matky Algeria’s economy is not
destroyed and the political system is still stapte7answer to this question, we
need to understand the nature of the system, aedctitumstances it
experienced until she preserve its economic staliéspite corruption, however,
it's not mean that Algeria has good economy andegwaw political system, she
has many weak points in many sectors and sideghwhean if corruption not
existed Algeria could be one of the greats coumtnethe world, so we have to
understand how corruption effect on economic grovglit negative or positive
or both, also we have to understand the charatitsrisf this phenomenon to

understand how it's effect on Algeria in generad aesonomic growth in special.

In this study, we will focus on Algeria’s e@mic as a sample, and drive the
necessary variables that used to measure the impaaddition, we will try to

find out the relationship between corruption, andrmic growth in Algeria.

[.2. Objectives of the Study

The essential objective of this study is to find the effect of corruption
on economic growth, taking Algeria as sample ofgtuely, during the period of
1990 until 2015 and determine whether corruptigmossitive for the economy of

Algeria or negative.
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Chapter One: Introduction

Sub-objectives of the Study

+ To examine the effect of four variables on the etoic growth in Algeria.

+ To give a clear and accurate picture of corrupitioAlgeria.

+ To stand on the most important points that contieerreader on the subject
of corruption.

+ To highlight the various situations of corruption Algeria, and try to
diagnose and analyze the causes and effects

+ We also aspire to add a new brick to the overakaeches related to the
subject.

+ To be a starting point to procedure further redesscand expand the points

that have not been touched, or which were siddaunised.
|.3. Importance of the Study
The importance of this study lies in:

+ The lack of empirical studies that have experienttés subject, because
most previous studies didn’t make a standard stddyrruption in Algeria,
and they just make analytical study about this pheamnon.

+ The study derives its importance from the seriossra this phenomenon,

which has become biggest obstacle to economic growt
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Chapter One: Introduction

|.4. Questions of the Study
The main question of this study is:
What is the effect of corruption on ecomogrowth?
From this question there are sub-questions thabeasked:

1. What is the phenomenon of corruption?
2. How can corruption affect on economic growth?
3. What are the basic variables that explain corruptiod economic growth?

4. Can corruption be positive on the economic growth?
[.5. Difficulties of the Study

While the study has a lot of good points and giaesv visions about
corruption, however, we encountered many diffi@gtithe most important of

them are:

1. The main obstacle that faced us is the sourcesvlateed to build this study,
we really had a big problem to find references eisfly the foreign
references, because of the copyrights so we cdutthvvnload them from
internet even are not available in libraries, sodigeas possible as we can to
find the necessary references.

2. The second obstacle is collecting data, this stiuays a big problem to
collect and find the right variables which refléoe nature of the Algerian

economy.
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Chapter One: Introduction

|.6. Structure of the Study

In addition to the current chapter, there are btteer chapters, the second
chapter talks and summarizes the empirical previiudies that discuss the
phenomenon of corruption, the third chapter givestheoretical framework of
the study, the fourth chapter shows the methodotdglge study that explain the
variables and the model of the study that will hédis study to measure the
effect of corruption on economic growth, the fitthapter includes the analyze
of data after using Stata program, and see therdiit relationships between the

variables, the last chapter discusses conclusidme tutputs and

recommendations.
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Chapter two: Empirical Evidence

[1.1. Introduction

The main objective of this chapter is to find du previous studies about
corruption by putting the objective about each erogi evidence, and what the
method they took to analyze their data, and whieey did their study, and
what's the result of this previous study. In aduditi we discuss the different

between this study and the empirical evidences.

[1.2. Evidence on Corruption

Shleifer et al. (1993): Corruption

This paper presented two propositions about caompFirst, the structure
of government institutions and the political praceare very important
determinants of the level of corruption. In pa&yuweak governments that do
not control their agencies experience very highugron levels. Second, the
illegality of corruption and the need for secrecgkam it much more distortionary
and costly than its sister activity, taxation. Téessults may why, in some less
developed countries, corruption is so high and asilg to development. This
paper showed that economic and political competitan reduce the level of

corruption and its adverse effects.
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Chapter two: Empirical Evidence

Tirole (1996): a Theory of Collective Reputations (with Applications to the

Per sistence of Corruption and to Firm Quality)

The paper is a first attempt at modeling the idegroup reputation as an
aggregate of individual reputations. A member’'srent incent incentives are
affected by his past behavior, and because hik temord is observed only with
noise, by the group’s past behavior as well. Theepdhus studied the joint
dynamics of individual and collective reputatiomgl alerives the existence of a
common trait as is usually done in the literatlrshows that new members of
an organization may suffer from an original sintleéir elders long after the
latter are gone, and it derives necessary andcgiifi conditions under which
group reputations can be rebuilt. The paper apghiesheory to analyze when a

large firm can maintain a reputation for quality.

Tanzi (1998): Corruption around the World

The paper surveyed and discussed issues relatedhdo causes,
consequences, and scope of corruption and possilmiective actions. It
emphasized the cost of corruption in terms of eowoogrowth. It also
emphasized that the fight against corruption malyb®cheap and cannot be
independent from the reform of the state. Tana agkud that If certain reforms
are not made, corruption is likely to continue ® & problem regardless of
actions directly aimed at curtailing it. He arghattit is not possible to measure

corruption, but it is possible to measure percegstiof corruption. He used
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Chapter two: Empirical Evidence

analytical approach in his paper, and he foundowuariindices have been
developed by several institutions and have beed bgevarious researchers. In
the end, he concluded that actions can be takeedace corruption, but the
fight against it cannot be seen independently ftoenneed to reform the role of
the state. He’s reason is that a certain role @&thte almost inevitably creates a

fertile ground for corruption.

Leiteet al. (1999): Does Mother Nature Corrupt?

This paper argued that natural resource abundara&es opportunities for
rent-seeking behavior and is an important factatatermining a country’s level
of corruption. In a simple growth model, we illgt the interrelationships
between natural resources, corruption, and econaynoevth, and discuss
potential anti-corruption policies. They showed ttithe concentration of
bureaucratic power. Furthermore, the growth effeofs natural resource
discoveries and anticorruption policies crucialgpdnd on the economy’s state
of development. We empirically corroborate the nisdenplications in a cross-
country framework with both corruption and growthdegenized. This paper
used the international country risk guide (ICRG)raption index originally
introduced into the academic literature by Knactt Keefer (1995). This paper
showed that the existence of corruption always cedwgrowth compared to the

non-corruption case.
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Chapter two: Empirical Evidence

Treisman (2000): The Causes of Corruption a Cross-National Study

this paper aimed to analyze several indexes ofepexd corruption
compiled from business risk surveys for the 198t$ ¥090s, used three annual
indexes of perceived corruption (for 1996, 1997d d998) prepared by the
organization Transparency International (TI) toegssthe explanatory power of
various theories of the causes of corruption. Thendex constitutes a poll of
polls, compiled by a team of researchers at GatndJniversity used
information from up to 12 individual surveys antings. Treisman found strong
and robust support for five arguments and slightgaker support for a sixth.
First, he found that countries with Protestant itragls and those with more
developed economies have higher quality governmeBtgh factors are

significantly and robustly associated with lowergasved corruption.
Brunetti et al. (2001): a Free Pressis Bad Newsfor Corruption

This paper tested the proposition that a free preag be a powerful
control on corruption. They found evidence of angigant relationship between
more press freedom and less corruption in a largesesection of countries.
This result is robust to specification and sampte #e relationship is not
sensitive to the choice of a particular measureoofuption or of press freedom.
Furthermore they presented evidence which suggésis the direction of

causation runs from higher press freedom to lowemption.
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Chapter two: Empirical Evidence

Gupa et al. (2002): Does Corruption Affect Income I nequality and Poverty?

This paper provided evidence that high and risinguption increases
income inequality and poverty. An increase of onandard deviation in
corruption increases the Gini coefficient of incomequality by about 11 points
and income growth of the poor by about 5 percenfamjets per year. These
findings are robust to use of different instrumefds corruption and other
sensitivity analyses. The paper discussed sevdrahnels through which
corruption may affect income inequality and poveAn important implication
of these findings is that policies that reduce wotion will most likely reduce

income inequality and poverty as well.
Seligson (2005): The M easurement and Impact of Corruption Victimization

This paper proposed a corruption-victimization nueadased on a survey
research approach to the measurement problem, modsded (in a non-
technical fashion) its strengths and limitationbeTpaper presented data from
studies conducted by the Vanderbilt University haimerican public opinion
project (LAPOP), and demonstrated the impact ofugiron victimization on
belief in the legitimacy of the political systemgatical element in democratic
political stability. This paper emphasized the imipoce of measuring
corruption experience in order to be able to shdww ws victims are and to

demonstrate that those who saw corruption as Ingiltdes between rulers and
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Chapter two: Empirical Evidence

the ruled were wrong. It is also shown in this paftet corruption lowers

interpersonal trust, presumably negatively affectivil society relations.

