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1. Introduction 
 
On one level, corruption appears to be at odds with the prospect of economic development 
(Mauro, 1995; Rose-Ackerman, 1999). However, some authors have perhaps controversially 
posited the opposite view. One pre-eminent supporter of the notion that corruption can have a 
positive effect on development was Leff (1964), who contended that where the institutional 
framework is not appropriate (in his case, where there are bureaucratic restrictions), 
corruption facilitates trade that would not occur without it. Various authors have responded to 
this assumption, with both theoretical and empirical studies. For example, Mauro (1995) was 
one of the first to demonstrate a significant negative correlation between corruption and 
private investment; in this way corruption reduces economic growth. Academic debate seems 
to be divided between supporters of the positive effect of corruption on economic 
development, who could be termed the “grease-in-the-wheel” school, and proponents of the 
negative effect, namely the “sand-in-the-wheel” school (Kaufman, Wei, 1999).  
Rather than simply opposing either of these two schools of thought, it is important to 
understand the marginal effect of corruption on economic development, while considering at 
the same time the influence of governance (Méon, Sekkat, 2005). The aim of the present 
paper is to analyze the relationship between institutional quality (synonymous with 
governance herein), corruption level, and economic development. The present research uses 
cross-national data developed by the World Bank and related to perceived levels of 
corruption, institutional framework quality and economic development, in order to test the 
various hypotheses. One particular feature of this paper is thus to investigate the impact of 
both institutional framework quality and corruption on economic development. Furthermore, 
a significant addition to the literature is the use of genuine wealth growth per capita as a 
proxy for economic development, rather than GDP growth per capita (Ehrlich, Lui, 1999). 
The use of this measure is in line with increasing concerns related to sustainable development 
(Arrow et al., 2004; Dasgupta, 2001; Aidt, 2009, 2011). One other original contribution made 
here is the application of the rarely used PLS (Partial Least Squares) structural equation 
modeling to evaluate the proposed scheme. This empirical research supports the ‘sand-in-the-
wheel’ perspective.  
 

2. The grease- / sand-in-the-wheel analysis 
 

Many economists have studied the relationship between corruption and economic 
development. As a matter of fact, the usual definition of corruption as “sale of government 
property for private gain” (Shleifer, Vishny, 1993) could lead to the intuitive conclusion that 
corruption has a negative influence on economic growth. When civil servants make decisions 
based purely on their own personal interests, their decisions are not likely to be of benefit to 
society. However, rather than there being general agreement on this matter, two opposing 
views have developed, which diverge on the question of whether or not corruption is harmful 
to an economy. 
 
To use an expression first coined by Kaufman and Wei (1999), some scholars contend that 
corruption is “grease in the wheel of commerce”. The view that corruption can be “efficiency-
enhancing” is an old strand in the economic literature (Aidt, 2003). In the 1960s, Leff (1964) 
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provocatively stated that bureaucratic corruption helps economic development. To support 
this view, various authors have provided both theoretical arguments (Lui, 1985; Acemoglu, 
Verdier, 2000) and empirical evidence (Egger, Winner, 2005). Three main explanations have 
been given for the potential positive influence of corruption on economic development. First 
it has been suggested that bribes attract a better quality of civil servant. In a developing 
country where civil servants are poorly paid, bribes constitute a supplementary salary that 
makes it possible to recruit better civil servants (Leys, 1964). Civil servants of a higher 
'caliber' can make better economic decisions and accelerate bureaucratic processes, helping to 
break down barriers to investment for entrepreneurs and hence leading to more economic 
development. Second, corruption could allow bureaucratic procedures to be speeded up. For 
example, Lui developed a model showing that corruption could shorten the length of time 
spent in queues (1985). Bribes could thus be an incentive for civil servants to accelerate an 
administrative system in which performance is generally poor (Lui, 1985). Corruption could 
also be necessary to bypass regulatory and bureaucratic constraints (Leff, 1964; Leys, 1965; 
Huntington, 1968). Finally, corruption could introduce an element of competition for 
government resources, and such competition could lead to government services being offered 
more efficiently than without it (Beck, Maher, 1986 ; Aidt, 2003). In general terms, the 
central argument of the grease-in-the-wheel view is that corruption allows economic agents to 
overcome bad policy, complicated regulations, or inefficient bureaucracy. 
 
The opposite school of thought has argued that corruption limits economic development 
through the “sand-in-the-wheel” of economic development (Buchanan, Tullock, 1962; Ades, 
Di Tella, 1997; Rose-Ackerman, 1999). For example, Frie and Vishny described the 
“grabbing hand” of government consisting of a large number of substantially independent 
bureaucrats pursuing their own agendas, taking bribes, and causing economic decline (1997).  
 
The arguments in favour of the sand-in-the-wheel view are that corruption implies the poor 
allocation of resources, an increase in economic restrictions or less investment, and therefore 
economic decline. On the one hand, the most important loss in economic growth linked to 
corruption is due to the inefficient allocation of resources (Svensson, 2005). Corruption, of 
course, distorts the decision-making processes of officials (Ministers or civil servants), who 
may be more likely to support investments associated with higher bribes than those associated 
with higher economic output.  For example, a civil servant may select a project to build a 
highway that is unnecessary for a given region and not linked with any form of economic 
growth, just because (s)he will receive a larger bribe from some of the economic agents 
involved. In such situations, corruption results in the poor allocation of resources and 
therefore slower economic development. Tanzi and Davoodi showed that higher corruption is 
associated with higher public investment in less productive areas (1997), leading to economic 
decline.  
 
