
British Journal of Economics, Finance and Management Sciences 28 October 2018, Vol. 16 (1)   © 2018 British Journals ISSN 2048-125X   Is Corruption an Efficient Grease? New Evidence from Developing Economies  Joe Muzurura Chinhoyi University of Science and Technology jmuzurura@gmail.com  Abstract Ample evidence exist in empirical literature that public corruption in developing economies nurtures enormous digression of financial resources from national budgets to private spending purposes that have much lower multiplier effects on the broad economy. Hence, corruption is considered harmful to the growth of domestic investment, economic growth and development. However, in some highly regulated developing economies where bureaucrats and politicians have high discretionary power over the country’s resources, corruption has also been reported to have a greasing effect on investment decisions. The main motivation of the paper was to examine whether corruption is really harmful to investment and economic growth in developing countries using the case of Zimbabwe. The paper relied on time series methodology for the period 1998 to 2014. The findings suggest that an increase in corruption by 1 percent decreases domestic investment by 1445 percent. An increase in economic growth reduces public corruption by 30 percent. Policies that increase economic growth, reduce business uncertainty, promote foreign direct investment, relax investment regulations and build effective anti-corruption institutions should be central to strategies that eradicate corruption in developing economies.  Key Words: Corruption, Domestic investment, Developing countries, Zimbabwe  Introduction and Background In the African philosophy known as Ubuntu which means ‘I am what I am because of who we are all’, corruption is totally abhorred. Corruption is a cultural anathema. Corruption is a societal abomination that increases poverty. Recognizing the bane of corruption which has become endemic across the continent, the African Union (AU) even has a day set aside each year, 11 July, as the Anti-Corruption Day. The AU after a long period of complacence now acknowledges that corruption and other rent-seeking behavior have been hindering domestic investment, economic growth and development in most African countries. Across the African continent the ills of corruption are widely known. Corruption increases poverty, hunger and food insecurity. Corruption promotes inefficient distribution of wealth in the economy leading to political instability. Corruption marginalizes rural communities. Corruption leads to unequal distribution of national resources. Corruption increases natural resource scarcity. According to the philosophy of Ubuntuism, in order to exorcise corruption, it calls for team effort involving all stakeholders. Because corruption arises from existence of flawed behavior, human avariciousness and defective cultural norms, it is the duty of every individual in the community to nip it in the bud. Our view suggests that an individual’s rights must be subordinated to those of the group and hence, the African adage that a person is a person through other people. Besides focusing on individuals, ubuntuism philosophy also extends to other economic agents such as firms and governments. Under Ubuntuism, most Africans believe there exists a mutually inclusive bond among all stakeholders and economic agents that must be preserved to all intents and purposes, for the common good of the entire society. The paper contends that it is through this conjoint bond, through our interaction and relationships with our fellow human beings, with the environment and through other economic agents that we discern and build our own human qualities of trust, honesty, integrity and care. Societal menaces such as corrupt activities and other rent seeking behavior that are likely to hinder economic growth must be abhorred and 



British Journal of Economics, Finance and Management Sciences 29 October 2018, Vol. 16 (1)   © 2018 British Journals ISSN 2048-125X   resisted. Firms and individuals are expected to desist and loathe corrupt activities such as embezzlements of public resources and other fraudulent transactions that are likely to aggravate societal deadweight losses. Ubuntuism suggests that since corruption imposes significant social and economic costs to the society, all economic agents are expected to reflect unparalleled scrupulousness in their financial and business dealings. However, far from the high epitomes and embodiments of ubuntuism, the actual reality on the ground is that in most African countries, and especially in Zimbabwe, corruption is deep-rooted. Corruption is a way of life. Corruption presents an easier avenue of massing illicit wealth and profits. In most African countries, the blight of corruption and rent-seeking behaviors are innate in governance, socio-political and economic structures. Rather than being frowned upon like in most developing economies, many economic agents accept corruption as part and parcel of their developmental ethos. Corruption has been habituated as a normal culture.  Paying bribes to government officials is an accepted way of evading police roadblocks, of getting passports or national identity cards. Most private firms obviate cumbersome regulations and government red-tapes by corruptly influencing public bureaucrats to act on their favor. In times of droughts and other natural disasters, corruption is often used by some African governments as an avenue of fleecing resources from the economy. Corruption helps marginalized citizens to access government handouts and hence, avoid imminent death from hunger and starvation. During national elections, resources are corruptly abused by politicians and ruling parties to maximize votes and hence, re-election.  Fairly often in most African countries, individuals and private firms expend huge resources in rent-seeking activities that create social waste. Politicians organize themselves into special-interest groupings in order to improve their capability of corruptly affecting distributional outcomes. Corruption has been causing significant transfer of wealth and resources in most African countries from the main economy to a minority that comprise well-organized individuals and private firms. Owing to corruption and rent seeking activities, fewer resources are being devoted to domestic investment in public infrastructure and actual production of goods and services. Consequently, most African countries that inherited robust economies from erstwhile colonizers have become even poorer and underdeveloped. For instance, the current economy of Zimbabwe has deteriorated to the extent of the one obtaining in 1974. Despite the problems associated with corruption, it also appears that corruption has been beneficial to some economies. For instance, since independence in 1980 corruption has provided the Mugabe regime with resources to purchase state security, to oppress the general populace and also as a conduit for funneling resources to supporters of the regime. A great number of private firms that are producing inelastically provided goods in Zimbabwe, DRC and Nigeria were capitalized with corruption rentals under the guise of indigenizing the economy. For underpaid bureaucrats, corruption rentals from special-interest groups and firms that seek to capture scarcities created by government