M. Bird (2008): The I mpact of Corruption, Voice and Accountability

This paper argued that more legitimate and resperstate is an essential
factor for a more adequate level of tax effort eveloping countries and high
income countries. While at first glance gave sudiic to poor countries
seeking to increase their tax ratios may not seene relpful than telling them
to find oil, it is presumably more feasible for péoto improve their governing
Institutions than to rearrange nature’s bounty.rimapg corruption, voice and
accountability may not take longer nor be necelgsamore difficult than
changing the opportunities for tax handles and eson structure. The paper
also showed that high income countries have alsoptitential of improving
their tax performance through improving their ingtons. The key contribution
of this paper is to extend the conventional modebg effort by showing that
not only do supply factors such as corruption, @oand accountability also
determine tax effort to a significant extent. Theper used empirical evidence
focused on developing countries and high incomatas by testing tax effort-
tax revenue as a percentage of gross domestic gr@@DP). The fundamental
conclusion of this paper is that a more legitimate responsive state is likely
an essential precondition for a more adequate lefvédx effort in developing

countries and also high income countries.
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Chapter two: Empirical Evidence

Dong (2011): The Causes and the Consequences of Corruption

This thesis comprehensively studied thesea and consequences of
corruption in both cross-country and within-courntpntexts, mainly focused on
china. The thesis commenced by extensively invatitig the causes of
corruption. The thesis used standard economic apprdhis study found that in
china regions with more anti higher openness, nam®ess to media, higher
relative wages of government employees, and agregpresentation of woman
in legislature are markedly less corrupt; while thecial heterogeneity,
deregulation and abundance of sources, substgnbiaed regional corruption.
This study also observed a positive relationshipween corruption and the
economic development in current China that is nyadiniven by the transition to
a market economy. Focused on the influence of ipalitinstitutions on
corruption, the thesis then provided evidence thnabigh level of political
interest helps to reduce corruption within a sqggiewhile the effect of
democracy upon corruption depends on property sigihdtection and income
distribution. With the social economic approachwhueer, the thesis presented
both cross-country and within-country evidence thatsocial interaction plays

an important role in determining corruption.
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Chapter two: Empirical Evidence

Rana (2012): Organized Crime and Corruption: a Theoretica and

Empirical Analysis

The study aimed to investigate the phemanwd corruption and organized
crime. They utilized dynamic panel model estimagifor a data set of 19 Italian
regions over the period 1983-200ey found that corruption and organized
crime have both a growth-inhibiting effect. Additally, they found that in the
presence of criminal organizations the negativeachf corruption on growth
is less severe. The study concluded that strengiipeine measures against
corruption would have exactly the opposite effebnt that desired (by
increasing the criminal activity and deterring wduals from becoming
entrepreneurs). For this reason we can concludeithéne presence of both the
phenomena, the government should evaluate alteenasitrategies, by

concentrating on fighting organized crime rathamnticorruption.

Matallah et al. (2014): Corruption and Economic Growth: Empirical

Evidence from Algeria

This study investigated in the impact ofraption on economic growth in
Algeria over the period 1995-2011 by using the tdge Foundation's freedom
from corruption index and the World Bank's contvbtorruption indicator. The
Johansen cointegration test applied in order testigate the existence of long-
run relationships among the tested variables. A8 a®& the vector error

correction model (VECM) employed to analyze thegloan and short- run
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Chapter two: Empirical Evidence

dynamic relationships among the various time seridse initial findings

indicated that both 'freedom from corruption' acadntrol of corruption’ have
long run positive effects on enhancing economiomijnoin Algeria. It is also

revealed that the human capital has an insignifipasitive impact on economic
growth in the long term. Moreover, VECM analysisggested that all

explanatory variables have positive and insignificahort-run effects on
promoting economic growth except the ‘control ofrgption’' indicator. These
results support the view that corruption sandswheels of economic growth.
Thus, the Algerian government should root out tisurge by finding the
relevant solutions that must be supported with ctiffe weapons such as

transparency and tougher accountability standards.

HUlI YUN et al. (2015): The Relationship between Corruption and

Economic Growth in Malaysia

This study investigated the long run relaship between corruption and
growth in Malaysia over the period from 1984 to 20This study would like to
determine how the corruptions affect economic ghowt Malaysia through
various channels of transmission such as tradengssn government spending,
investment and human capital. Autoregressive [bisted Lag (ADRL)
approach is used to examine whether a long rurioe&hip exists between
corruption and growth in Malaysia while taking intaccount of other

macroeconomic variable such as trade opennesstimgat, human capital and
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Chapter two: Empirical Evidence

government spending. By using this approach, negatlationship is found
between corruption and growth in the long run bwutill have positive impact to
economic growth through channels of trade openaedggovernment spending.
However, FDI and human capital are statisticallsignificant to affect
Malaysia’s economic growth. This finding suggestdtht corruption is
detrimental to Malaysia’s economic growth in theadaun and for policy wise
the main concern of policymakers should be reducomguption and increasing
awareness of Malaysian to against the corruptiorortler to achieve high

economic growth in Malaysia.

Ertimi et al. (2016): The Impact of Corruption on Economic Growth in

OIC Countries

The purpose of this study is to analyzestivbr the levels of perceived
corruption in a cross-section of countries haveaéd their economic growth
rates over the years 2003-2010. The study is caeduith a regression on a
sample of 14 countries and eight variables forttime period in question. The
models are constructed on the basis of the endogeg@wth theory. Results
using economic freedom index (EFI) shows that quiom has a negative
impact of economic growth in the countries in gioest The results were to
some extent divergent from the predictions madedas theory and previous
research. In the regressions conducted in thig/stbd use of the EFI Index as a

measure of corruption in the regression indicatedgative impact on economic
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Chapter two: Empirical Evidence

growth in the countries included. It was concludieat corruption contributed
negatively to economic growth. Further, by compgrithe results of the
different regressions, looking at the correlatioatm®, it was found that there
was a negative correlation between the corruptemable (for EFI index) and
economic growth. This correlation was negative; tbever the level of
corruption the higher that of economic growth. Coes with lower annual
economic growth included in this study had in gahkwer levels of corruption
between 2003 and 2010. This study assumed that sbnes factors drove
economic growth, and that corruption did not présesma strong enough force to
counteract it.

I1.3. Issues Raised from Empirical Evidence

We found a set of benefits from the previous stduhich talked about

corruption from many sides; we can summarize thethe following points:

Understanding the subject to be studied well areplgein order to know

what to study and how to study it.

» Choose the variables of the study clearly and atelyr in order to study
without errors

» Comparing the results of this study with the resaftthe previous studies.

* Build the methodology of the study in systemicestific way based on

the models followed by most of the scientific segland researches that

deal with the subject matter.
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Chapter two: Empirical Evidence

[1.4. The Contribution of the Study

Through our review of the previous studies thakedlabout corruption

from many sides, the study came complementarydgthvious studies and we

can classify the differences in the following psint

The period: all the previous studies that we surveyed, theitogewas
until 2010 and the period of this study will berfrd 990 to 2015 which
will give us a new results of the study.

The place of study: as we saw in the previous studies some of them
study the corruption around the world taking maoyrdries and some
of them study their own country, therefore we vaiiply our study on
our country Algeria to be the basic rule of chogdime variables and the
way to analyze them.

The dependent variable: in our subject we will go deeper into our study
taking economic growth as a dependent variablekerdome previous
studies that talked about economic growth but eepd,.

The statistical tool: this study uses multiple linear regression method
because it has other independent variables theruptmm such as
investment and population growth which makes itenapive for us to
use this method. And employ stata package to amali@a which is

more accurate comparing with other ancient packages
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Chapter two: Empirical Evidence
[1.5. Conclusion of the Chapter

The main objective of this chapter is to survey somalating previous
studies in corruption, and its effects from diffeirsides around the world which

gave this study the method of how to build the tagcal framework in chapter

three, and the way to analyze the data in chapter f
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Chapter Three: Theoretical Framework

[11.1. Introduction

The main objective of this chapter is twega basic concepts about
corruption, and economic growth theoretically, #fere, we highlight on its
different definitions, we will also have to understi the causes that make
corruption exist, and why it cannot be eliminatednpanently. From here we
must know the most important types of this phenameand how we can
classify it. After that we go to economic growtlmvwto define it, and how we
measure it. Finally, we accord those two varialdesl show the effect of

corruption on economic growth theoretically.