On the other hand, the possibility of a bribe may be an incentive to create restrictions to 
economic development (Kurer, 1993). Such restrictions are not exogenous to the system but 
rather “part of the built-in corrupt practices of a patron-client political system” (Bardhan, 
1997). A civil servant may create distortions in order to have an opportunity to extort a bribe 
(Myrdal, 1968).  
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Furthermore, corruption could imply less private investment, and therefore slower economic 
growth (Mauro, 1995). Mo (2001) found that corruption reduces the level of human capital 
and private investment. Corruption could be a barrier to investors, with less investment 
leading to slower economic growth. Murphy et al. (1993) pointed out that entrepreneurs may 
invest less in a country where bribery is rife. This argument is especially pertinent here, 
because entrepreneurs need investors to sustain their risky projects and are thus vulnerable 
targets for dishonest predators (Murphy et al. 1993).  Similarly, a high level of corruption 
negatively affects foreign direct investment (Wei, 2000; Javorcik, Wei, 2009) and 
consequently also has a detrimental effect on economic development. Wei showed that 
economic agents accustomed to operating in transparent environments find it difficult to 
overcome the administrative complexities of corrupt environments, and may therefore avoid 
investing in highly corrupt countries (2006). Hines (1985) showed that US FDI (Foreign, 
Direct Investment) is mostly directed to less corrupt countries (1985).  
 
Rather than opposing either of the two foregoing perspectives, Ehrlich and Lui (1999) 
questioned whether the relationship between corruption and growth is causal, or whether it is 
the result of a third factor. Indeed, an implicit hypothesis of the proponents of the grease-in-
the-wheel view concerns the contingent circumstances of the relationship between corruption 
and economic growth. Leff (1964) argued that increased corruption leads to faster economic 
growth when regulation and bureaucratic restrictions exist. The grease-in-the-wheel view 
states that corruption is only beneficial when various aspects of governance are missing (Aidt, 
2009). The 'grease- vs. sand-in-the-wheel' debate is therefore not just about the link between 
corruption and economic growth. Indeed, scholarly discussion should question whether 
corruption has a positive or negative influence on investment when the quality of the 
governance is poor (Méon, Sekkat, 2005; Aidt, 2009). Therefore, to test the hypotheses of 
grease vs. sand, it is necessary to examine the connections between the quality of governance, 
corruption and economic growth (Méon, Sekkat, 2005). Herein, governance and institutional 
framework are taken to be synonymous. Institutions are defined as “the humanly defined 
constraints that structure political, economic and social interactions” (North, 1991). The 
institutional environment or framework is then a set of relevant institutions. An example of 
the way in which institutions influence corruption is via regulation. A given country could 
have a low quality of institutional framework when it has ineffective administration or 
cumbersome bureaucracy. Mo (2001) showed that the impact of corruption on economic 
growth is insignificant when various control variables such as political rights are taken into 
account. Following this line of argument, Méon and Sekkat (2005) demonstrated that the 
marginal effect of corruption on economic growth is conditional on the quality of governance. 
The present argument is that a poorer institutional quality increases the level of corruption, 
which in turn has a negative influence on economic growth. Furthermore, the quality of the 
institutional framework also has a direct influence on economic development. 
 

3. Model and Data 
 

From the foregoing theoretical development, the model is: 
Corruption = g’ + g’2 Institutions  + た’ 
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and Economic Development = g + g1 Corruption + g2 Institutions +た 
Where :  
“Economic Development” is the growth of an economy (a discussion of this concept follows). 
“Corruption” is the importance of perceived corruption in a country, 
“Institutions” refer to the quality of the institutions in a country, 
た and た’ are error terms. 
 
The hypotheses are then: 
H1: the higher the quality of the institutional framework, the less corruption there is in a 
country, 
H2: the higher the quality of the institutional framework, the higher the economic 
development in a country, 
H3: the less corruption there is, the higher the economic development in a country. 
 
To test these hypotheses, we used data from 4 different years: 1998, 2001, 2004 and 2007. 
The years were selected to cover a period of a decade, using cross-national data collected by 
the World Bank from various countries with low and high quality institutions. We used year 
dummies in our analyses. Because the year of observation had no effect on the results, we 
decided not to use the year dummies in the tables included here. Originally, the number of 
countries surveyed varied for the different years because there were some missing values for 
certain countries in different years. Various methods may be used as part of a structural 
equation modeling approach to deal with missing values. In the present study, any missing 
values were suppressed, yielding a total of 120 countries in the final sample, as listed in Table 
1. 
 