red-tape have been a source of major income in recessionary periods. Many private firms in Africa are surviving economic turbulences and effects endogenous demand shocks by paying bribes. Corruption is enabling private firms to gain unfettered access to subsidized public goods, to benefit from government directed controls and to acquire foreign currency from central banks. Private firms and cross-border vendors also pay corruption rentals to obtain favors that include; accessing opportunities for priority listing in the allocation of foreign currency, acquiring profitable import licenses, accessing directed lending privileges, and obtaining production and investment licenses from government officials. In addition, due to high taxation rates across the continent some private firms and individual use corruption to eliminate or minimize taxable income which in turn is used to fund productive expenditures. The paper therefore argues by engaging in corruption activities that reduces taxes, some private firms could be using the taxable income more efficiently than what the government would do. This is because most taxation revenue in African countries are channeled to non-productive expenditures, to fund coups 



British Journal of Economics, Finance and Management Sciences 30 October 2018, Vol. 16 (1)   © 2018 British Journals ISSN 2048-125X   and more rent-seeking activities. Harsch (1993) and Mbaku (1992) claim that corruption in developing countries may be a good survival mechanism for cost-recovery especially for new entrants and private firms that are faced with ruinous state regulations. A number of studies such as Werlin (1973), Mbaku (2010), LeVine (1975) and Muzurura (2016) that examined the subject of corruption intensively in developing countries have indicated some major benefits from public corruption. The Case of Zimbabwe Zimbabwe represents a typical case study country where corruption is deeply ensconced despite that existence of a new constitution and anti-corruption agencies. However throughout much of the post-independent Zimbabwe, the plague of corruption which wrecked most developing countries in the late 1990s was a rare phenomenon. In fact, Zimbabwe was a relatively low corrupt country until 1998 when it debuted in Transparent International rankings at respectable ranking of 44 out of 85 countries. Nevertheless, after the economic crisis that engulfed the country beginning in the early 2000s, the political economy in much of the second decade of post-independence has been characterized by high levels of unfettered opportunism and corruption. More often than not in the mid-2000s, the quest for achieving more opportunism and wealth has been propelled by bureaucratic corruption, state-sanctioned political violence and other rent seeking behaviors. The Mugabe long regime that ended in 2017 managed within a short time after the country’s independence to debauch the once prosperous country into a highly corrupt one. Over the years the once prosperous country was transformed into a highly repressive and controlled internal economic structure where access to lucrative monopolistic positions were regularly sold fraudulently by politicians and bureaucrats. The systematic destruction of market mechanism that at one time ensured productivity growth and efficiency and the heavy reliance on the political system for the allocation of resources increased the level of corruption and other rent-seeking behaviors. Hence, the consequent distortion of domestic investment and economic growth made possible by huge state regulations and laws has become a massive obstacle to the country’s development. Corruption practices are now routinized, implanted and institutionalized in the country’s economy, resulting in systematic bleeding of the national fiscus and hampering economic growth. Due to high corruption, the country is now lowly ranked 154 out of 189 countries on the World Bank (2016) ease of doing business scale, a huge decrease of 33 % from 1998 levels. The ranking compares unfavorably with the country’s major regional trading competitors such as South Africa that is ranked 74/189, Botswana 71/189 and Zambia 98/189. However, according to the Transparent International (TI) (2016) perception of corruption index (PCI), another separate measure of corruption, Zimbabwe is ranked 22 compared to South Africa 45, Zambia 38, Botswana 60 and Malawi, 31. According to the PCI index, the lower the ranking the higher the level of corruption level. In spite of both measures being qualitatively computed from surveys of firms and individuals, the final conclusion is unequivocally unambiguous, Zimbabwe is a very corrupt country. This situation is expected to even become worse given the recent military soft coup and subsequent dominance of military junta in President Munangagwa’s government. Like in most African countries that underwent coups, the military is likely to significantly influence the distribution of national income by capturing a disproportionate share of the national budget through its proxies in civilian government. The new constitution which was adopted in 2013 has been unable to restrain the military government from intervening in private exchange and seizing private property in the guise of land reforms. Furthermore, a number of Cabinet Ministers who were often accused by the public of engaging in corruption under Mugabe’s repressive regimehave been reassigned to money-spinning positions in the new government. At the same time, some corrupt public officials in the previous have also be given more conspicuous positions in the bureaucracy and are thus likely to continue with their corrupt and rent-seeking activities. The growth of corruption is being fueled by government subsidies on agricultural input credits, foreign currency allocation system by the central bank, 



British Journal of Economics, Finance and Management Sciences 31 October 2018, Vol. 16 (1)   © 2018 British Journals ISSN 2048-125X   discretionary tax relief to foreign firms and cumbersome bureaucratic regulations. Instead of implementing acuity leadership skills, instituting managerial proficiency and pursuing innovative entrepreneurial activities, corruption activities have become a major determinant of firm-level profitability. Investigating whether corruption is really damaging to domestic investment and economic growth of African countries is significant for a number of reasons: Corruption causes important human capital in private firms to rechanneled into rent seeking activities as managers attempt to find ways to benefit or obviate rent seeking behavior of politicians. In the presence of corruption, private firms spend less time in producing goods and services, but instead are forced to pursue profit enhancing corrupt activities which have little multiplier effects to the broader economy. In most developing countries, corruption is known to promote the emigration of better-educated people, hence, depriving the countries of the much needed domestic talent required to be competitive in the global arena. Due to corruption, some private firms are forced to internalize corruption costs into their production budgets leading to a major deadweight losses to consumers and other producers. Loss of producer and consumer surplus due to corruption and other rent-seeking behavior, in turn affects economic growth and human development.  