[11.2. Corruption

[11.2.1. The Concept of Corruption

[11.2.1.1. Different Perspectives on the Meaning o€orruption:

Societies may differ in their views as wihat constitutes corruption,
although the concept finds universal manifestatidasperts have different
perspectives on the meaning of this universal phmemomn. As follows:

[11.2.1.1.1. The Economist’s Perspective

Some economic writings tend to define wption as a situation where the
benefit (to a corrupt agent) of acting against éxpectation of a principal

outweighs the cost, or where a public good, semrceffice is sold for personal
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gain. Others describe it in terms of the expla@atof economic rents which
arise from the monopoly position of public offigalin either sense, to quote
one economist, corruption "provides a market prdeere a market is not

allowed. (Shihata, 1996, P.453)
[11.2.1.1.2. The Political Scientist’'s Perspecote

political scientist Delaney (2005, p.7)fided corruption as ‘behavior
which deviates from the formal duties of a publaier because of private-
regarding (personal, close family, private cligyp&cuniary or status gain; or

violates rules against the exercise of certaindygerivate-regarding influence.
111.2.1.1.3. The Legal Perspective

lllegality; a vicious and fraudulentention to evade the prohibitions of
the law. The act of an official or fiduciary persavho unlawfully and
wrongfully uses his station or character to procome benefit for himself or

for another person, contrary to duty and the rightd other.

(http://thelawdictionary.org/corruption/, seen: 11221 7at10:20 am.)

[11.2.1.1.4. Public Administration Speciali$'s Perspective

The public administration sees corruption in thesabof public resources
and the use of public offices for private gains tcany to prescribed norms.

(Kligaard, 2015, P.18)
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[11.2.1.2. Definition of Corruption from Perspective of International

Organization and Bodies

[11.2.1.2.1. Definition of Corruption by the World Bank

The World Banksettled on a straightforward definition: the abwde

public office for private gain.

Public office is abused for private gainem an official accepts, solicits, or
extorts a bribe. It is also abused when privatenagactively offer bribes to
circumvent public policies and processes for coitipetadvantage and profit.
Public office can also be abused for personal lieeeén if no bribery occurs,
through patronage and nepotism, the theft of sdasets, or the diversion of

state revenues(http://wwwl.worldbank.org/publicsector/anticorrugatfruptn/cor02.htm#define

seen 11-02-2017 atll :15 am.

[11.2.1.2.2. Definition of Corruption by Transpar ency International

Generally speaking as “the abuse of ergdugbwer for private gains”.
Corruption can be classified as grand, petty andiga, depending on the

amounts of money lost and the sector where it gcecur

Grand corruption consists of acts conmaditit a high level of government
that distort policies or the central functioning tbe state, enabling leaders to
benefit at the expense of the public good. Pettyuption refers to everyday

abuse of entrusted power by low- and mid-level puldfficials in their
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interactions with ordinary citizens, who often &meng to access basic goods or

services in places like hospitals, schools, palegartments and other agencies.

Political corruption is a manipulation of policiaastitutions and rules of
procedure in the allocation of resources and fimgndy political decision

makers, who abuse their position to sustain theivgr, status and wealth.

(http://www.transparency.org/what-is-corruption#defisees 11-02-2017 at 11 :21 am.)

[1l.2.1.2.3. Definition of Corruption by International Interpol

Corruption is universal. It affects adgions of the world and all levels of
society, but the impact is greatest in developiogntries. The effects are far-
reaching: corruption can undermine political, sbarad economic stability, and
ultimately threaten the safety and security of styces a whole. Corruption
creates a fertile ground for organized criminalivaiés, even terrorism, as
criminals are aided in their illegal activities the complicity of corrupt public

officials. (https://www.interpol.int/Crime-areas/Corruption/@gstion , sow 11-02-2017 at 11:32

am)

[11.2.1.2.4. Definition of Corruption by the United Nation Convention

When the negotiations of the United Natio@®nvention against
Corruption began in 2002, one option under conaiter was to avoid the

problem of defining corruption by simply listingwahole series of specific types
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or acts of corruption. After much discussion “c@tran” was not defined at all.
(United Nation handbook, 2004, P.23)

[11.2.2. Causes of Corruption

Many of studies point out the causes ofugairon in various sides there are
who classified the causes to direct factors whimimected with the activities of
the state, and especially with the monopoly, asdrditionary power of the state.
Indirect factors such as quality of the bureaucréeyel of public sector wages

and penalty systems. (Tanzi, 1998, P.10-16)

Others like Voskanyan (2000, P.17) divide ttauses of corruption into

three categories, cultural factors, psychologi@aatl system-related.

Thus, the most important and popular caussegorized into four main
factor-groups, specifically: political and judiciictor; historical factors; social

and cultural factors and economic factors.
[11.2.2.1. Political Factors

The political reasons of the widespreadasfuption of the most important
and dangerous reasons, which confirms the tegtsrteeand studies in this field
that summit corruption quickly move to lower lev@iotected and covered by
leaderships complicit with it, where corrupt eletsedominate on public

property and have the authority which it able tpleit it for their own interests.
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The most important political causes ofrgption could be straitening it in

the following points:
-The Democratic Environment

The democracy has been highlighted on it in mamyliss related by
corruption, this latter linked to a large extent the political system, and
democracy which influence the political competitiand, therefore, the impact
on transparency and integrity, as well as adversdigcts the freedom of
association, and the press which leads to manyrapptes of corruption, and
it makes it exacerbated dramatically in countrieghwveak democracy,
especially in underdeveloped and developing coesitihut that's not mean that
corruption is not exist in the developed countnegh high democracy and

opened political system. (Rana, 2011, P.13-14)

-political corruption happens in the countries tigb the electoral process, and
attract supporters, and fundraising, and attengptgatn the supports of voters
by the means that suit the needs of each slicehwgdtart by making promises by
the candidate, for the elections and ends to buyatgs from voters by amount
of cash, and in-kind, when the candidate win hddihimself obligated to seek
ways that enable him to recover the amounts smeget to his location, and

arrangement the additional amounts for re-elecéigain. (Arab Development

Organization, 2008, P.12)
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-lack of commitment to the principle of separatimaanced between the three
authorities, executive, legislative and judicial the political system and the
tyranny of the executive branch to the legislativ@nch which leads to a
disruption the principal of mutual control, as tkta fragility of judicial system

and the absence of independence and integrity demesl from the encouraging

causes of increasing corruption. (Mosleh, 2013)P"§"!
-Political Stability

Also political instability may matter for corruptipthe expectation being
that more unstable countries will have higher Isve perceived corruption.
Besides the probability of getting caught, offisiawill consider the
consequences if they do. The punishments for camimalfeasance are
obviously relevant, short of prosecution; offendars likely to lose their job,
whether by recall, if elected, or dismissal, if ajppped. The cost of this involves
depends upon the benefits provided by that jolh siscthe level of the salaries
in the public office and length of time for which Aonest official could expect
to enjoy them. A high degree of political stabiliyll lengthen official’s time
horizon. And a bureaucracy that offers long-termmeees with chances of
advancement will promise greater future benefia tow level bureaucrat than
one in which jobs are more insecure and promotsg likely. Besides losing

their jobs, corrupt officials often face socialltsor if exposed to a degree that
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depends upon the prevailing norms and expectatwthen the culture. From all

of these arguments. (Treisman, 2000, P.7-8)
-The Judicial System and Origin of the Legal System

The judicial system is also expected to play a rwlecontrolling
corruption. The role of the legal system and thie mf law have featured
significantly in many studies on the quality of govance and its consequences
for development. Strong legal foundation and effiti legal system protect
property rights and provide for the enforcementcohtracts undermines the
operation of the free market, and in turn, redubesincentives for agents to
participate in productive activities. But legal ®ms may differ in the degree to
which property rights are protected and in the ityadf government they
provide. Empirical work suggest that the common Exgtem mostly found in
the colonies of Britain, appears to have bettertgutmn of property rights
compared with the civil low system typically assded with the former

colonies continental Europe. (Rana, 2011, P.15)

-The system of governance was characterized byiyrand dictatorship and
the absence of good governance and democracy msgfsgaand this leads to
widespread and worsening the phenomenon of coomptvhere there is a
consensus system of governance in which particpand integrity absent is
more fertility systems of the spread of corruptiamong the individuals of
society. (Doganis, 2007, P.67)
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-The weakness of the role of civil society instidns and private institutions in

rabic]

the oversight of governance performance. (Kanzd, €015, P.23)

-The misuse of discretionary power and lack of ttrus the safety of
interpretation and application of laws and regoladi in the public sector. (Al

Bishri, 2007, P.66Y2"

-The existence of laws or regulations or legisl&i@®ncourage to corruption,
and we see that It's necessary to add this reabenevwoften the law was a mean
of means of corruption that's when reflect abowiewpoint of dictatorship
regulations so the legislator seeks to create mesrifor acts its origin
permissible for putting the citizen in a place mérimination and weakening his
legal situation which leads the individual to cimoeention to this legal texts by
all the means often be illegal such as bribes @inaead forgery and

impersonate... (Al-Lami, 2007, P.8t°"!
[11.2.2.2.Historical Factors

To a large extent, it is difficult to separate tinstorical factors from the
political and judicial factors since the effectiess of the judicial system is
dependent on the colonial heritage of the coumryuestion. La Porta et al
(1999) argue that a common low legal system, artd superior governance,
with more effective judicial system, and with befpeotection of property rights

compared with the civil law system. Also Treism&0{0), as seen above,
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explores the direct influence of historical tramlition perceived corruption,
showing that countries with a history of BritisHeruvere rated “less corruption”.

