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Practitioners and academics have defined corruption in various 

ways. The World Bank focuses on the abuse of public power for 

private benefits in defining corruption. Similarly, corruption is 

defined as the use of power by government and quasi-government 

officials and agents to extract quasi rents from businesses for their 

own profit. Given this simple but broad definition, corruption is 

sometimes all-inclusive, taking into account bribes, bureaucratic 

and institutional inefficiency, and political instability. A shortcoming 

of this definition is that it restricts corruption to the public sector 

only. In reality, the private sector is equally guilty of corruption in 

most countries.  

 

Public officials must realize that the macro-economic environment 

and the institutional framework will continue to play a critical role 

in Foreign Direct Investments (FDI) decisions even with respect to 

(developing) countries being targeted for traditional market 

seeking motives. As part of their efforts to promote the economic 

space of a nation state (marketing a country), governments need 

to know the relevance and importance of factors affecting its 

image. Corruption is one such factor. While it cannot be eradicated 

overnight, realistic targets need to be set.  
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Companies competing in global industries know that rampant 

corruption may lead to a delay in investment in the country in 

question or a move to an alternate location. 

 

It is worth emphasizing that the impact of corruption on local 

investment is across the board substantially lower than on FDI. 

This could be interpreted as local businesses being more used to 

and apt in handling corruption on their own turf and imply that 

foreign investors are at a relative disadvantage.  

 

Scientific evidence suggests that corruption increases public 

investment but reduces its effect on economic growth. In other 

words, only the countries with lower corruption can enjoy the 

efficient return on public investment that raises growth. But in 

high corrupt countries, the returns from public investment are 

reduced by the corrupt agents in the economy and hence public 

investment fails to generate higher growth. These results suggest 

that the policies to deter corruption and to increase the efficiency 

of public investment could give very positive impulses to economic 

growth.  

 

There are many channels through which higher corruption reduces 

economic growth. First, corruption can reduce growth by 

increasing public investment while reducing its productivity. 

 

Second, corruption can reduce growth by increasing public 

investment that is not accompanied by its recurrent current 
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expenditure, i.e., adequate non-wage expenditures. Scientific 

evidence shows that higher corruption is associated with higher 

total expenditure on wages and salaries.  

 

Third, corruption can reduce growth by reducing the quality of the 

existing infrastructure. A deteriorating infrastructure increases the 

cost of doing business for both government and private sector, 

and thus leads to lower output and growth.  

 

Finally, corruption can reduce growth by lowering government 

revenue needed to finance productive spending.  

 

Information released by Transparency International (TI)
 
reports 

that, within the space of two or three years, in the city of Milan, 

the city where the Italian corruption scandal broke out in the first 

place, the cost of city rail links fell by 52 percent, the cost of one 

kilometre of subway fell by 57 percent, and the budget for the 

new airport terminal was reduced by 59 percent to reflect the 

lower construction costs. It seems that the connection between 

the two events is too strong to be attributed to a coincidence. 

 

Corruption is likely to increase the number of projects undertaken 

in a country, and to change the design of these projects by 

enlarging their sizes and their complexity. The net result is: (a) an 

increase in the share of public investment in GDP; (b) a fall in the 

average productivity of that investment; and, because of 

budgetary constraints and other considerations, (c) a possible 
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reduction in some other categories of public spending, such as 

“operation and maintenance,” education, and health. As a 

consequence of these and other effects of corruption on the 

economy, the rate of growth of a country where corruption is 

significant is negatively affected.  

 

Analyzing how corruption affects firm-level investment is important 

because reports from several surveys suggest that corruption 

affects firm performance. For example, about 74% of the firms 

that participated in the World Business Environment Survey 

(WBES) conducted by the World Bank reported that corruption 

was an obstacle to the operation and growth of their business.  

 

Scientific results suggest that the impact of corruption is weakened 

by such positive factors as openness of the economy and the 

political stability of the country. In the end, corruption may be of 

less significance when all the positive economic and social 

elements are taken together for a host country. In other words, 

corruption is only a barrier, not a decisive factor, in realizing the 

full potential of a country's investment. 
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