Corruption dislocates domestic savings that are critical for productive public investment such as roads, bridges and railway infrastructure towards unproductive activities which benefit a few people. Moreover, in an endeavor to extract more illegal rents from public expenditure activities, corrupt bureaucrats’ and politicians give allocative priority to public investments that produce higher private material gains. Unproductive expenditures driven by corruption rentals increase monetary gain to few people who are mostly politicians, whilst citizens, especially rural folks welter in abject poverty. In most African economies, pervasive corruption could be forcing many private firms to go underground and operate in informal sectors where opportunities for profitable rent-seeking activities are inordinately high and less costly. Corruption could be imposing higher welfare costs on honest taxpaying small private firms that are unable to pay bribes to tax officials and other public bureaucrats responsible for enforcing regulations. The distributional effects of corruption tax are regressive and hence, increasing income inequality among the African people. The harmful effects of corruption have become particularly stressful on low income consumers, who are least incapable of paying the extra costs associated with bribery, theft, nepotism, fraud, and other misappropriations of economic privilege. In addition, corruption is damaging the growth of innovative and entrepreneurial private firms that often require government supplied goods like permits and licenses whose demand is highly inelastic.  Despite the negative effects of corruption, it has also been reported in empirical literature that corruption has beneficial effects on the economy (see Leff, 1964 Mbaku, 2010; Makochekanwa, 2014). In highly regulated countries like Zimbabwe and Nigeria, it is likely that corruption could be enhancing the efficiency of tendering systems by forcing private firms to pay corruption rentals in order to avoid bureaucracy and to obtain quickly business permits and licenses. Whilst a number of economists have predicted in the past that due to ubiquitous corruption, Zimbabwe’s economy was likely to collapse soon, however, the economy is still resilient, hence, casting major calumnies on the probable effects of corruption on domestic and economic growth. In fact, despite omnipresent corruption in the country as supported by perception of corruption indices, both domestic investment and economic growth has been showing some strong signs of future recovery. The paper, therefore argues that despite some negative findings about corruption in most developing countries, corruption might have beneficial effects to domestic investment and economic growth as was initially postulated by Leff (1964) and Huntington (1968). Engaging in rent seeking behavior could be the only way of influencing distribution of resources in highly regulated and bureaucratic African economies. Therefore, the paper seeks to respond to the question; is corruption really bad to domestic investment growth of African economies? In order to answer this question the paper uses the case study of Zimbabwe, one of the most corrupt countries in Sub-



British Journal of Economics, Finance and Management Sciences 32 October 2018, Vol. 16 (1)   © 2018 British Journals ISSN 2048-125X   Saharan Africa as measured by TI PCI. Most studies on the effects of corruption on domestic investment behavior in most African countries have followed a qualitative methodology based on corruption surveys. Our study departs from this approach by adopting a quantitative study design that utilizes the Ordinary Least Square (OLS) regression model. The paper argues that a quantitative approach is likely to lead to robust and objective findings unlike earlier approaches which were mainly subjective. The paper contributes to empirical literature by closing the lacuna on empirical models of corruption that may be used to examine the effects of corruption in African countries. The paper is organized as follows; First section covers, introduction and background. The second section presents literature review followed by materials and methods section. The last section covers findings and recommendations.  Literature Review In empirical literature, owing to its convolution and secrecy, corruption has been defined in many different ways, however with special allusion to corruption by public officials or bureaucrats. Remarkably, even in many recent studies it appears there is no clear unanimity on the definition of corruption either in empirical literature or in practice. This probably indicates that corruption is a polygonal phenomenon characterized by monolithic complexities especially in its measurement. Svensson (2005) defines corruption as the misuse of public property for private gain. Shleifer and Vishny (1993) claim that corruption is the sale by bureaucrats of government property for personal gain. According to Heywood and Rose (2014), there is corruption when approved codes or rules have been ignored in order to attain personal ends. Gamberoni et al (2016) say there is corruption when rules and regulations are manipulated to frustrate good public intentions. Murphy et al (2011) show that corruption occurs whenever a person in exchange for some private advantage, acts other than as his duty requires. Klitgaard (1995) and Rose-Ackerman (1997) argue that corruption occurs when public officials have a direct responsibility for the provision of a public service or application of specific regulations. However, the most commonly used definition of corruption comes from Transparency International (TI) (2015), which defines corruption as the misuse of entrusted power for private benefits. We do not attempt to define corruption in this paper. What is irrefutable is that in all the definitions, corruption is related to abuse of public office. There is also strong proposition that for corruption to flourish and blossom, there should be a willing-briber and willing-bribe taker relationship. The paper argues that due to various definitions, how corruption is delineated, defined or perceived actually ends up determining what gets modelled and measured. We also argue that the involvedness of defining and measuring corruption makes its identification and consequent management an enormous challenge, particularly in developing economies.  Nevertheless, what is unequivocal and consistently clear from various definitions given above is that corruption is unethical and an abomination. Corruption is morally wrong. Corruption is a societal detestation and thus, should be treated as a criminal activity. A continuing debate in empirical literature is on whether corruption greases or sands the wheels of domestic investment behavior and economic growth. Protagonists of the greasing hypothesis such as Leff (1964), Huntington (1968), Lui (1985), Méon and Weill (2010) and Makochekanwa (2014) are of the opinion that corruption is the best-second solution that may encourage trade and domestic investment growth. The studies suggest that in most developing economies corruption promotes domestic investment efficiency. Corruption provides an avenue for avoiding cumbersome bureaucratic tendencies that are common in most developing economies. For foreign firms seeking investment opportunities in developing economies, corruption also enables a firm to circumvent unmanageable bureaucratic regulations and disorganized government policies. Leff (1964) and Huntington (1968) argue that in the presence of disproportionate bureaucratic inefficiencies which are inherent in most developing economies, corruption has the power to produce more efficient economic agents. In contrast, Devine (2010) and Mbaku (2010) demonstrated that in 