Many authors have researched the link between corruption and economic development, using 
GDP per capita to measure economic growth (Mauro, 1995;  Ehrlich, Lui, 1999;  Tanzi, 
Davoodi, 2001). However, as stated by Aidt (2009) “economic development is about 
sustainable improvements in human welfare and GDP per capita is not a measure of this”. 
Since the publication of the findings of the Brundtland Commission in 1987, various authors 
have highlighted the importance of sustainable development (Dasgupta, 2001; Hamilton, 
2002; Arrow et al., 2003). Sustainable development has been defined as “development that 
meets the needs of the present without compromising the ability of the future generations to 
meet their own needs” (Arrow et al. 2004: 150). Hamilton stressed that indicators of 
sustainable development should include all forms of capital (not just produced capital) and 
used then the term “genuine” (1994). Measures of genuine savings are broader measures than 
net savings by taking into account the changes in natural resources base and environmental 
quality (Hamilton, Clemens, 1999). Genuine investment (or genuine savings in this article) is 
expressed in a simplistic way as the sum of the values of investments or disinvestments in 
each of capital assets (the value of each investment being the product of the change in the 
quantity of the asset times the shadow value or accounting price of that asset)(Arrow, et al. 
2004). The World Bank (WB) publishes a measure of genuine investment (called the 
Adjusted Net Savings). According to the WB, “Adjusted net savings are derived from 
standard national accounting measures of gross national savings by making four types of 
adjustments. First, estimates of capital consumption of produced assets are deducted to obtain 
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net national savings. Then current expenditures on education are added to net domestic 
savings as an appropriate value of investments in human capital. Next, estimates of the 
depletion of a variety of natural resources are deducted to reflect the decline in asset values 
associated with their extraction and harvest. Finally, pollution damages are deducted. WB 
estimates health damages due to urban air pollution. As for global pollution damages, the 
estimates include damages from carbon dioxide emissions”.  
Critical appraisals of the genuine savings as an indicator of sustainable development could be 
found in Neumayer (1999 / 2010), Arrow et al. (2004) or Dietz et al. (2006). 
A first weakness of this measure is to consider the population as constant. One can envisage a 
situation in which the genuine investment is positive, but if population is growing at an even 
faster rate, then per capita wealth will actually be decreasing (Dasgupta, 2001; Hamilton, 
2002, Dietz, Neumayer, 2006). A second issue concerns the fact that a wide array of capital 
assets is missing in national accounts such as human capital and natural capital. Considering 
both weaknesses, Arrow (2003, 2004) has proposed to transform the estimation of genuine 
investment as a growth in genuine wealth per capita by dividing by the gross national income 
(GNI), multiplying by a wealth ration (0.2 for industrialized countries or 0.15 for developing 
and oil-rich countries) and after removing the population growth.  
Following the indications of Arrow et al. (2004) and following the work of Aidt (2009, 2011), 

we thus measure genuine economic development:  ED = (ANS x WR) - PG 
Where ED is a measure of Economic Development calculated using:  

- ANS, the growth in genuine wealth per capita = 
(Adjusted net savings, excluding particulate emission damage, % of GNI) 
(NY.ADJ.SVNX.GN.ZS),  

- WR, the Wealth Ratio (0.2 for industrialized countries or 0.15 for developing and oil-
rich countries), 

and PG, Population Growth (in %) (SP.POP.GROW). 
 
Another challenge for our research is to obtain reliable empirical measurements for corruption 
(Bardhan, 1997; Kaufman, 1998). Difficulties with empirical data have kept the subject of 
corruption out of economic research for some time (Ades, Di Tella, 1999). Many economists 
use indices that measure corruption by asking respondents to score a country according to the 
likelihood of civil servants being willing to accept bribes (Mauro, 1995; Aidt, 2009). Despite 
the weaknesses of such types of perception index, they are widely used. Herein, corruption is 
measured using the inverse of the control of corruption index developed by the World Bank 
(Kaufmann et al. 2005).  
 
Various measures of the quality of the institutional framework have been proposed in the 
economic literature, including law enforcement quality (Becker, Stigler, 1974), central 
government quality (Schleifer, Vishny, 1993), regulation quality (Johnson, Kaufmann, Zoido-
Lobaton, 1998) and political freedom (Méndez, Sepùlveda, 2006). We use the 'governance 
indicators' of the World Bank. Among these, the 'voice and accountability' indicator measures 
the extent to which a country’s citizens can participate in the selection of their government, in 
addition to freedom of expression, freedom of association, and a free media. The 'political 
stability and absence of violence/terrorism' indicator measures perceptions of the likelihood 
that the government will be destabilized or overthrown by unconstitutional or violent means, 
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including domestic violence and terrorism. 'Government effectiveness' measures the quality 
of public services, the quality of the civil service and the degree of its independence from 
political pressures, the quality of policy formulation and implementation, and the credibility 
of the government’s commitment to such policies. 'Regulatory quality' is used to assess the 
ability of the government to formulate and implement sound policies and regulations that 
permit and promote private sector development. The final governance indicator 'rule of law' 
evaluates the extent to which economic agents have confidence in and abide by the rules of 
society, in particular the quality of contract enforcement, the police, and the courts; this 
indicator also measures the likelihood of crime and violence.  Due to their recognisable 
quality, these World Bank indicators are widely used in the economic literature on corruption. 
Aidt (2009) thus used various indicators such as the Voice and Accountability Index to 
evaluate the quality of institutions (2009); Méon and Sekkat used all of them (2005). In view 
of North‘s (1991) definition of institutions, it is clear that the concept of institutions 
encompasses various components including the “Rule of Law” or “Government 
effectiveness”.  
As a consequence, institutional quality is measured herein using a combination of the five 
governance indicators discussed above. Rather than using them separately, PLS structural 
equation modeling makes it possible to combine them into a single measure of the quality of 
the institutional framework. The quality of the Institutional framework is then considered as a 
latent variable, built from 5 different governance indicators. We divided our 120 countries 
into two subsamples using an average of the 5 governance indicators for each country for a 
given year. Countries with an average governance indicator of less than zero were classified 
as countries with poor quality institutions, while those with an average governance indicator 
above zero were classified as countries with high quality institutions.  
 

