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ABSTRACT 

 

 

Limiting central government debt has been a key aspect of numerous governments around the 

world and it is often looked to as a way to increase the financial health of the country and 

prevent significant economic collapse. One way that countries can address this systemic issue of 

rising central debt is to look at curtailing corruption within their borders. This thesis looks to 

examine the effects of corruption on rising central government debt and illustrate that the higher 

the level of corruption is in a country, the more central government debt that country will hold. 

Throughout this thesis I examine the relationship between government accountability variables 

and how they correlate with central debt. The research I conducted in this paper illustrates that 

there is indeed a relationship between central government debt and level of corruption within a 

country. This relationship proves that as the level of corruption and overall lack of transparency 

increases, there is a corresponding increase in the amount of fiscal government debt that a 

country holds, therefore if governments are looking to reduce their debt, they should look to limit 

their corruption. Furthermore, this paper provides meaningful insights and recommendations into 

why it is beneficial for governments with higher levels of debt to curtail corruption as a means to 

both limit their financial risk and prevent widespread economic collapse. 
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I. INTRODUCTION 

 

The fiscal debt of a country is often seen as a major indicator of its financial health. At very high 

levels of debt, countries can plunge into financial crisis. The level of fiscal debt that a country 

holds can be affected by many factors including the different types of government initiatives 

implemented, the relative strength of the economy, and even the type of government used within 

the country. This measure is often only examined through the lens of the economic landscape of 

the country with no regard to how the political health of the nation affects the relative level of 

fiscal debt held. Typically, the ties between the financial and political health of nations are not 

examined in great detail. The two areas are often inspected separately with little regard as to how 

the transparency and level of corruption within a nation affects the amount of debt held by that 

nation. This thesis will look to combat this and examine the relationship between varying levels 

of corruption within a country and its effect on the nation’s level of public debt across a broad 

swath of countries around the world. My hypothesis is that the greater the level of political 

corruption and lack of transparency that a government holds, the higher the fiscal debt that 

country will accumulate. 

 

Political corruption often hinders any economic growth that a country may experience by 

creating deadweight loss and siphoning economic gains into the pockets of the political elite. 

This in effect weakens the overall stability of the economy of a country and can lead to the 

government needing to take on more debt in order to provide even basic services for the people. 

Corruption within the government can lead to a malfunction of even the most basic functions of 

government due to mismanagement and misappropriation of funds. This in turn places an undue 

burden on the economy of the nation and suppresses economic growth leading the government to 



 2 

take on more debt in order to run the country. When the political landscape remains the same 

over several years the accumulation of fiscal debt rises exponentially. 

 

In this thesis I look to address the question of how political corruption in developing nations 

affects the level of fiscal debt that a country holds. I posit that the higher the level of political 

corruption and lack of transparency that a government holds, the higher the fiscal debt that 

country will accumulate. Furthermore, I believe that the level of fiscal debt held by these more 

corrupt governments only increases as the length of the corruption continues and conversely if a 

country were to have more transparency then the level of debt will remain lower over the same 

period of time.  

 

 This thesis builds upon previous research by utilizing data from the past twenty-eight years from 

1990 to 2018 and looks at how the increase or decrease in the corruption levels experienced 

affect the growth or decline of the fiscal debt for years to come. Developing nations often see 

higher levels of corruption than more advanced economies, and their fiscal debts often fluctuate 

more than larger, more advanced nations. This makes looking at the relationship for both 

developing and fully developed nations an ideal case study for measuring the effect of 

government corruption on the fiscal debt.  Furthermore, this thesis will improve upon previous 

research by including various controlling variables not utilized in previous works. The addition 

of these variables allows for a more accurate and targeted analysis that some previous works 

have shied away from and gives this thesis a stronger quantitative focus while limiting outside 

factors that may misconstrue the results illustrated by the data. The paper proceeds as follows. In 

the next section, I cover related literature and background. In Section 3 I discuss data sources and 
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preliminary statistics will be discussed. Section 4 consists of the theoretical model section, 

Section 5 includes the empirical model, Section 6 describes the results discovered as a result of 

this research, and Section 7 includes the conclusion and policy recommendations.
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II. LITERATURE REVIEW 

 

The relationship between how corrupt a nation is, and its corresponding economic growth has 

been researched extensively in the past. Many authors have conducted case study analyses, panel 

data studies, and correlational studies between levels of corruption and various growth metrics. 

However, when it comes to understanding the relationship between corruption levels within a 

country and that country’s central government debt, there is far less available literature. 

 

A. CORRUPTION 

 

Measuring corruption can be a significant challenge when conducting this type of analysis, as 

corruption is a pervasive yet difficult to quantify aspect of all governments. However, this does 

not preclude quantitative analysis of data measuring corruption. A World Bank report on 

measuring corruption illustrates that over the past several years, the measure of corruption is 

becoming more and more empirical as data collection improves (Kauffman, Kray, Mastruzzi, 

2007). Despite this increase in the collection of quantitative data, there are still significant 

challenges in developing a unified definition of what constitutes corruption and how best to 

measure it. The two most commonly used measures of corruption are from the World Bank and 

data from the Corruptions Perceptions Index compiled by Transparency International.  