British Journal of Economics, Finance and Management Sciences 33 October 2018, Vol. 16 (1)   © 2018 British Journals ISSN 2048-125X   developing countries, corruption negatively impact on economic growth through the private domestic investment channel. Similarly, Olken and Pande (2012) observe that corruption may erect de facto entry barriers into otherwise competitive markets. According to Andrew and Cingano (2014), corruption distorts efficient resource allocation and reward unproductive behavior by granting undeserved tenders to incompetent firms. Mauro (1997) aver that corruption raises the marginal tax rate of private firms which in turn decrease business activity, domestic investment and economic growth. Bazzi et al (2013) report that corruption affects the allocation of human capital because it affects the returns on rent-seeking versus productive activities. Similarly, Batra et al (2003) examined a pool data for 3,100 firms in 81 developing and developed countries and found that corruption has a negative and significant impact on investment growth. The World Bank (2011) in a survey points out that corruption by public officials present a major administrative and financial burden on Zimbabwean private firms. The Bank concludes that public corruption creates an unfavourable business environment by undermining the operational efficiency of firms and raising the costs and risks associated with doing business. Ben et al (2016) postulate that countries with a corrupt environment and bad governance use seigniorage as a source of financing, and hence, causing unstable prices in the economy. Where corruption thrives, innovative firms suffer and a firm’s productivity is endangered (De Rosa et al., 2010; Paunov 2016). Corruption raises operational cost, negatively affects human capital stock, creates uncertainty and thereby reduces the productivity of private investment and economic growth (Murphy, 2010; Shleifer and Vishny, 1993; Wei, 1997 and Campo et 
al., 1999).Mauro (1995) shows that corruption is negatively and significantly related to GDP per capita growth rate for a cross-section of 58 countries for the period 1960-1985.  Mauro reports that a one standard deviation improvement in the corruption index is associated with a 0.8 percentage point increase in the annual growth rate of GDP per capita. High corruption levels is associated with low domestic investment levels because corruption acts as a tax on investment (Aghion et al., 2016; De Rosa, 2010).Heywood and Rose (2014) postulate that corruption may affect negatively the country’s ability to attract FDI inflows.  Distortions caused by corruption discourage useful FDI and economic growth critically required in developing countries (Bazzi et al., 2013). Yakovlev and Zhuravskaya (2012) claim that corruption generates substantial inefficiencies because incumbent firms are favored over new entrants, thereby, lowering the growth of aggregate domestic investment. Athanasoulia and Goujard (2013) examined the effects of corruption in Central and Eastern Europe and also show that managers’ trade-off investment decision time in order to deal with corruption solicitations. Chayes (2015) shows that corruption dissuade private firms from setting out a long-term investment growth strategy owing to unanticipated illegal rents. Cavoli and Wilson (2015) demonstrate that corruption creates a dysfunctional institutional business environment and increase business uncertainty over future returns to private fixed capital. Şeker and Yang (2014) also suggest that conducting business in an operating environment characterized by bribe solicitations introduces enormous uncertainty in business investment decisions. In corrupt-ridden business environments, financial resources and other physical inputs may have to be set aside as a contingent risk mitigation measure in case of bribe solicitations (Muzurura, 2016). Likewise, Athanasoulia and Goujard (2013) showed that rents transferred in exchange for bribes had negative externalities in the future demand for private fixed investment. Nevertheless, numerous studies also exists which find corruption beneficial. Leff (1964) argues that corruption lubricates efficiently a rigid economy just as grease does to a squeaky wheel.  Levy posits that in the event that tax revenue is being used inefficiently by the government, by corruptly avoiding paying taxes, the money shirked from the tax authorities is more of a benefit than a cost to domestic investment and economic development. Bayley (1966) confirms that corruption is a way of avoiding excessive bureaucracy. Huntington (1968) agrees, corruption eliminates market restriction or inefficient 



British Journal of Economics, Finance and Management Sciences 34 October 2018, Vol. 16 (1)   © 2018 British Journals ISSN 2048-125X   government policies, thus enabling private firms to operate efficiently. According to Huntington (1968), a country that is moderately incorrupt but where traditional norms, values and culture are still powerful, may welcome a certain amount of corruption as lubricant that eases the path to faster investment and economic growth. Lien (1986) concurs, firms that are most efficient can afford to offer the highest bribe and hence bribes promote efficiency by assigning projects to the most efficient firms.  According to Douie (1917), bribing the public officials and politicians could get facilitate faster investment decisions in firms which would have taken a long time otherwise without corruption. Beck and Maher (1986) argue that corruption among the higher ranks of public bureaucracy and politicians could improve the economic growth and development, especially if the illegally accumulated wealth is reinvested in productive business equipment in the same country. Corruption represents a convenient way to escape the invisible hand of the market and influence policies to one’s own advantage (Fungacova et 