4. Data analysis 

To test the model, we use the Structural Equation Modelling technique known as PLS, or 
Partial Least Squares, which was first developed by Wold (1982, 1985). PLS is based on an 
iterative combination of principal component analysis and regression. Usually, structural 
equation modelling (SEM) is used to test complex theoretical models where many variables 
have various correlations (Hershberger et al. 2003 ; Tenenhaus et al., 2005).  Models tested 
with SEM should be theoretical models. Thus in our case, we have built a model to be tested 
on a strong theoretical literature review. The aim of using PLS is to explain the variance of 
the constructs in the model (Chin, 1998; Tenenhaus, 2008; Barclay, Higgins, Thompson, 
1995). PLS has rarely been previously employed in the economic literature to study 
corruption, and its use represents an important contribution of this paper. The use of PLS in 
this survey has numerous advantages (Chin, 1998; Marcoulides, Schumacker, 1996), one of 
which is its ability to test relationships among all the variables involved. It makes it possible 
to estimate the relationships between the exogenous and endogenous variables (Tenenhaus et 
al., 2005). The technique is most useful for explaining and predicting the endogenous latent 
variables (Ringle, Sarsted, Straub, 2012). Secondly, PLS requires no assumptions to be made 
regarding multivariate normality (Hulland, 1999). Thirdly, PLS may be used with relatively 
small samples (Chin, Newsted, 1999). However, over a certain threshold, Chin et al. (2003) 
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demonstrated that the increase of the sample size doesn’t significantly modify the SEM’s 
results (2003). Fourthly, SEM is especially effective in testing models that include latent 
constructs that are being measured with multiple indicators, such as the latent variable 
'Institutions' is this paper. Instead of OLS, the PLS method has then been chosen since it 
allows to estimate a network of causal relationships, defined according to a theoretical model, 
linking variables including some latent complex concepts. For example, a latent complex 
concept is the quality of the institutions, a latent concept measured by 5 governance 
indicators. In this paper, the software XLSTAT version 2010 was used to perform the PLS 
analysis.  
 
A PLS model must be analyzed in 2 stages. Firstly, the adequacy of the measures is assessed 
by paying attention to the reliability of the individual measures and the discriminant validity 
of the constructs (Hulland, 1999). The construct 'Institutions' is built using 5 indicators. PLS 
provides statistics to evaluate the reliability and validity of the constructs using various 
indicators. The reliability of each item is controlled by studying the loadings of the measures 
on their corresponding construct. Each item loading of scales measuring the construct 
'Institutions' is greater than 0.663, the maximum being 0.969 (Carmines, Zeller, 1979; See 
Table 4).  As shown in Table 5, the construct 'Institutions' has a Cronbach’s alpha greater than 
the threshold of 0.77 suggested in the literature. Here, the minimum value of Cronbach’s 
alpha is 0.818. Construct reliability is also evaluated using Dillon-Goldstein’s rho. Here, rho 
is higher than 0.875 (See Table 5). This indicates a high degree of reliability of individual 
items. In addition, both an exploratory and a confirmatory factor analysis (EFA) were 
performed across the 5 items. The high level of convergent validity (well above 50%) 
confirms the validity of incorporating all 5 items into one measure of the quality of the 
institutions. Moreover, a discriminant validity test indicates that the latent dimension labeled 
“Institutions” shares more variance with its respective indicators than with the two other 
variables with which it is correlated. This proves that discriminant validity is achieved 
(Fornell, Larcker, 1981).  
 
The next step is to evaluate the structural model. The model is evaluated on the basis of the 
strength of the indicator loadings, R² values and the significance of the structural path (Chin, 
1998). In addition, permutation tests attest that for the 2 samples (countries with low or high 
quality institutions) the measurement variable loadings remain invariant, lending support to 
the overall stability and validity of the proposed model.  
A particular emphasis is made in the evaluation of a structural model on the R². Indeed, the 
ability of the model to explain the endogenous variable is estimated by the coefficient of 
determination R². The R² shows the % of the variance explained by the model. It is important 
to give the R² for each dependent variable and also the % of contribution to the overall R² 
(Chin, 1998).  
Furthermore, the evaluation of the model requires looking at the standardized regression 
coefficients (i.e., path coefficients). The path coefficients are the estimated values for path 
relationships in the structural model and should be evaluated in terms of sign, magnitude, and 
significance. The path coefficients can be interpreted as standardized beta coefficients of 
ordinary least squares regressions. Structural paths, whose sign is in keeping with a priori 
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postulated algebraic signs, provide a partial empirical validation of the theoretically assumed 
relationships between latent variables (Chin, 1998)(Tennenhaus, et al. 2005). 
Furthermore, it is important to look at the predictive relevance of the structural equation 
model. Indeed, the predictive relevance of the model could be assessed using the Stone-
Geisser’s Q², known as the cross-validated redundancy index (Stone, 1974 ; Geisser, 1974 ; 
Tenenhaus et al., 2005). For the different samples (countries with low quality institutions, 
high quality institutions, and all countries), the Q² was always superior to 0 (See tables 6 and 
7). This indicates the predictive relevance of the model (Stone, 1974 ; Geisser, 1974 ; Wold, 
1982). In addition, a global criterion of goodness of fit (Gof) has been developed (Tennenhaus 
et al., 2005 ; Vinzi, 2010). The Gof index is a measure for the overall prediction performance 
of the model (equal to the geometric mean of the average communality index and the average 
R² value) (Vinzi et al., 2010). In our model, all the Gof indexes are superior to 0.713, which 
shows a very good prediction performance of our model (See table 7). 

Cross-correlations of all variables used in this research are given in Tables 2 and 3 for the two 
samples of the analysis (countries with low and high quality institutions). The cross-
correlation matrices provide support for the hypotheses. For all samples, the various measures 
of institutions are negatively and significantly correlated with the level of corruption. The 
various measures of the institutional framework are also significantly and positively 
correlated with economic development. Finally, the level of corruption is negatively and 
significantly correlated with economic development. 