(Rana, 2011, P16)

[11.2.2.3. Social and cultural factors

This group of factors captures the social and cailltaharacteristics of a
country that may impact upon the commonness ofuption in given country,

such as religion and ethnic and linguistic fracaioration.

a- Religion

Religion may also influence how individuals vieweithloyalties to family
as opposed to other citizens__what Edward Banfe#dd called “familism”
which in turn may affect the level of nepotism. Acend pathway by which
religion could affect corruption levels is via thestorical pattern of influence
that developed in different settings between chuacil state. In religion
traditions such as lprotestantism, which aroseomesversion as dissenting
sects opposed to the state-sponsored religiontuitnshs of the church may play
a role in monitoring and denouncing abuses by siffigials. In other traditions
such as Islam where church and state hierarcheeslasely intertwined, such a

role may be absent. (Treisman, 2000, P.7)
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b- Ethnic and Linguistic Fractionalization

Ethnic and linguistic fractionalization okaciety may also contribute to the
commonness of corruption in a given country. Thid@we is, however, mixed.
Shleifer and Vishny (1993) suggested that countudwre the population
consists of several different ethnic groups areentikely to be characterized by
a less organized, and therefore more deleterigye of corruption19. This
hypothesis is used in Mauro (1995), where it isnfbthat an index of ethno-
linguistic fractionalization is correlated with coption. Also, La Porta et al.
(1999) found evidence that, in societies that amremethno-linguistically
diverse, government’s exhibit inferior performantcater, Alesina et al. (2003)
have presented evidence that ethnic and linguisactionalization has a
statistically significant negative impact on cortiop, in the sense that countries
that are ethno-linguistically diverse are assodiat#h higher perceived levels
of corruption. However, Tanzi (1994) argues thdiljguofficials are more likely
to do favors to their relatives in societies whizmmily ties are strong, and this
can more likely happen in societies without, orhwiess, ethno linguistic

fractionalization. (Rana, 2011, P.17)

Other Social and Cultural Causes

The collapse of moral and value of the individual.

(http://www.mof.gov.ig/Lists/ResearchesAndStudiqed819:57- 2016/12/25P7)
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- Racism where some developing and developed satillpracticed racism
on the basis of color or gander or religion or gapbical origin of human,
which leads to deterioration of the economic andiadoconditions for
minorities that suffer from this discrimination artiekreatment so in general
witold in them the desire of revenge from the siycie

- Culture and civilization clash with official workalues with official work
values so often a gap occurring in many develo@nd underdeveloped
countries between the culture and civilizationdluea and the official work
values based on the discipline, secretariat, h@wthe presence of friction
and interaction between different civilizations aadltures are likely to
penetrate happen of foreign culture and civilizav@alues which leads to a
change of behavior and official work values, anehtleccurrence the assault
on the public money crimes, especially when theenmslt values become

higher than the religion and moral values. (Satadl,&2012, P}

The absent of moral and religion awareness, withb#orole civil society

and the foreign  western cultural invasion. (http://www.univ-

medea.dz/Fac%5CD%5CManifestations%5CProtection%20i20et%20contre%20la%20corr

uption2009-2010/4.pdR1:33-2016/12/23 P.8)

- Hiring the regional and clan and family affiliat®m official dealing and in
pressure on leaders to investigate gains and aatyestwrongfully and this
evident in the appointment process and filling p@std the granting agencies,
licenses and other. (Bousayoud, 2013, P28
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- The absence of internal social mechanisms applginglity management
services.( Al Bishri, 2007, P.66}"

- The spread of ignorance in the community which guating to the spread
of corruption, as there is a general ignorancehefrights of the citizen and
his right to be informed and accountability on thke of government and its

work in many fields. (Mosleh, 2013, P.8t}"!
[11.2.2.4. Economic Factors
- Institutional Quality

Broadman and Recanatini for a sample transitiom@&ties in Europe
and central Asia that higher barriers to marketyelgad to higher corruption.
Djankov et al are equally concerned with the natfrentry regulation. They
determine the number of procedures required fatisgaa new business for a
cross section of 71 countries, these variables avitbuntry’s level of corruption
for a variety of specifications and control varedl This impact of corruption
supports the argument that entry regulation ofteesdnot serve to correct for

market failure but brings about problems of its o(rambsdorff, 2005, P17)

- It is obvious that national individuals will payilbes only if they can get a
higher marginal benefit from it. Economic rentsatetl to discretionary
power are the necessary condition of the incidemde corruption.

Discretionary powers without related rents will dilgirlead to corruption.
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Ades and Di Tella(1999) show that countries whe&mad have higher rents
tend to be more corrupt. National resource expgloitais an activity of

particular high rents that are concentrated anty eagploitation. Leite and

Weidman (1999) hence find in their elpirical anaythat the incident of
corruption depends significantly on natural reseuabundance. However.
Treisman (2000) did not provide strong evidencet i@l and mineral

exports are positively correlated with the leveloofruption. (Dong et al,
2010, P.8)

- Trade restrictionsire the prime example of a government induced sooifrc
rents. If importing a certain good is subject taamtitative restriction (for
example, only so many foreign automobiles can hwmed each year), the
necessary import licenses become very valuablarapdrters will consider
bribing the officials who control their issue. Mogenerally, protecting a
home industry (such as plywood manufacturing) frimmeign competition
through tariffs creates a semi-monopoly for thealoandustry. Local
manufacturers will lobby for the establishment andintenance of these
tariffs and some may be willing to corrupt influhtpoliticians to keep the
monopoly going. Studies have shown that a very opeonomy is
significantly associated with lower corruption.dther words, countries tend
to be less corrupt when their trade is relativelgef of government

restrictions that corrupt officials can abuse. (kta997, P.4)
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Poverty
Poverty not only encourages corruption, but corpugilic institutions in
turn exacerbate poverty. The poor engage in coprgattices out of desperation,
but the only people who benefit in the long run t@se already in power. It's
no coincidence that the most corrupt countriesndfi@ve the poorest citizens, or
are otherwise ravished by war and violence. 80%fatans live on less than
$2 a day. In 2010, the United Nations estimatetl288 million people in sub-
Saharan Africa were undernourished. When the poarat have what they will
eat, they are forced to make money through cutersrwhich are corrupt. The
countries at the bottom of the corruption rankingsstly in northern Europe,
are among the wealthiest in the world. While itdifficult to say whether
poverty causes corruption or corruption causes nypviaere is no question that

the two are linked. (https://soapboxei.coms/world-polities/corruptiotdtipnandcuses

13/02/2017-21:42.)

- The Size of the Public Sector

A number of possible causes of corruptime related to the extent of
government intervention in the economy, and moreegaly, to variables (such
as, for example, the level of import tariffs, swss, or civil service wages) that
are determined by government policy. When pervasagilations exist and
government officials have an excessive degree sireliion in applying them,
and when regulations lack simplicity and transpeyemprivate parties may be

willing to pay bribes to government officials indar to obtain any rents that the
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regulations may generate (Mauro, 1996). Actuallgtrang suspect is that many
regulations, whatever their original rationale ntiphve been, are kept in place

with the sole propose of allowing bribes to beect#d. (Rana, 2011, P.19)

- The big widening of state intervention in econoffiretd and survival of the
government runs a large property.
Low of income level of the perpetrator of the criofecorruption compared
of the level of inflation or domestic prices, whiamakes the real income
unable to satisfy the needs of living necessarg, faom this we find the
employer himself compelled to accept the briberypy the material
shortfall resulting from the weakness of his incorfil-Sakarna, 2009,
P.284ifabicl
- Price Controls
Whose purpose is to lower the price of some godoMbe#s market value
(usually for social or political reasons), are assource of rents and of ensuing
rent-seeking behavior. Price controls create inecestfor individuals or groups
to bribe officials to maintain the flow of such gisoor to acquire an unfair share
at the below-market price. (Mauro, 1997, P.5)

[11-2-3- Types of Corruption

The types of corruption are strictly linked to theeoretical view on
corruption (Bigovic, 2005, P.5). Evidence of cqtion can be viewed through

more than simple cases of unethical governmential$i taking money from the
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public purse for their own benefit. It is also seerdysfunctional government
are often only able to obtain public services ich@nge for a bribe, and as a

result progress is solved.