al., 2015; Lambsdorff, 2001). Quazi et al (2014) examined the effects of corruption on FDI inflows on 53 African countries for the period 1995 to 2012 and showed that corruption facilitated FDI inflows into African firms.  Corruption promotes allocative efficiency by allowing firms to correct pre-existing government failures, such as weak institutions (Hanousek and Kochanova, 2015; De Rosa et al., 2010; Beck and Maher, 1986). Corruption allows the government to maintain a lower tax burden that favors economic growth (see Tullock, 1996; Becker and Stigler, 1974). Rents from corruption create additional incentives for accelerating the acquisition of new technologies or helping economic development by maintaining political stability (Amsden 1989; Wade 1990; Rodrik 1995, 2002). According to Uneke (2010) corruption minimizes bureaucratic red tape, eliminating bottlenecks and facilitating a more efficient, flexible and responsive system. Beck and Maher (1986) agree, corruption allows more productive firms that can afford higher bribes to get licenses, permits and government contracts hence ensuring efficient outcomes in perfectly competitive markets  Materials and Methods Departing from the conventional practice of using surveys in investing the impact of corruption on domestic investment behavior, an eclectic OLS model was adopted for this study. Most studies on corruption and domestic investment behavior frequently used data from various sources such as, the TI PCI, the Institute for Management Development and the World Economic Forum (WEF) (see for example, Ugur, 2014; Kim, 2010; Aisen and Veiga, 2013; Olken and Pande, 2012; Ben et al.,2016; Jensen and Rahman, 2010). Other studies relied on older sources such as the Business Environment Survey from 2000 developed by the World Bank and the University of Basel (WB/UB) or the Business International index (BI) described in Mauro (1995). Kaufmann et al (1999a) has also computed a composite index whose approach and results are close to the TI PCI. Nevertheless, some fairly recent studies also use the Political Risk Service’s International Country Risk Guide (PRS/ICRG) (see Kaufmann et al., 2004). The paper suggests that using the PRS/ICRG has major shortcomings in that it does not depict corruption itself but, rather, the political instability that often results from corruption.  Even if levels of corruption remain unaffected, the PRS/ICRG and BI indicators might give a country a worse score mainly because the public becomes increasingly intolerant towards the corruption activities of the incumbent government, hence, leading to political instability (Kaufmann et al., 2005). This suggests a possible endogeneity on the two variables, that is, corruption and political instability. The present study used the TI (2015) PCI which has been published annually by TI for at least 184 countries since 1995. Empirical studies using TI PCI indices normally assume that the indices are correlated with underlying real levels of corruption. The TI PCI is computed as an average of different surveys of perceptions of corruption in a country in a year. Whilst the corruption data from TI is widely cited and 



British Journal of Economics, Finance and Management Sciences 35 October 2018, Vol. 16 (1)   © 2018 British Journals ISSN 2048-125X   used in empirical literature, the study argues that PCI has also various downsides. Firstly, we argue that the PCI index is constructed using a survey of perceived corruption, and therefore, we suggest that it is imperative to recognize that the index reflects perceptions of corruption only and not the actual corruption level. This is a major shortcoming, because the perception of corruption depends on a number of composite factors such as individual’s culture, age, demographics, geography, gender, education, political stability and possibly social standing. Hence, the paper argues that what is a generally an accepted norm, custom or ethical value in one country may be considered to be a corrupt act in another country is we use perceptions of corruption.  Secondly, the paper argues that the TI PCI is silent and/or does not provide more information about the degree to which corruption affects national resource allocation, hence the efficiency and productivity of domestic investment decisions. Charron (2015) also argues that perceptions made by outside experts do not reflect actual level of corruption in that they are far too many white noisy or that the perceptions are simply biased on external factors such as economic performance. Outside expert assessments of corruption correspond little, if at all, with the experiences and views of actual citizens of those countries hence, demonstrating the need for healthy cynicism for some existing perception measures of corruption.  However, attempts to obviate the limitations of PCI by using objective data such as the number of convictions for corruption or abuse of office usually suffers from inherent downward biases in institutions such as the police and Anti-Corruption Agencies that deal with corruption. In most African countries, most government institutions that deal with anti-corruption operate under the auspices of the Executive and therefore, not independent. Most corruption data base in developing countries related to corruption, be it PCI, BI or PRS/ICRG) are a composition of the number of convictions and therefore, do not differentiate among various forms of corruption, such as nepotism, frauds, theft, embezzlement of public funds or bribery. According to Hawken and Munck (2009) and Heywood and Rose (2014), the hidden nature of corruption results in definitional variances even in heavily used indices such as PCI. Despite the apparent limitations of perception-based indices as observed above, many researchers have nevertheless been able to use them to significantly advance the study of corruption behavior in most developing countries (see Uneke, 2010; Makochekanwa, 2014; Makumbe, 2011; Schudel, 2010; Murphy, 2010; Aisen and Vega, 2013; Olken and Pande, 2012; Mauro, 1995). Therefore, following the same spirit, and accepting that the limitations noted above are not fatal, our reliance on the perception of corruption index data from TI in this study, allows empirical research on the effects of corruption on domestic investment behavior in African countries to move beyond the anecdotal descriptions that normally emanates from purely theoretical and survey considerations. The paper argues that the empirical literature in African countries still lacks an overriding theoretical framework that helps investigate the nexus among corruption, domestic investment behavior and economic growth.  For example, Bendardaf et al (1996) demonstrate using a Keynesian model that corruption leads to a negative effect on a developing country’s production, employment level, taxation revenue, consumption, domestic investment and net exports. Similarly, in a later study, Lambsdorff (1999) uses Keynesian model and claims that corruption undermines the productivity of domestic investment, foreign direct investment and impedes economic growth. However, Brunetti (1997) using a Lucas-type growth model finds that the impact of corruption on domestic investment is negative and significant, whereas the impact on economic growth is insignificant. Bigsten and Moene (1996) employed an endogenous growth model with overlapping-generations and find that the balanced growth path is negatively related to corruption. Leite and Weidmann (1999) endogenised corruption in a neoclassical growth model and claim that corruption negatively affects aggregate domestic investment and economic growth. The paper adopts a flexible accelerator investment model that explicitly includes business uncertainty, foreign direct investment and taxation revenue, essential variables that have been omitted in many studies 



British Journal of Economics, Finance and Management Sciences 36 October 2018, Vol. 16 (1)   © 2018 British Journals ISSN 2048-125X   Conceptual Model Framework We modify Shleifer and Vishny’s (1993 independent corruption regime and Campos et al (2000) model by assuming a two period model where corruption (Corr) in the form of a kickback (KB) is assumed to have negative effects on domestic investment behavior. Starting from a micro-level position, we consider a private firm that needs to undertake domestic investment in order to replace worn-out machinery, equipment and plants. Domestic investment (DI) is done over two periods that is, period (X) which is current period and period (Y) representing future period. However, the paper posits that a bribe is required by bureaucrat or a politician in order to facilitate successful future DI in the second period (Y). Assume in the first period (X), request for bribes $kbx and $kby,  by bureaucrats or politician that issues investment incentive permits is made known in advance before an investment incentive permit is issued. However, also assume that in period (Y) $kbx is known and $kby is not known before the transaction. Under such conditions, the study presumes that a firm will be able to increase DI in period (Y) if the bribe 