The results of the PLS analysis are shown in Tables 6 and 7. Regardless of the sample 
(countries with low or high quality institutions, or all countries), all the hypotheses are 
supported. The first hypothesis concerns the link between the quality of the institutions and 
the level of corruption. R² is very high, with a minimum of 0.543, which means that more 
than 50% of the variance of the variable 'Institutions' is explained by the variation of the 
variable 'Corruption'. The path coefficient is always negative (p>.05) and very high, with a 
minimum of -0.728. Hypothesis H1 is then supported. Thus, a higher quality of institutional 
framework implies a lower level of corruption. This negative correlation is higher for 
countries with high quality institutions than for countries with low quality institutions.  
 
The second hypothesis relates to the influence of the institutional framework on the level of 
economic development. Hypothesis H2 is supported with a path coefficient of at least 0.175 
(p>.05). A higher quality of institutional framework implies more economic development. It 
should be noted that the effect of the quality of institution on economic development is higher 
when the country has a low quality of institutions than when the country has a high quality of 
institutions.  
 
The final hypothesis H3 concerns the link between corruption and economic development, 
and is supported. The path coefficient between the two variables is at least -0.146 (p>.05), and 
R² ranges from 0.102 to 0.249. In countries with low quality institutions, both the institutional 
quality and the corruption level explain nearly 25% of the variance of the economic 
development. The PLS approach also provides a contribution to the R² from all the variables 
in the model. In terms of contribution to R², the institutional framework and the influence of 
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corruption are similar to that of economic development. The contribution to R² is around 50% 
for the quality of the institutional framework (49.7% in countries with low quality institutions 
and 55.3% in countries with high quality institutions) and around 40% for corruption (46.9% 
in countries with low quality institutions and 38.7% in countries with high quality 
institutions). In countries with both lower and higher qualities of institutions, the quality of 
the institutions and the level of corruption influence economic development. However, the 
effect is higher in countries with low quality institutions. Improving the quality of institutions 
and reducing corruption have more effect on economic development in countries with lower 
quality institutions than in countries with higher quality ones. These results therefore support 
the sand-in-the-wheel perspective. 
 

5. Conclusions 
 

The question of the effect of corruption on economic growth is of considerable importance. 
Some authors have proposed a view of corruption as grease in the wheel of economic 
development (Leff, 1964; Huntington, 1968). Fraudulent behaviour such as corruption is then 
cynically seen to be of benefit to an economy. At the same time, theoretical and empirical 
papers have demonstrated the harmful effect of corruption on economic development. 
However, econometric results have not always been that robust, and have sometimes been 
contradictory. If some empirical studies have given opposite results, it is because the research 
has not considered an important element in studying the relationship between corruption and 
economic development, namely the institutional framework quality (Méon, Sekkat, 2005; 
Aidt, 2009). We contend that supporters of the grease-in-the-wheel view only consider the 
beneficial effect of corruption on economic development when institutions are of low quality, 
such as when regulation restricts trade. Following this view, the present paper has assessed 
the effect of both corruption and institutions on economic development. Using a PLS 
structural equation modeling method, our cross-national data lend support to the sand-in-the-
wheel theory, in that both corruption and institutional framework quality negatively affect 
economic development. One key finding is that institutions affect development both directly 
and indirectly through their influence on corruption. One limitation of this paper is to consider 
all types of institutions altogether.  Following the hierarchy of institutions hypothesis, a future 
research should look at the relationship between the various types of institutions (such as 
economic / political institutions), corruption and sustainable development (Acemoglu et al., 
2005; Aidt, 2011, Flachaire et al. 2013). Furthermore, one interesting aspect of this paper is 
its support of this theory, using a measure of sustainable economic development. Indeed, 
taking advantage of research on sustainable development (Dasgupta, 2001; Hamilton, 2002; 
Arrow, Dasgupta, Mäler, 2003), and contrary to other research that uses GDP growth per 
capita (Mauro, 1995; Méon, Sekkat, 2005), this empirical research uses genuine wealth per 
capita as a measure of economic development. As claimed by Aidt, development involves 
sustainable improvements in human welfare, and the commonly used economic measure 
(GDP per capita) is not appropriate (2009); in the end all that matters is that the development 
is sustainable. 
 

6. References 

2554



Economics Bulletin, 2013, Vol. 33 No. 4 pp. 2545-2562

 

 

Acemoglu, D., Verdier, T. (2000). The Choice between Market Failures and Corruption. 
American Economic Review, March, 90, 194-211. 
 
Acemoglu, D., Johnson, S. Robinson, J. (2005) Institutions As the Fundamental Cause of 
Long-Run Economic Growth, in Handbook of Economic Growth, editors Philippe Aghion and 
Stephen Durlauf,  Amsterdam, North Holland, pp.385-472. 
 
Ades, A., Di Tella, R. (1999). Rents, competition, and corruption. American Economic 
Review, 89(4), 982-993. 
 
Aidt, T. (2003). Economic analysis of corruption: a survey. The Economic Journal, 113, 491, 
622-652. 
 
Aidt, T. (2009). Corruption, institutions, and economic growth. Oxford Review of Economic 
Policy, 25, 2, 271-291. 
 
Aidt, T., (2011). Corruption and Sustainable Development.  In S. Rose-Ackerman and T. 
Søreide, (eds.). International Handbook on the Economics of Corruption, Volume 2,” UK: 
Cheltenham, Edward Elgar. 
 