(http://www.parliamentarystrengthening.org/corruptimdule/pdf/corruptionunitl.pdf 25/02/2017 at

21:03 P: 2)

And from here we can give a classification oemvgroup of types of

corruption:

[11.2.3.1. Corruption According to the Size (Levelor Range)

111.2.3.1.1. Petty Corruption

Petty corruption is defined thus:"Small scale, lbweratic or petty
corruption is the everyday corruption that takescplat the implementation end
of politics, where the public officials meet thebtia”. Petty corruption is
bribery in connection with the implementation ofistxg laws, rules and
regulations, and thus different forms grand ortmal corruption (we will talk

about these latter later).

Petty corruption refers to the modest sofm®soney usually involved, and
has also been called “low level” and “street lev&d’ name the kind of
corruption that people can experience, more or, ldasy, in their encounter
with public administration and services like hoalst schools, local licensing

authorities, taxing authorities, and so on. (Mugtin2006, P.17)
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[11.2.3.1.2. Grand Corruption

Involves big or massive transactions through amothgrs contracts ad
concession. It can be in construction, huge pushasvisions and mining. It
takes the form of skewed investment decisions W@tk for personal gain;
transfer of cash money from public to private inges illegitimate tax
exemptions, tax holidays, ghost projects (in whimstney is received but the

intended  construction never happens) and money d&iny

(http://www.parliamentarystrengthening.org/corruptimdule/pdf/corruptionunitl.pdf 20/02/2017 at

19:22 P: 2) This type of corruption of often occurs at thghast level of the

establishment. (El Serifi, 2008, P.B5}'!

Grand corruption and petty corruption tend to gachan hand and to be

mutually reinforcing. (Peschl et al, 2012, P.8)

[11.2.3.1.3. Systemic Corruption (or endemic corruption)
Is corruption which is primarily due toetweaknesses of an organization
or process. It can be contrasted with individudict#is or agents who act

corruptly within the system.

(http://www.parliamentarystrengthening.org/corruptrmdule/pdf/corruptionunitl.pdf 21/02/20k1

20:13).
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[11.2.3.2. Corruption According to the Organization Degree( Ezeogidi, 2013,

P.74)
[11.2.3.2.1. Organized Corruption
A well organized system of corruption in which thés a clear idea:

+ Of whom to bribe.
+ How much should be offered.

+ And are confident that they will receive the fauoreturn.

[11.2.3.2.2. Chaotic Corruption
A disorganized system where there is no clarityarédgmg whom to bribe
and how much payment should be offered there is:
+ No guarantee that further bribes will not have éopaid to other
officials.
+ No reasonable assurance that the favor will bereledd.
4+ No coordination between the recipients of benefitith the result.

+ That the price of corruption is often inflated.
[11.2.3.3. Corruption According to the kind of Sector that Spread in it
111.2.3.3.1. Corruption in Public Sector

The claimant was and still prevail in institutiorejen those in power
themselves complain of corruption in their sermansl statements and hear

their claims of reform and fight it because thelmuector is a breeding ground
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for administrative deviations and financial thefdidathat the weakness or
absence of oversight and accountability mechanis(Bausayoud, 2013

P.ZOjArabiC]

Judge Noonan described it as follows:"The corehefd¢oncept of a bribe
in an inducement improperly influencing the perfamoe of a public function

meant to be gratuitously exercised”.

(http://arizonajournal.org/wpcontent/uploads/2018AEhningArticle.pdf.23/02/2017 at 22:5P.801)

It can be said that public sector cormuptis rampant corruption in the
government administration and all public bodiest tf@lowed, one of the
biggest obstacles to development; it is abuse dflipwffice for personal

purposes and interests. ( Amin, 2009, P58
111.2.3.3.2. Corruption in Private Sector

It means the exploitation of the influence of thizrqte sector to influence
the course of public policy of the state, usingaas means. (Abdel Aali, 2013,

P ] 273Arabic]

Hellman et al (2003), find that state capthas been the norm in a large
number of transition economies in which public a#ls and politicians sell
lucrative advantages and preferences to privatesfiFaccio (2006) in a study
of political connection in 47 countries finds tltlaére are significant benefits to

engage in state capture. The benefits for the cdpta include competitive
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advantages in government contracts. Access toedngovernmental goods
(such as permits and licenses), lower taxes, agdla®ry leniency. (Puccio,

2013, P.8)

[11.2.3.4. Corruption According to the Geographic Extent (Abdel Aali, 2013

P285Arabic]
111.2.3.4.1. Local Corruption

It is corruption that is spreading within the stand not exceed the
regional borders, nor out of being a corruptionurfior staff and individuals,
who are not related to crimes in their wrongdoingl arimes by foreign

companies.
111.2.3.4.2. International Corruption

This type of corruption takes a wide range andally, surpassing the
regional state borders and even continents, and itmi the context of

globalization, which has become not recognize treldr.

And international Corruption has multipleolsy including Multinational
Corporation and international organizations, and thternational Monetary

Fund ect ...
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[11.2.3.5. Corruption According to the Level
111.2.3.5.1. Top-Corruption

Top-corruption of the most common in developingrdaes, corruption, a
private manager or president or the first offi@afruption, so taking advantage
of good works and public funds without supervision control thus taking

advantage of their authority and sovereignty. (®a2003, P.148)2""!
111.2.3.5.2. Institutional Corruption

Like all forms of corruption, the institutional kdninvolves the improper

use of public office for private purposes.

Recognizing institutional corruption istralways easy because it is so
closely related to conduct that is a perfectly atalgle part of political life. The
individual member’'s contribution to the corruptiois filtered through
institutional practices that are otherwise legitienand may be duties of office.

(Thompson, 1995, P.7)
111.2.3.6. Corruption According to the Return (Bousayoud, 2013, P.21§"
111.2.3.6.1. Substantial Corruption

It is aiming to get the material and financial retu
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[11.2.3.6.2. Intangible Corruption

It is in cases that are not required in it a feh as: mediation, favoritism,

nepotism, and misuse power utilization ect...
[11.2.3.7. Other Types of Corruption
[11.2.3.7.1. Economic Corruption

Economic corruption can be defined as the sacrifitéhe principal’s
interest for the agent’s interest. Economic coiauptesult in making profits. It
has implication of determining the loss of incorheyw and how much for the
principle, the agent, the state, the consumer,ett@momy ect... (Hernandez,

2008, p3j-
[11.2.3.7.2. Administration Corruption

Includes persons like higher authorities, officgrslice officers, clerks,
peons, ect. For example, if we give money then are get anything difficult,
easily. Give money office, you will get driving &nses. In hospital, court, and

other government. Offices everywhere you have e gnoney for kind of job.

(http://WWW.indiastudychannel.com/resources/13878B-dlifferent-types-Corruption.aspx

23/02/2017-21:48)
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[11.2.3.7.3. Ethical Corruption

Ethical is a about moral and ethical phenomenamda, 2014, P20).
Ethics corruption is what makes the individual Ibs& humanity and follow his

desire satisfies his needs, like stealing, accepéb ect...
111.2.3.7.4. Episodic Corruption

This type of corruption occurs when honest belravs the norm,
corruption the exception, and the dishonest pufdicvant is disciplined when

detected. (Tavanti, 2013, P.4)
[11.2.3.7.5. Cultural Corruption

It mean the deviation of any group of society frtima public constants of
nation, which dismantles its identity and heritagéture, which is unlike other
types of corruption are difficult consensus on ttmndemnation or enact
legislation criminalized, so it's hiding behind é&@om of opinion and expression

and creativity. (Abdel Aali, 2013 P28)
111.2.3.7.6. Financial Corruption

Including the prices of financial deviations, tmeles and financial
conditions offence that regulate financial work @i in the state and its
Institutions, and infraction of instructions of thaancial control devices. (Al-

Mhayni, 2009, P2
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111.2.3.7.7. Political Corruption

Political corruption involves political decisionakers. It takes place at
the high levels of the political system. It is whbe politicians and state agents,
who are entitled to make and enforce the laws enrtame of the people, are
themselves corrupt. Political corruption can bdimggiished from bureaucratic
or petty corruption, which is corruption in the figbadministration at the

iImplementation end of polities. (Inge Amundsen,4,92.3)
[11.2.3.7.8. Judicial Corruption

It's includes nepotism and mediation, amdat resulting of innocent
indictment and absolution of the guilty and witndaksity, and digestion of

other rights.