$kbx is affordable and reasonable. In contrast, we posit that the firm abandons the DI decision if the requested bribe $kbx is unreasonably high. In order to show that less DI will be undertaken by a firms in period (Y), we demonstrate the outcome as follows. Assume that dinvest represents the DI level of a specific firm whilst the cost of capital is denoted by c(Invest). We assume that DI process lasts for two periods and also generate profits or income stream of $pr(Invest)only if new DI is in current and future production process. In order for the private firm to increase DI, we assume a bribe $kbi is required where i represent periods X and Y. As already assumed if 
$kbx and $kby are known in advance the firm’s profit is given by; ��������	
� = �$��������	
� − $���� + ��$��������	
� − $���� − �������	
�,  (1) Where ��������	
� represents discounted cash flow or revenue stream and � denoted the discount rate 
1/1+c in order to account for the time value of money. In order to maximize profit we differentiate the profit equation (1) for first order conditions (FOC), hence, the equation becomes; ���������	
� = �1 + ��$���������	
� − ��������	
� ≤ 0                                   (2)    Note that $kbx can be equated to income tax on domestic investment (see Mbaku (2010) and Mada and Licetti (2010). Hence, we can prove that an interior solution dinvest* satisfying equation ��������	
∗� =0 exists if��������	
∗� ≥ 0, or else they will be no domestic investment by thefirm. But if we assume in period Y that bribe $kbx is known yet bribe $kby is a random variable, then they will be no DI increase if 
$kby is not affordable. In this case the firm’s expected profit function will be given by the following equation; ��������	
� = �$��������	
� − $��� + �∀!max%��������	
� − $��� , 0&' − �������	
�, (3)  Where  represents the expectation operator. If we denote the probability distribution function of $kby by N (.) then the FOC for expected profit maximization of the firm becomes; ����(���	
� = $����(��� + � ) $��*�+,-�, �(���	
��.���/� − �������	
� ≤ 0   (4) Similarly, it can also be demonstrated that an interior solution Invest** satisfying ���������	
� = 0 exists if ��(dinvest**) is less than 0, or else the firm will not increase DI. Owing to the need to ensure that that the second order condition is satisfied mathematically, the derivation of equation (4) assumes that profit stream is a concave function and that the cost of capital is a convex function. Since ���������	
∗∗� ≤ 0,  it therefore follows that dinvest** is less than dinvest**. This means a firm will not invest in an economy where the cost of corruption are uncertain or too high that  corruption costs cannot be internalized without eroding future viability of the firm. The derivation suggests that corruption is 



British Journal of Economics, Finance and Management Sciences 37 October 2018, Vol. 16 (1)   © 2018 British Journals ISSN 2048-125X   harmful to the economy by reducing the rate of domestic investment growth. Due to lack of micro-level data in most African economies concerning profit streams and discount rates used by private firms, we transform the equation (4) to reflect macro-level analysis of domestic investment behavior under conditions of high corruption. We thus, assume that the private sector produces only one good and that output is produced with a well-behaved neoclassical production function with positive and strictly diminishing marginal product of physical capital. Therefore, in order to indicate the production process in the economy, the study adopts a Cobb-Douglas production function such that production at time tm is given by; 12 = 324(2564(27�8��29:�2;            (5) Where, Yt is output, DIt the level of domestic investment and FDIt, Ct and HCt, are the stocks of foreign direct investment inflows, corruption and human capital respectively at time tm, respectively. For other researchers who are interested in pursuing other modelling alternatives, it also possible to derive equation (5) as a Solow-augmented neoclassical growth model with constant returns to scale for all production factors. One can denote that superscripts  < + = + > + ? = 1 for this purpose.  However, in this paper following a number of recent studies in developing countries by Hallonsten (2016) and Hill et al (2016) we find it realistic in the context of developing economies to adopt an endogenous growth model where any combination of the capital inputs exhibits constant returns to scale, such that, α + β=1, β + > = 1, α + > = 1 and ? +  γ = 1 where α, =, A, >> 0 and α + β + > + θ ≥ 1.  We thus define Xt as the product of the level of domestic investment and other institutional factors at time 
tm, as follows; 32 = 62�8��2B2          (6) Where Xt is the exogenous level of technology which represents DI variable, Corrt, and Wt is a row vector of exogenous variables that may influence output proxied by the level of real GDP growth rate. Corrt represents corruption. Ftm represents an investment multiplier such as the rate of technological diffusion. We suggest that corruption directly influences output growth through its impact on domestic investment behavior. Corruption indirectly influences economic growth through either, FDI inflows, human capital or through public investment. For practical purposes the paper also assume that output growth in the firm is subject to decreasing returns to scale with respect to physical and human capital. This implies that the economy over the long-run, will tend to have constant private capital-labour, human capital-labour, and public capital-labour ratios which, we normalize as 1. We further opine that once the steady state output is achieved, additional increases in per capita output could only be achieved through increases in the productivity of DI in the private sector or due to decreases in the level of corruption. Following similar modifications by Barro (1991), Lambsdorff (2003), Levine and Renelt (1992), Islam (1995), we endogenise the output Xt variable in equation (6) above. We hypothesize that DI is a function of corruption, macro uncertainties, FDI, and GDP and tax revenue. Hence, we specify a functional form of corruption as given by: 4(2C� = 6��8��D�
�8�, ��EFG
�8�, E��, H��
 − 1, F�
GI�    (7)  Justification of variables Domestic Investment (DI) The dependent variable is lagged domestic investment, measured by the ratio of private sector gross domestic capital formation to the private sector GDP. We lag DI in order to account for partial adjustment of fixed capital stock as in the flexible accelerator model (see Bosworth and Collins (1999), Razin (2003), Mody and Murshid (2005), Mileva (2008) and Mauro (1995) who used private sector gross fixed capital formation as proxy of DI.  