Arrow, K., Dasgupta, P., Mäler, K.-G., (2003). “The genuine savings criterion and the value 
of population”. Economic Theory, 21, 2/3, pp.217-225. 
 
Arrow, K., Goulder, L., Daily, G., Ehrlich, P., Heal, G., Levin, S., Mäler, K., Schneider, S., 
Starret, D., Walker, B., (2004). Are we consuming too much? Journal of Economic 
Perspectives, 18 (3), pp.147-172. 
 
Barclay, D., Higgins, C., & Thompson, R. (1995). The Partial Least Square (PLS) approach to 
causal modeling: personal computer adoption and use as an illustration. Technology Studies, 
2, 285-309. 
 
Bardhan, P. (1997). Corruption and Development: A review of issues. Journal of Economic 
Literature, 35, 1320-1346. 
 
Becker, G., Stigler, G. (1974). Law Enforcement, Malfeasance, and Compensation of 
Enforcers. Journal of Legal Studies, 3, 1, 1-18. 
 
Beck, P., Maher, M. (1986). A comparison of bribery and bidding in thin markets. Economics 
Letters, vol. 20, 1-5. 
 

Bolt, K., Matete, M. Clemens, M. (2002). Manual for Calculating Adjusted Net Savings. 
World Bank : Environment Department, September. 

 

2555



Economics Bulletin, 2013, Vol. 33 No. 4 pp. 2545-2562

 

 

Buchanan, J., Tullock, G. (1962). The Calculus of Consent: Logical Foundations of 
Constitutional Democracy. Ann Arbor, University of Michigan. 
 
Carmines, E. Zeller, R. (eds.) (1979). Reliability and Validity Assessment. Sage. 
 
Chin, W. (1998) “The partial least square approach to structural equation modeling”. In: G. 
Marcoulides (ed.) Modern Methods for Business Research. Mahwah, Erlbaum Pub., pp.295-
336. 
 
Chin, W., Newsted, P. (1999). Structural Equation Modeling Analysis with Small Sample 
using Partial Least Square. In R. Hoyle (ed.). Statistical Strategies for Small Sample 
Research, pp.307-341. London: Sage pub. 
 
Chin, W. Marcolin, B., Newsted, P. (2003). “A partial least square latent variable modelling 
approach for measuring interaction effects: results from a Monte Carlo simulation study and 
an electronic-mail emotion/adoption study”. Information Systems Research, 14 (2), pp.189-
217. 
 
Cuervo-Cazurra, A. (2008). “Better the devil you don't know: Types of corruption and FDI in 
transition economies”.  Journal of International Management, March, pp. 12–27. 
 
Dasgupta, P. (2001). Human Well-Being and the Natural Environment. Oxford University 
Press. 
 
Dietz, S. Neumayer, E. (2006). A critical appraisal of genuine savings as an indicator of 
sustainability (with Simon Dietz), in Philip Lawn (ed.): Sustainable Development Indicators 
in Ecological Economics, Cheltenham: Edward Elgar 2006, pp. 117-135. 
 
Egger, P., Winner, H., (2005). “Evidence on corruption as an incentive for foreign direct 
investment”. European Journal of Political Economy, December, pp. 932–952. 
 
Ehrlich, I., Lui, T. (1999). Bureaucratic corruption and endogenous economic growth. Journal 
of Political Economy, 107(6), 270-293. 
 
Flachaire, E., Garcia-Penalosa, C., Konte, M. (2013). Political versus Economics Institutions 
in the Growth Process. Journal of Comparative Economics,   
 
Fornell, C., Larcker, D. (1981). Evaluating structural models with unobservable variables and 
measurements error. Journal of Marketing Research, 18, 1, pp.39-50. 
 
Frye, T., Shleifer, A., (1997). “The Invisible Hand and the Grabbing Hand.” American 
Economic Review, May, 87 (2), 354-358. 
 

2556



Economics Bulletin, 2013, Vol. 33 No. 4 pp. 2545-2562

 

 

Hershberger, S., Marcoulides, G., Parramore, M., (2003). “Structural Equation Modeling: an 
introduction ». In Pugesek, B., Tomer, A. and Von Eye, A. (eds.) Structural Equation 
Modeling, UK: Cambridge University Press, pp.3-41. 
 
Geisser, S. (1974). “A Predictive Approach to the Random Effects Model”. Biometrika, 61, 1, 
pp.101-107. 
 
Habib, M. Zurawicki, L. (2002)” Corruption and foreign Direct Investment”. Journal of 
International Business Studies, 33, 2, pp. 291-307  
 
Hamilton, K. (1994), ‘Green adjustments to GDP’, Resources Policy, 20, pp. 155–68. 
 
Hamilton, K., Clemens, M. (1999), ‘Genuine saving rates in developing countries’, World 
Bank Economic Review, 13 (February), pp. 333–56. 
 
Hamilton, K. (2002). “Sustaining Economic Welfare: Estimating Changes in total and per 
capita wealth”. Environment, Development and Sustainability, 5, pp.419-436. 
 
Hines, J. (1985). Forbidden Payment: Foreign Bribery and American Business after 1977, 
NBER Working Paper, 5266. 
 
Hulland, J. (1999). Use of partial least squares (PLS) in strategic management research: a 
review of four recent studies. Strategic Management Journal, 20, 2, pp.195-204. 
 
Huntington, S. (1968). Political Order in Changing Societies. New Haven, Yale University 
Press. 
 