Transparency international, a global organizatioronwting clean
government, polled 59.661 people in 62 countrieghigr global corruption
Barometer 2006 survey, and found that, in one-tbirdhese countries, more
than 10% of respondent who had interacted withudieial system claimed that
they or a member of their household had paid aeliobobtain a “fair” outcome
in a judicial case. In 55 of the 62 countries pblla higher percentage of people
perceived extreme judicial corruption that had paidbribe. In 33 of the 62
countries polled, a majority of respondents desctithe judicial legal system of

their country as corrupt. (Wang, 2012, P.2)
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111.2.3.7.9. Social Corruption

Is a bug in the social values and motuption is a form of social
corruption, corruption in the beginning spread agqtme group of individuals

then soon spread to the majority of society. (A8Bi, 2007, P.5¢)2
[11.2.3.7.10. Environmental Corruption

It is a vital area in which human livesdaenvironmental Corruption
includes all of sabotage damaged the soil, watglamt or air. (Kanza, 2015,

p.25}abe]
[11.3. Economic Growth
111.3.1. The Concept and the Ways of Measuring Eonomic Growth
[11.3.1.1. General concepts of Economic Grativ

Economic growth is in limited sense,i@erease of the national income
per capita, and it involves the analysis, espaciallquantitative terms of this
process, with a focus on the functional relatiortwieen the endogenous
variables; in a wider sense, it involves the insecaf the gross domestic product
(GDP), gross national product (GNP), net income,(Mierefore of the national
wealth including the production capacity, expressdabth absolute and relative
size per capita, encompassing also the structuaalifitations of economy.

(Haller, 2012, P.66)
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Another definition, economic growth meagrowth of output. But
output that will meet the multifarious demands afdarn economy is varied in
the extreme. Reducing it all-the tangible with th&angible, the like and the
unlike-to a single measure and comparing the e$oiftdifferent periods or for
different countries where the composition of outpas changed or is different-
perhaps considerably-must obviously present dities, both theoretical and
practical. The measurement can never be whollglykdj let alone precise; it can
however be made to give approximations which uséith Wue care and

understanding, can be useful. (Arthur, 1964, P.1)

Economic growth is the increase in théatrdn-adjusted market value of
the goods and services produced by an economytionver It is conventionally
measured as the percent rate of increase in reat glomestic product, or real

GDP, wusually in per capita termghtips:/en.wikipedia.org/wiki/Economic_growth

28/02/2017-22:36)

Economic growth is how much more the ecoyp@roduces than it did
before. If the economy is producing more, businesge more profitable, and
stock prices rise. That gives company’s capitalineest and hire more
employees. As more jobs are created, incomes @sasumers have more
money to buy additional products and services,myiviigher economic growth.

For this reason, all countries want positive ecocomgrowth.

(https://www.thebalance.com/what-is-economic-gro@806014 02/03/2017-23:D3
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[11.3.1.2. Measuring Economic Growth

Economists use many different methods to measums fast the
economy is growing. The most common way to meatwe2conomy is gross

domestic product  (GDP). (http://www.bankofcanada.ca/core-functions/monetary

policy/measuring-economic-growth/ 04/03/2017-11:45)

Gross domestic product is the market value of goadd services
produced within a selected geographic area (usw@albpuntry) in a selected

interval in time (often a year). (Gosh, 2007, P.1).

It counts all the output generated wittie borders of a country. GDP is
composed of goods and services produces for salbeinmarket, and also
includes some nonmarket and also includes provigetie government. (Callen,

2008, P.49).
[11.3.1.2.1. Measuring GDP

There are three basic approaches to measure Gpéndiiure approach,

income approach, production approach.
111.3.1.2.1.1. Expenditure Approach

It's a market of measuring GDP by calculating g@ésding throughout
the economy including consumer consumption, inkgstjovernment spending,
and net export. In another words, this method measwhat our country

produces of a country produces by assuming thdtrilshed goods and services
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of a country equals the amount spent in the coufdrythat time period.

(http://www.myaccountingcourse.com/accounting-ditéiy/expenditure-approach 12/03/2017-22y52

This is the most common way to measuic calculate GDP.
111.3.1.2.1.2. Income Approach

This method calculates earnings due to the ownérthe factors of
production which are used in the production ofltotgput. (Al-Issa et al, 2006,

P ] 973Arabic]

The income approach to measuring GDP sedan the accounting reality
that all expenditures in an economy should equaldbal income generated by
the production of all economic goods and servitedso assumes that there are
four major factors of production in an economy aedenues must go to one of
these four sources. Therefore, by adding all ofsth&ces of income together, a
guick estimate can be made of the total productadlee of economic activity
over a period of time. Adjustments must then maketdxes, depreciation and

foreign factor payments.(http://www.investopedia.com/ask/answers/070715/kowou-

calculate-gdp-income-approach.asp.12/03/2017-283:17

[11.3.1.2.1.3. Production Approach

Which is called the output approach, measures GBORha difference
between value of output less the value of goodssandces used in producing

these outputs during an accounting period. (Vu @Quaat, 2009, P.4)
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To measure the total production by thiywhe total economy divides to
various sectors such as farm sector, mining settute sector, industry sector,
tourism sector, mining sector, than the value eftttal production calculated to
each sector separately and collect all sectorsesalreach the total production.

(Al-Issa et al, P.9g)y2""!
[11.3.2. The Effects of Corruption
111.3.2.1. The Positive Effect of Corruption

Most studies agree that corruption is bad, butnts mean that 100% of
corruption is negative, because there is some eapstudies have proven that

corruption has positive effects on economic in gainend economic growth.

If we see the most popular definition ofraption “the use of public office
for private gains”, the using of this definitionstnot clear that corruption is bad
for a country’s overall welfare. For example, LEfB64) and Huntington (1968)
suggest that under rigid regulation and inefficiemteaucracy, corruption might
foster economic growth. In their model, agents‘espeed money” to get around
bad laws and institutions. Additionally, Lui (1988hows that bribery can be
efficient in a queuing model if agents with highatues of time can to obtain a

better place in line.

Also there is positive effect of corruptioontrolling for institution quality,

even if the total effect of corruption on econord&velopment is negative. Yet
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another possible explanation is that economic drawight feed corruption by

providing additional demand for bureaucrat servi¢nronov, 2005, P1-2-3)

Also corruption can unite different paddi, ethnic, religion and economic
group regardless of their difference, it collectajors and people with different
opinion and different political background come dtiger and uphold their

relationship in order to preserve their economiaadiage.

Through corruption, wealth are transfertgdformly. Some individuals
stole substantial amount of treasures to buildragmal platform for themselves,
in this area some people are gainfully employedentithers benefited from the
stolen wealth. Wealth is easily circulated withinshort period of time.
Nowadays politicians that stole billions of dollai® force to spread the money

across zones if they are to win any political seaiffice.

Corruption reduces unemployment by whatale“nepotism”, because in
corrupt countries the percentage of employmenbaslow, even for efficient

employers so they exploit the relationship for thesn get the job.

(http://www.nairaland.com/2159488/opinion-6-advaetgorruptior?1/03/2017-15:29)

In my opinion, | found that corruption hasnditions to be positive in
economic in a given country, first corruption has way to be good in
developed countries and we can total see the weggaifiect if it occur like what

happened in the FIFA 201Butp://www.bbc.com/news/world-europe-32897@B03/2017-

15:38)
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Also corruption can be positive only inetlunder developing, and
developing countries, which is fertile ground farrption because of the weak
democracy, and political system, and many weak tpoon their laws. In
addition, corruption must be intrusive for a longé in the country, and
bureaucracy be so strong and widespread in mogirsebecause in developed
country there is competition between companies lwhean there is no place of
bureaucracy and there is a high quality of the pegdand high quality of the
service, which mean the employers must be efficiak there is no way to use
relationship to employ inefficient worker becausevill hurt the institution in

the market.

[11.3.2.2. The Impact of Corruption on Economic Growth

The impact of corruption on economic gifowas occupied the attention
of researchers especially in last decades. In fagtierous empirical studies
indicated that there is negative relationship betweorruption and economic
growth, and Many researchers argued that corrubtiots the economic growth,

because corruption may create uncertainty envirohthereby effect on:

[11.3.2.2.1. The Impact of Corruption on Public Investment

It is important to emphasize that conuptaffect public investment,
reduces economic growth. First, corruption can cedgrowth by increasing

public investment while reducing its productivi§econd, corruption can reduce
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growth by reducing the quality of the existing adtructure. A deteriorating
infrastructure increases the cost of doing busiriessoth government, and
private sector (e.g., congestion, delays, breakadoivmachineries, etc), and
thus leads to lower output and growth. The impaaof infrastructure in
growth has been shown in many cross-country reigressFinally, as we said,
corruption can reduce growth by lowering governmesdenue needed to

finance productive spending, such as educatiomgR2011, P31)

111.3.2.2.2. The Impact of Corruption on Investment

Corruption may distort an economy througihestment. This is because
the bribery cost incurred will increase the cosnekstment and thus discourage
investment. Corruption acts as undisclosed tax hainable to claim on tax
return. Certain investment projects may be favarddalsed on the potential for
private gains rather than societal gains. Theretbere will be over investments
in high profile and potentially ineffective projsctat the expense of more
important and useful investments such as health ehetation, which the
country really needs. Examples of over investmamtkide excessively large

infrastructure projects and investment in the matialefense. (Yun, 2015, P.7)
111.3.2.2.3. The Impact of Corruption on Human Capital
Obviously, corruption reduces the retuohgroductive activities. If the

returns to production fall faster than the retumsorruption and rent-seeking
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activities, resources will flow from productive aftiies to corruption activities
over time. This will result in a lower stock of piacible inputs like human

capital in corrupted countries (Mo, 2000, P.73).