British Journal of Economics, Finance and Management Sciences 38 October 2018, Vol. 16 (1)   © 2018 British Journals ISSN 2048-125X   Corruption (CORR) We define corruption to broadly include following elements; kickbacks, collusion, theft, frequency of irregular payment to suppliers and the judiciary, improper practices in the public sphere, bribery, and other illegal rent seeking activities. In numerous cases, corruption results in economic inefficiency and loss of manufacturer and consumer surplus, because of its adverse effect on domestic investment. Numerous studies have established that corruption has significant impact on domestic investment behaviour (Mauro (1995, 1997), Brunetti and Weder (1998), Campos et al (1999), Rock and Bonnett 2004; Al-Marhubi, 2000; de Honlonkou, 2003; Ades and Di Tella, 1997; Tanzi and Davoodi, 1997; Murphy et al., 1993). Similarly, other studies also show that corruption has a greasing effect on domestic investment behaviour (see Makochekanwa (2014). Therefore, the coefficient sign of corruption cannot be determined a prior.  Business Uncertainty (INF) The study uses inflation as a proxy of business uncertainty. The majority of empirical studies indicate that a rise in inflation leads to growing uncertainty on firms’ investment decisions and reduces their propensity to invest in long term projects (see e.g. Ben et al., 2016; Tanzi and Davoodi, 2002; Mauro, 1995). Business uncertainty increases corruption and resultant firms’ transaction and production costs. It also reduces business confidence over the returns to fixed capital as well as profitability. Most African economies are characterized by high business uncertainty and thus, we expect a negative and significant relationship between uncertainty and domestic investment behavior. Foreign Fixed Inflows (FDIt-1) FDIt-1 is measured as the ratio of FDI inflow to GDP. We opted for this ratio rather than FDI since the latter measure is itself a component of DI and thus may cause endogeneity within the DI equation and lead to biasedness findings. The inclusion of this variable because FDI inflows ease financing constraints of domestic firms and also generate crowding-in effects by creating linkages and positive externalities. In older studies questions have been raised, as to the extent to which FDI inflows crowd-out of DI (see Balassa, 1967; Kravis, 1971; Caves, 1971; Dunning, 1977). However, such apprehensions have diminished significantly in recent years with greater number of recent studies acknowledging the importance of FDI inflows to developing countries(see Bellos and Subasat, 2016; Havranek and Irsova, 2015; Agrawal, 2015; Lennerts and Merlevede, 2014; Feeny et al., 2014; Conconi et al., 2013). Therefore, a positive but significant relationship between FDI inflows and DI is anticipated.  ⧍GDPt-1  The expected change in GDP reflects the accelerator element in DI behaviour. The GDP has been lagged because DI is associated with economic growth through the accelerator effect which makes DI a liner proportion of changes in GDP. Most studies in developing countries have proxied for market size either with real or real lagged GDP (see Eddine et al., 2014; Foster-McGregor et al., 2013; Nguyen and Dong, 2013; Magnus, 2010); Kim, 2010).  Assuming an accelerator effect, priori expectation sign of GDP is positive implying large market size increases domestic investment. Log of Tax Revenue Tax revenue was measured as a percent of GDP. We included this variable because tax rates affect net returns to labour, savings, fixed investment and aggregate demand which all influence the magnitude and the allocation of productive capacity. A number of empirical studies have found significant effects of tax policy on DI decisions (Aghion et al, 2016, Hauner and Kyobe, 2010) and Straub, 2011). The effects of tax in corruption studies have largely produced ambiguous results. Most African countries have high tax rates and therefore we anticipate a negative relationship between taxation and domestic investment.   



British Journal of Economics, Finance and Management Sciences 39 October 2018, Vol. 16 (1)   © 2018 British Journals ISSN 2048-125X   Results and Discussions All probability values of the Augmented Dick Fuller statistic were compared to 1%, 5% and 10% and any probability value of a predicator below these three values was considered to be stationary. Table 1 shows that DI and DDLNTAX were differenced once and twice respectively before becoming stationary at 1 % level of significance and integrated at order 1. After differencing once CORR, FDI and GDP were stationery at 5 % level of significance and integrated at order 1, whilst INF was stationary at levels at 5% significance.  Table1. Unit Root Test Variables t-ADF  Critical-1% Critical-5% Conclusion DPFDI -8.302163*** -4.886426 -3.828975 I(1) DCORR -3.921661* -4.121990 -3.144920 I(1) INF -3.267945* -4.004425 -3.098896 I(0) DFDI -6.700204* -4.886426 -3.362984 I(1) DGDP -5.433536* -4.992279 -3.875302 I(1)  DDLNTAX  -4.170845**  -4.121990  -3.144920  I(2) 
***implies stationary at 1%** implies stationary at 10%, * implies stationary at 5% significance level 
and I (·) shows order of integration.    Eviews software Version 7 was used. Source: own computation Table 2 shows multicollinearity tests that were carried out. The table shows that all the absolute partial correlation coefficients were less than 0.8 implying that there was no multicollinearity among variables.  Table 2: Correlation Matrix  CORR FDI GDP INF LNTAX HFE CORR 1.00000      FDI 0.265822 1.0000     GDP 0.174869 0.541616 1.00000    INF -0.228477 -0.118064 -0.116451 1.0000   LNTAX 0.475561 0.283665 0.575126 -0.626495 1.00000   