Javorcik, B. Wei, S-J., (2009). « Corruption and cross-border investment in emerging 
markets: Firm-level evidence”. Journal of International Money and Finance, 28, 4, June, pp. 
605–624. 
 
Johnson, S., Kaufmann, D., Zoido-Lobatón, P. (1998). Regulatory Discretion and the 
Unofficial Economy. American Economic Review, Vol. 88, No. 2, 387-392  
 
Kaufmann, D. (1998). Research on corruption: critical empirical issues. 129-176. In Jain, A. 
(ed.), Economics of Corruption. Kluwer Academic Publishers. 
 
Kaufmann, D., Kraay, A., Zoido-Lobatón, P. (1999) “Governance Matters.” World Bank 
Policy Research Working Paper No.2196, Washington, D.C. 
 
Kaufmann, D., Wei, S. J. (1999). Does ‘grease money’ speed up the wheels of commerce? 
NBER Working Paper No. 7093. 
 
Kurer, O. (1993). Clientelism, corruption and the allocation of resources. Public Choice, 77, 
pp.259-273. 

2557



Economics Bulletin, 2013, Vol. 33 No. 4 pp. 2545-2562

 

 

 
Leff, N. (1964). “Economic Development Through Bureaucratic Corruption.” American 
Behavioral Scientist, November, 8, 3, 8-14. 
 
Leys, C. (1965). What is the problem about corruption? Journal of Modern African Studies, 
3(2), 215–230. 
 
Lui, F. T. (1985). An equilibrium queuing model of bribery. Journal of Political Economy, 
93(4), 760–781. 
 
Marcoulides, G.  Schumacker, R. (eds.) (1996), Advanced structural equation modeling: 
Concepts, issues, and applications. Thousand Oaks, CA: Sage Publications. 
 
Mauro, P. (1995). Corruption and growth. Quarterly Journal of Economics, 110(3), 681-712. 
 
Mendez, F., Sepulveda, F. (2006). Corruption, Growth and Political Regimes: Cross-country 
Evidence. European Journal of Political Economy, 22, 1, pp.82-98. 
 
Méon, P. G., Sekkat, K. (2005). Does corruption grease or sand the wheels of growth? Public 
Choice, 122, 69-97. 
 
Mo, P. H. (2001). “Corruption and Economic Growth”. Journal of Comparative Economics, 
29, 1, March, pp. 66–79. 
 
Murphy, K., Shleifer, A., Vishny, R. (1993). “Why is Rent-Seeking So Costly to Growth?” 
American Economic Review, May, 83 (2), 409-414. 
 
Myrdal, G. (1968). Asian Drama: An enquiry into poverty of nations, vol. 2, New York: The 
Twentieth Century Fund. Reprint in A. Heidenheimer, M. Johnston, and V. LeVine (Eds.) 
Political Corruption, pp. 953-961, 1989. Oxford: Transaction Books. 
 
 
North, D. (1991). Institutions. Journal of Economic Perspectives, 5(1), 97-112.  
 
Neumayer, E. (1999 / 2010). Weak Versus Strong Sustainability: Exploring the Limits of Two 
Opposing Paradigms. UK, Cheltenham 294p.. 
 
Ringle, C., Sarsted, M., Straub, D., (2012). A Critical Look at the use of PLS-SEM in MIS 
Quaterly, 36, 1, March, pp.3-14. 
 
Rose-Ackerman, S. (1999). Corruption and government. Causes, consequences, and reform. 
Cambridge, UK: Cambridge University Press.  
 
Shleifer, A., Vishny, R. (1993), “Corruption.” Quarterly Journal of Economics, August, 108 
(3), 599-617. 

2558



Economics Bulletin, 2013, Vol. 33 No. 4 pp. 2545-2562

 

 

 
Stone, M. (1974). Cross-Validatory Choice and Assessment of Statistical Predictions”. 
Journal of the Royal Statistical Society, 36,2, pp.111-147. 
 
Svensson, J. (2005). Eight Questions about Corrruption. Journal of Economic Perspectives, 
Vol. 19, No. 3, 19-42. 
 
Tanzi, V., Davoodi, H. (1997). Corruption, Public Investment, and Growth. International 
Monetary Fund Working Paper, WP/97.139. 
 
Tenenhaus, M. (2008). Component-based Strucutural Equation Modeling. Total Quality 
Management, N°7-8, July-August, pp.871-886. 
 
Tenenhaus, M., Vinzi, V., Chatelin, Y.M., Lauro, C. (2005). PLS path modeling. 
Computational Statistics and Data Analysis, 48, 159-205. 
 
Vinzi, V., Chin, W., Henseler, J., Wang, H. (2010). Handbook of Partial Least Squares: 
Concepts, Methods and Application. Springer, Handbooks of Computational Statistics, 850p. 
 
Wei, 2S-J . (2000). “How taxing is corruption on international investors?”. Review of 
Economics and Statistics, 82, 1, pp.1-11. 
 
Wold, H. (1982). Soft Modeling. The basic design and some extensions. In Jöreskog, K. & 
Wold, H. (Eds.) System under indirect Observation, Part 2, Amsterdam: North-Holland, pp.1-
54. 
 
Wold, H. (1985). Partial Least Squares. In S. Kotz & N. Johnson (Eds.) Encyclopedia of 
Statistical Sciences, vol. 6, pp.581-591. New York: Wiley. 
 
Wu, S-Y. (2006). “Corruption and cross-border investment by multinational firms”. Journal 
of Comparative Economics, 34, 4, December, pp. 839–856. 
  