111.3.2.2.4. The Impact of Corruption on Government

Government may misuse their entrusted povi@ private gains rather
than societal gains. By doing this, government {gles the trust of the people.
This can in turn produce an increasingly hardettipal and social environment
in the country and it becomes increasingly diffictd develop into a less
corrupted society. Corruption may also cause inigsance it produces a more
unequal societal income and wealth distributionval as sabotaging programs

designed to help the poor. (Yun, 2015, P.8)
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Figure (111.1) The Impact of Corruption on Economic Growth

Corruption l

Corruption impact on economic growth ]

/ l LN

Public investmentﬁ Private investmeTts Human capital Governrr?ent
tdrmediate effects of corruption 1
v l l
Public Investment investments costs skills incentive g@oament
Composition efficiency

Economic growth ]

Source: Adela SHERA et al, Corruption impact on Economicow&h: An empirical analysis,
Department of Economics, Faculty of Economics, @rsity of Tirana, 2014,G3
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[11.4. Conclusion of the Chapter

Corruption is a debatable issue that happsorldwide regardless the
countries are rich or poor, dictatorships or dermoes, socialist or capitalists.
The findings of previous studies have indicated tha relationship between
corruption and economic growth are ambiguous. Mali@05), Knack and
Keefer (1995) and Brempong (2002) found that cdrompis negatively related
to economic growth. Brunetti, Kisunko and Weder9@pfailed to identify
significant relationship between corruption and rexuaic growth. Heckelman
and Powell (2010) even found that corruption issabl promote the economic
growth in countries with low levels of freedom. Hewer, none of the country is

able to immune from its consequences to be merdione
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Chapter Four: Data and Methodology
IV.1. Introduction

This chapter includes the summary of datd the model used in this
study, in order to investigate the impact of cotimpon economic growth. This
chapter is divided into two parts. The first onateins data of the study such as:
the population and sample, the sources of theatatahe variables. The second

one cover the methodology used to provide the auewé test for the

hypothesis. Finally, constrict the model used mgtudy.
IV.2. Data of the Study
V.2.1. Sources of the Data

The study relies on two main sources ofadahe World Bank and
Transparency International. Additionally seconddaya collected from various

reliable sources such as: books and articles, atvdonk (Internet) publications.
IV.2.2. Population and Sample

The current study takes Algeria as the sampla@study, covering the
period 1990 to 2015, the Data listed on what meetioin the sources of the

Data.
IV.3. Variables of the Study

The purpose of this study is to examine tmpact of corruption on

economic growth. To achieve this objective the gtattempts to identify the
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factors that are significantly influencing the ecomc growth. Five variables
have been chosen as factors to explain the ingfacbrruption on economic
growth. This has mainly been done in line with jppag studies such as YUN et

al (2015), Rana (2012), Bounoua and Matallah (2014)

Table(lV.1): Summary of Variables, Abbreviation of Data and Sour ce of Data

Abbreviation Variable Source
Economic Growth GDPPC GDP per capita World Bank
Corruption Index EFI Economic Freedom Economic
Index (EFI) freedom index
Investment FDI Foreign direct World Bank

investment, net inflows

(cuurent USD)

population PO Population Growth (%) World Bank

Petroleum OP Oil Prices (current USD) OPEC

1. TheDependent Variable
GDP Per Capita

The dependent variable used in this stsd@gDP per capita expressed in
current USD. This variable was gathered from the rlvadDevelopment

Indicators.
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2. Independent Variables

2.1. Economic Freedom Index (EFI)

A ranking of countries or states based am tamber and intensity of
government regulations on wealth-creating activifdetrics that an economic
freedom index evaluates include international trae&trictions, government
spending relative to GDP, occupational licensirgumements, private property
rights, minimum wage laws and other government+odlet factors that affect
people's ability to earn a living and keep whatytlearn. Such indexes are

usually produced by economic think tanks.

2.2. Foreign Direct I nvestment

Net inflow of foreign direct investment eggsed in proportion of GDP was
extracted from World Development Indicator. Netlowf of foreign direct
investment is derived from new investment inflomsacquiring at least ten
percent management interest of any business @entitiea country deduct
disinvestment. It is the total of equity capitahr@ngs on reinvestment, long

term and short term capital in the balance of payme

2.3. Population Growth

Population variable extracted from World Depenent Indicator is the rates

of global population (annual %).
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2.4. Petroleum

These variables extracted from OPEC, expressi@anofial prices of oil by

current USB.
IV.3. The M ethodology

In order to fulfill the study objectivethe study employs Multiple Linear
regression. The Multiple linear regressions (MLR) a statistical technique that
uses several explanatory variables (independeniablas) to predict the
outcome of a response variable (dependent varialite) goal of multiple linear
regressions (MLR) is to model the relationship lesw the explanatory and

response variables.
IV.3.1. The Model

Following the study of CHUA HUI YUN et al (1986h4 six variables are

added together in a linear regression model tdhrdae study objectives.

The model is presented as follows:

Growth = F (Corruption, Investment, Trade Openness, Gover nment
Spending, Human Capital)

GDPPCt = F (EFIt, FDIt, TRADEt, GOVt, HCt)

Log-linear model is use as it can provide morecedfit results.
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LogGDPPC = B¢ + B, LogEFI, + B.PG; + B3 LogFDI; + g, LogOP; + Err,
4.3.3. The Hypotheses
To accomplish the aim of the study, théofeing hypotheses are
Formulated:

(Ho) There is no statistical significant relationsthptween Corruption and

Economic Growth.

(Hy) There is a statistical significant relationshiptweeen Corruption and

Economic Growth.
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IV.4. Conclusion of the Chapter

This chapter has illustrated the redearmethod used and the
methodology approved to present a convincing ansfeerall the study
guestions. The sample, data collection and theegoes that are employed to
examine the impact of Corruption on Economic Growre also discussed.
The construction of the research model: Economiow@r and all the
independent variables were also presented; theufatinn of the hypotheses

was surveyed. The next chapter shows the resuéistimhation and analysis.
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Chapter Five: Empirical Results

V.1. Introduction

This chapter aimed to: first, to see if the indefmrt variables are
influence to each other to effect on economic ghow&econd, to see how
corruption affect on economic growth, and how mithbad for the growth of
Algeria in each period. Third, to see if there asifive effect of corruption and
what are conditions to be positive on the growththaf country. This chapter
contain: statistical analyzes which conclude desee statistics, and
multicoliniarity test, and Pearson correlation betw the explanatory variables,

also the empirical results. Finally, a summaryhef thapter.
V.2. Statistical Analysis

This section contains four sub-sections, the Gre¢ shows the descriptive
statistics, the second provides the multicolinyatést between the independent
variables, the third present the correlation betwdee independent variables,

the last one provides the empirical results.
V.2.1. Descriptive statistics

Taking Algeria as a sample, the descriptive stasislisted through the
period 1990-2015, the data contains of 3@Mual observations about Algeria

during the above-mentioned period.

The results of the table (5.1) down showvleat the average of GDPPC
achieved the highest value among the variables3¢f10Q), and standard
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deviation of (0,206), with a minimum value of (39)band a maximum value of
(3,747) which are the highest values. While tha adiservation showed that the
smallest value of the mean was the FDI with a negatumber is (-0,342)
which has the highest value for the standard dewiatith (0,521).In addition,
FDI has the lowest values of (0,301) as the maximahae with (-1,523) as the

minimum value.

The lowest value for standard deviationswhe EFI of (0,019), with
(1,781) as a mean, and ranging from (1,744) td@),&inimum and maximum
values respectivelyAnother note showed that PG and OP have no dewiatio
where the average score of (0,230) and (1,553gotisely, (0,092) and (0,316)
standard deviation, and the minimum and upper gat€0,099) to (0,408) and

(1,089) to (2,039) in that order.

These deviations cannot be taken randowtiyle they can be interpreted.
In the beginning, the high value of average GDP banexplained by the

Increase in economic growth, especially in themegears from 2009 to 2015.