British Journal of Economics, Finance and Management Sciences 40 October 2018, Vol. 16 (1)   © 2018 British Journals ISSN 2048-125X   Before interpretation of findings the model was tested for multicollinearity, heteroscedasticity, specification and autocorrelations.As shown 82% of the variations in corruption variable are explained by the combination of independent variables that include FDI, GDP, business uncertainty and taxes.   Table 3: Corruption Regression Output Method: Least Squares   Date: 04/20/17   Time: 11:05   Sample (adjusted): 2000 2012   Included observations: 13 after adjustments            Variable Coefficient Std. Error t-Statistic Prob.             DGDP -0.304 0.096 3.160 0.016 DFDI 3.050 1.006 3.030 0.0191 DDLN_TAX 1.210 0.852 1.420 0.1986 DCORR -14.459 2.805 -5.155 0.0013 INF 0.001 0.001 -2.193 0.0644 C -0.990 0.993 -0.997 0.352      R-squared 0.820     Mean dependent var 1.508 Adjusted R-squared 0.691     S.D. dependent var 4.874 S.E. of regression 2.708     Akaike info criterion 5.134 Sum squared resid 51.320     Schwarz criterion 5.395 Log likelihood -27.371     Hannan-Quinn criter. 5.080 F-statistic 6.377     Durbin-Watson stat 1.833 Prob(F-statistic) 0.0153    Source: own computation  From the above regression output our investment model is specified as follows;  4KK64(2 = ∅ + ∅�4�MNN2 + ∅O44P.QR32 + ∅S464(2 + ∅T4H4K2 + ∅U��E2 + V2  Discussions of Findings The coefficient of corruption (DCORR) was found to be negative and statistically significant at 1 % level implying that high corruption has a negative effect on private domestic investment behavior, hence, confirming the sanding effect of corruption hypothesis. The coefficient of corruption is -14.45 indicating that increasing corruption levels by a unit decreases private domestic investment by 1445%. High corruption decreases domestic investment growth directly through decreased private firms productivity and inefficient allocation of existing financial and physical resources in the economy. The results also suggest that corruption deters domestic investment growth in Zimbabwe by adversely impacting on the quantity, quality and efficiency of private fixed business spending decisions of firms. Our results agree with Mo (2001) who found that a unit increase in the corruption index reduces the growth rate in developing countries by about 0.545 percentage point. Our results differ from Uneke (2010) and Makochekanwa (2014) who in a recent studies of African countries argue that corruption enhances efficiency of the development process and facilitates investment and economic growth.The coefficient of FDI was found to be positive and significant at 5% indicating that a unit increase in FDI will increase DI by 305%. The findings also suggest that more FDI in the economy might be a panacea for eliminating corruption in private firms since most foreign firms consider the presence of corruption as a deterrent for 



British Journal of Economics, Finance and Management Sciences 41 October 2018, Vol. 16 (1)   © 2018 British Journals ISSN 2048-125X   expanding overseas. Our result on FDI are consistent with findings by a number of researchers such as Greene and Villanueva (1991); Quattara (2000; Mauro (1995), Tanzi and Davoodi (2002) and Ndikumana (2007). Business uncertainty proxied by inflation variable was found to be negative and statistically significant at 10% level indicating that a stable macroeconomic characterised by low uncertainties fosters the growth of DI. The result shows that a 1 % increase in business uncertainty reduces private domestic investment growth by 0.09 percent. Our results agree with studies by Ajayi (2006) and Anyanwu (2012) that indicate the importance of having low business uncertainty as a prerequisite to low corruption and higher DI. The coefficient of lagged real GDP was found to be positive and statistically significant indicating that a large economy has an effect on DI. Our results are supported by empirical studies in many developing countries which link corruption and DI to the size of the economy (see Malumisa, 2013; Atoyebiet al., 2012; Jecheche, 2010; Frimpong and Ayentimi, 2012).  Our results do not confirm tax rates as a major determinant of corruption and DI behaviour.  Conclusions and Recommendations In most African countries the plague of corruption is increasing in complexity. Corruption is inherently a symptom of political, social, cultural, economic, and institutional causes. Eradicating corruption requires tackling the underlying causes. Corruption exists in many African countries because there are no sufficient corruption monitoring institutions. Where institutions exist, African governments are not eager to capacitate them and they are not autonomous. The main emphasis on eradicating corruption by policy makers must be therefore be put on preventive measures and empowering governance institutions. This implies that; reforming domestic investment policies, ensuring effective governance, and removing enticements that fertilize corruption should be made central to policies that exterminate corruption. Efforts to improve enforcement of anti-corruption legislation using governance codes, the police, the Anti-Corruption Commissions or other agencies within government will not bear much fruit unless there is clear separation of power between the Judicial, Executive and Legislature. Anti-Corruption Commissions that exist in many African countries must be strengthened and given prosecuting power over all cases that involve corruption and rent-seeking. Attempts by most African governments to link and use anti-corruption agencies in order to jeremiad opposition parties, to discredit corruption activists and as a strategy to win election must be resisted.Other policy implications from the study are that: African countries should reduce disproportionate government regulation over domestic investment and economic activities since these facilitate rent-seeking and bureaucratic corruption. This infers that African countries should deregulate private markets and reduce political interference in competitive markets. Government shouldintroduce more probity into the tendering processes andstrengthen anti-corruption institutions such as the judiciary and police. African countries should encourage forfeiture of corruption dividends and also encourage accountability and transparency particularly in managing FDI inflows. There is also a need to streamline domestic investment regulations by the adopting technology that requires minimum human interface, at least in circumstances where the exercise of bureaucratic discretion is not crucial or needed. For instance, computerizing processing of investment incentive documents, permits, business licences can significantly strengthen integrity and transparency in key government institutions that are involved with domestic investment growth. Reducing corruption in African countries also implies the introduction of a cocktail of policy prescriptions such as reducing opportunities for corruption, eliminating parastatal subsidies, eliminating the parallel market for foreign exchange rates, lowering tariffs and other obstacles that hinder international trade, relaxing licensing requirements and entry barriers for new firms and foreign investors and de-monopolizing state institutions that authorize new domestic investments. In addition, transparently enforcing international accounting standards, auditing and prudential banking regulations could be crucial in uprooting corruption. Finally, the 
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