2559



Economics Bulletin, 2013, Vol. 33 No. 4 pp. 2545-2562

 

 

 
Albania, Algeria, Angola, Argentina, Armenia, Australia, Austria, Azerbaijan, 
Bangladesh, Belarus, Belgium, Bhutan, Bolivia, Botswana, Brazil, Bulgaria, 
Cambodia, Cameroon, Canada, Cape Verde, Central African Republic, Chad, Chile, 
China, Colombia, Comoros, Congo, Congo Dem. Rep., Costa Rica, Côte d'Ivoire, 
Czech Republic, Denmark, Ecuador, Egypt, El Salvador, Equatorial Guinea, Estonia, 
Ethiopia, Finland, France, Gabon, Gambia, Georgia, Germany, Ghana Greece, 
Guatemala, Guinea, Honduras, Hong Kong, Hungary, Iceland, India, Indonesia, Iran, 
Ireland, Italy, Japan, Jordan, Kazakhstan, Kenya, South Korea, Kyrgyzstan, Laos, 
Latvia, Lebanon, Lithuania, Macedonia, Madagascar, Malawi, Malaysia, Mali, 
Mauritania, Mauritius, Mexico, Moldova, Mongolia, Morocco, Mozambique, 
Namibia, Nepal, Netherlands, Nicaragua, Norway, Pakistan, Panama, Paraguay, Peru, 
Philippines, Poland, Portugal, Romania, Russia, Rwanda, Senegal, Seychelles, Sierra 
Leone, Slovakia, Slovenia, South  Africa, Spain, Sri Lanka, Sudan, Swaziland, 
Sweden, Syria, Tajikistan, Thailand, Trinidad and Tobago, Tunisia, Turkey, Uganda, 
Ukraine, United Kingdom, United States, Uruguay, Uzbekistan, Venezuela, Vietnam, 
Zambia. 
Table 1. List of the 120 countries. 

 

Variables Corruption Voice Pol Gov Reg Rule 
Economic 

Development 
Corruption 1.000       

Voice -0.394 1.000      
Pol -0.414 0.308 1.000     
Gov -0.758 0.517 0.372 1.000    
Reg -0.533 0.644 0.295 0.744 1.000   
Rule -0.810 0.470 0.486 0.807 0.630 1.000  

Economic 
Development -0.451 0.331 0.197 0.485 0.411 0.433 1.000 
Table 2. Cross-correlations between the variables for countries with low quality institutions. 
Number of observations = 284. 
 

Variables Corruption Voice Pol Gov Reg Rule 
Economic 

Development 
Corruption  1.000       

Voice -0.717 1.000      
Pol -0.662 0.632 1.000     
Gov -0.946 0.741 0.617 1.000    
Reg -0.806 0.743 0.484 0.875 1.000   
Rule -0.954 0.756 0.706 0.945 0.818 1.000  

Economic 
Development -0.271 0.230 0.388 0.291 0.273 0.309 1.000 
Table 3. Cross-correlations between the variables for countries with high quality 
institutions. Number of observations = 196. 
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Sample  Countries 

with Low 
Quality 

Institutions 

  Countries 
with High 
Quality 

Institutions 

 

Number of 
observations 

 284   196  

Variables Mean S.D. Cross-
loadings 

Mean S.D. Cross-
loadings 

Corruption  0.699 0.407 1 -0.921 0.844 1 
Voice and 

accountability -0.693 0.570 0.724 0.907 0.552 0.843 
Political 

stability and 
absence of 
violence -0.725 0.718 0.663 0.706 0.458 0.724 

Government 
effectiveness -0.630 0.437 0.862 0.984 0.718 0.969 
Regulatory 

quality -0.564 0.535 0.829 0.922 0.613 0.902 
Rule of law -0.740 0.445 0.858 0.889 0.685 0.968 
Economic 

Development  -1.084 2.950 
1 

1.405 1.469 
1 

Table 4. Description of the variables. 

Construct 
Number of 

items 
Cronbach’s 

alpha 
Rho of Dillon-

Goldstein 
Counties with low quality institutions 5 0.818 0.875 
Counties with high quality institutions 5 0.932 0.958 

All countries 5 0.966 0.974 
Table 5. Composite reliability of the variable “Institutions”. 
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Countries with 
Low Quality 
Institutions 

Countries with 
High Quality 
Institutions  

All Countries  

R²  = 0.543 0.887 0.890 
Q² = 0.538 0.869 0.890 
Path Coefficient く  (between 
Institutions and Corruption (H1) 
= 

 

-0.728 

 

-0.944 

 

-0.943 

Contribution to R² = 
 

98.5% 
100% 

 
99.9% 

Table 6. Results of Partial Least Squares Analysis concerning the link between the quality 
of the institutions and the level of corruption. P < 0.05 
 

 

Countries with 
Low Quality 
Institutions 

Countries with 
High Quality 
Institutions  

All Countries  

R²  = 0.249 0.102 0.299 
Q² = 0.241 0.083 0.295 
Gof = 0.752 0.713 0.795 
Path Coefficient く  (between 
Corruption and Economic 
Development)(H2) = 

0.267 0.175 0.288 

Contribution to R² of the variable 
corruption = 

49.7% 55.3% 53.7% 

Path Coefficient く  (between 
Institutions and Economic 
Development)(H3) = 

-0.259 -0.146 -0.266 

Contribution to R² of the variable 
institutions = 

46.9% 38.7% 45.9% 

Table 7. Results of Partial Least Squares Analysis concerning the link between the quality 
of the institutions, the level of corruption and the economic development. P < 0.05 
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