A deviation in FDI was also observed duethe significant decline in
foreign direct investment in previous years fron®d%0 2000.also recorded a
deviation in EFI which refer to the rise in clag=sation of Algeria in previous

years and then gradually decrease.
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Table (V.1): Descriptive Statistics of the Variables of the Study

Variables Obs Mean Std.Dev

GDPPC 3.411 0.207 3.16
EFI 26 1.781 0.0197 1.74 1.806
PG 26 0.23 0.092 0.099 0.408
FDI 26 -0.342 0.521 -1.523 0.301

OP 26 1.552 0.316 1.089 2.039

Note: GDPPC: Gross Domestic ProducEFl: Economic Freedom Index@G: Population Growth,FDI:
Foreign Direct Investmen®P: Oil Prices

Source: prepared by the research using Statal2

V.2.2. Multicoliniarity Test

This test aims to examine whether the regressiahehfound a correlation
between the independent variables. The VIF showid exceed 10 and the
tolerance should not be less than0,1. Then it camddrlared multiple linear

regression model is free framssumptions multicoliniarity.

Through the results shown in the table (%&8)ow, we found that the
average of the variables of the model is (4,26 Viariance Inflation Factor
(VIF) of the variables ranged between the highattes of (5,71) and the lowest
value of (3,02). While the values of tolerance ehgetween (0,175) and (0,331)
which is more than (0,1) and reached an averag®,2f7). Thus, the model

does not suffer the Multicoliniarity problem.

67| Page



Chapter Five: Empirical Results
Table (V.2): Variance Inflation Factor (VIF) and Tolerance (L/VIF) for the
Independent Variables

Variables

OoP
EFI

FDI
PG
Mean VIF

Source: prepared by the research using Statal2

V.2.3. Pear son correlation between the independent variables

The table (5.3) shows the Pearson correlation twhe independent

variables:

As mentioned down, table (5.3) describedatails the correlation between
all the independent variables employed in this\st@enerally, the independent
variables should not correlate between each ottregt least the correlation

should be low. From here, the correlation betwesatables is low.

The results of this study show a corretatietween economic freedom
index (EFI) and percentage changes in populatiowtyr (PG), also economic
freedom index has negative significant correlatiomth foreign direct
investment (FDI) and changes of oil prices (OPY. papulation growth (PG) it
has negative significant correlation with both fgredirect investment (FDI)
and the changes of oil prices (OP). Finally, fonetlijrect investment (FDI) has

positive significant correlation with the changé®ib prices (OP).
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Table (V.3): Pearson Correlation between the explanatory variables

1.0000

0.3877 1.0000
-0.7062: -0.5792" 1.0000
-0.7905 -0.0305 0.6668 1.0000

***correlation is significant from zero to 1% **ceoelation is significant from zero to 5%
*correlation is significant from zero to 10%
Source: prepared by the research using Statal2

V.2.4. Empirical Results

According to the output reported in talte4), the economic freedom
index (EFI) has the highest coefficient with a \ealf (-2,481), which means
that it has a statistically significant negativéeet on gross domestic product per
capita, that the reduction of economic freedomxn@g-I) rates drives to higher

growth rates.

In addition, there is a statistically sfgrant positive effect of population
growth (PO) on gross domestic product per capitBRBC) with a value of
(0,778), as Doa (2012, P.8) mentioned that pomragrowth may have had a
positive impact on per capita GDP growth in theglonn through improvement
of productivity through the contribution of new ageand the learning-by-doing

resulting from increased production volume.

Also foreign direct investment (FDI) haatsstically significant positive
effect on gross domestic product per capita (GDP®RI@) a value of (0,108),

while this value is not big that shows that foremjrect investment has weak
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effect in local economy, because foreign directestmnent depends on the
human capital available in the host economy Bortenszt al (1998). Also the
positive weak effect of (FDI) is on long-run whiatean that if the study was in

short-term the effect could be negative on econ@roavth.

Oil prices (OP) has also statisticallynsiigant positive effect on gross
domestic product per capita (GDPPC) with a value((@886), it is really
positive that oil returns are very useful and iasee significantly on economic
growth rates specially when the oil was in highaste in 2011, 2012, 2013,
however, (0.386) seemed low according to a couatynts on oil by 99%
which understand that the decline in the levelibpces in recent years effects
significantly on economic growth rates. As welletlpositive effect in this
results on table (5.4) shows that Algeria is jusk esistant in the face of the
crisis, cause as many countries who counting orbyilarge percent affected
negatively on economic growth with the time, anak thhat we see today in this

current crisis.

According to the table (5.4), Breusch-Ragas been done which leads to
find out heteroskedasticity problem in the modehisTtest counts on the
employment of Ordinary Least Square (OLS) residtegsession under the null
Hypothesis which means the variance of the ressdisahot homogeneous or
constant, unlike the alternative hypothesis Lef{&916, P.89). the findings of

breusch-Pagan test shows that Chi-square has kea@egrfreedom in (1) in
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values of (5.37), and P-value in (0.0205) whichbislow an appropriate
threshold (p<0.05), and that mean the null hypathes rejected, where for
variance of the residuals is not homogenous. Inetig in this model the R-
squared value is (0.9377) which mean that 93.77%hahges that occur on the
dependent variable (GDPPC) are caused by the indepévariables.

Table (V.4): The pooled Estimation Result of Corruption M odel

LogGDPPDR- B0+ B1LogEF} + B2LogPG +33LogFDk + B3LogOR + Erg

variables Coefficient T-test
= -2.481 -2.12

PG 0.778" 3.67
FDI 0.108 2.46
OP 0.386" 4.53
Constant 7.088" 3.29

R-squar ed 0.9377

Ajusted-R? 0.9259
F-Ratio Value Prob
79.07" 0.00

B/P test Chi2 (1) = 5.37

Prob > Chi2 = 0.0205

¥: Data Analysis. *** Significant different from ze at the 1% level. ** Significant different fronem at the 5%
level. * Significant different from zero at the 10&wel.

Source: prepared by the research using Statal2
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V.3. Conclusion of the Chapter

In this chapter, we examined the possibility oferaction of economic
growth with changes in independent variables. Tginouhe results we
concluded that the variables identified are siatifly significant and therefore
affect economic growth. In addition, all variabkssidied positively affect the
fixed variable except corruption, it affects negally and significantly. These
results proved the validity of the previously mened assumptions, and support

the view that corruption sands the wheels of ecoagmowth.
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Chpater Six: Conclusion

V1.1. Introduction

The objective of this study is to investigate theea of corruption on
economic growth in Algeria during the period 1991k3. This study aimed to
achieve tow main goals. Firstly, to examine the&fbf corruption on economic
growth in Algeria over the period 1990-2015, antedaine the extent to which
this phenomenon influence the growth of the st&econdly, to find out the
main macroeconomic variables that explain variationgross domestic product

per capita in Algeria.

In this chapter, the study discusses tlstnmportant results proved in

chapter five; also the study presents recommentafm further research.
V1.2. Findings and I mplications

In the light of the outcomes of the study analys$i®e results can be

summarized as follows:

1. The pooled (OLS) test showed that, the (EFI) hashilghest coefficient
statistically significantly and negatively affech ¢the economic growth,
which mean corruption has a big effect of decrgpsime growth of the
state.

2. Also, there is a statistically significant relatsbmp between foreign direct

investment (FDI) and economic growth.
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3. Population growth (PO) has positive statistic digant relationship with
economic growth, through the improvement of pronitgt through the
contribution of new ideas and labor.

4. Oil prices (OP) has significant statistic positivelationship  with
economic growth, even it seemed low accordingdtate counts on oil by
96%, which mean that the current crisis of decimeoil prices is the

reason of the low effect on economic growth.

In general, the model can explain the vi@main economic growth in
Algeria, (R-square =0.9377), this means that 93.7@Rtthe variation in
economic growth is explained by the significant épdndent variables.
Therefore, the study summarizes the weak of ecangmwth in the face of
corruption in Algeria over the period covered. Rartmore, no one can count on
this model to predict the value of corruption instlstate, because it's more
complicated to see how much the country is cordipgspecially when

corruption classified with top-corruption.
V1.3. Recommendations for Further Research
According to the results found, the study recommsehé following:

1. This study found that corruption is fully negatiee economic growth in
Algeria; therefore, it's recommends the country tnastablish strict

regulations and laws to monitor in all sectors eslly the public sectors.
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2. The state must end the bureaucratic system andilmatet to establish a
system capable of avoiding corruption and employffgrials according
to their competence.

3. The state find a away to avoid the almost totahnele on oil, and go to
diversification in product, although it's late fahis recommendation
because of the current crisis, but it still possiiol avoid this latter.

4. The state should pay a great attention to foreigectlinvestment if she
wants to reduce corruption, because high levelupbion means less

foreign investment, which mean decrease on thetgjrofithe country.
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