Additionally, there are different types of corruption, whether that be political or economic that 

can create various costs and benefits, and therefore have different effects on firm financial 

performance and overall economic growth (Huong Van Vu, Tran, Tran Van Nguyen, & Lim, 

2018). 
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There are differing views on what the effect of corruption is on economic growth with some 

early researchers including Nathaniel Leff and Samuel Huntington finding that there is indeed a 

benefit to corruption in economic growth. Leff argues that corruption reduces uncertainty, 

increases investment, and may be preferential as a “hedge” against government bureaucracy 

(Leff, 1964), while Huntington states, “Like machine politics or clientelist politics in general, 

corruption provides immediate, specific, and concrete benefits to groups which might otherwise 

be thoroughly alienated from society…Corruption serves to reduce group pressures for policy 

changes, just as reform serves to reduce class pressures for structural changes” (Huntington, 

2006). Paolo Mauro builds upon the works of Leff and Huntington stating, “corrupt practices 

such as ‘speed money’ would enable individuals to avoid bureaucratic delay,” and “government 

employees who were able to levy bribes would work harder, especially in the case where bribes 

act as a piece rate. While the first mechanism would increase the likelihood that corruption be 

beneficial to growth only in countries where bureaucratic regulations are cumbersome, the 

second one should operate regardless of the level of red tape” (Mauro, 1995).  

However, this idea that corruption plays a net positive role on economic growth has largely 

fallen out of favor amongst researchers in recent years. This is due in part because corruption is 

illegal, and those in power that engage in the act tend to set up obstacles in order to protect 

themselves, and these barriers can lead to increased “transaction costs” limiting economic 

growth (Ng, 2006). Furthermore, this existence of corruption provides a more perverse type of 

incentive within society; one that can lead to “rent seeking behavior” (Krueger, 1974) or the 

manipulating of public policy or economic condition as a strategy for increasing profits. Jonathan 

Lambsdorff builds upon the idea of rent seeking behavior stating, “This approach considers 

various forms of seeking preferential treatment by public decision makers, for example, 
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competitive lobbying and corruption…this approach provides a normative framework to 

determine what type of policy should take place…traditional rent-seeking theory focuses on the 

resulting deviations from optimality” (Lambsdorff, 2002). It is this “deviation from optimality” 

that leads to the erosion of profits and leads to a mismanagement of funds. Dzhumashev 

continues that logic stating, “that there exists an endogenous two-way relationship between 

corruption and government spending…In particular it is shown that corruption, in the form of the 

bureaucrats’ rent extraction, rises with an increase in public spending, but falls with an increase 

in the degree of economic development” (Dzhumashev, 2014). 

 

B. CENTRAL GOVERNMENT DEBT 

 

Debt is often a key benchmark in measuring both the health of a country’s economy and fiscal 

policy, as it is tied to the amount of borrowing a country takes on with respect to how much 

revenue it takes in. Central government debt often increases in times of financial crisis and is 

prevalent across both advanced and developing countries (Kim, Ha, & Kim, 2017). This can be 

seen recently in the United States, where the central government debt as a percentage of GDP 

reached 98% in 2020, exacerbated by the COVID-19 pandemic and resulting fiscal crisis. The 

Wall Street Journal illustrates the issue stating, “The U.S. passed the 100% debt to GDP mark, 

measured on a quarterly basis, in the April to June quarter, when government spending surged to 

combat the new coronavirus and tax revenue plunged. But this would be the first time in more 

than 70 years for it to do so for the federal government’s full fiscal year. The last time the U.S. 

debt level exceed economic output was in 1946, when it stood at 106%” (Davidson, 2020). This 

type of debt crisis is not exclusive to the U.S. as many other countries face similar debt climbs 

this year as well as can be seen in Figure 1 and Figure 2 below.
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Figure 1: U.S. Federal Debt Projection Figure 2: Debt to GDP Ratios 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Source: Davidson, K. (2020, September 02). U.S. Debt Is Set to Exceed Size of the Economy Next Year, a First Since World War II. Retrieved November 07, 2020, from http://www.wsj.com/articles/u-s-debt-

is-set-to-exceed-size-of-the-economy-for-year-a-first-since-world-war-ii-11599051137 
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The relationship between debt and economic growth is further examined by Reinhart and Rogoff 

who suggest that debt in high levels is negatively correlated with economic growth; they also 

find that there is no significant link between economic growth and debt when the level of public 

debt is below 90% of GDP (Reinhart & Rogoff, 2010). António Afonso supports this theory 

stating, “In terms of economic theory, at moderate levels of government debt, fiscal policy may 

induce growth, with a typical Keynesian behaviour. However, at high debt levels, the expected 

future tax increases will reduce the possible positive effects of government debt, decreasing 

investment and consumption resulting in less employment and lower output growth” (Alfonso, 

2013). This is further corroborated by Kumar and Woo as they find that debt levels have 

negative consequences with regards to subsequent growth, even following the addition of 

controlling variables to account for other standard determinants within growth equations (Woo & 

Kumar, 2015). 

 

 

There is little understanding as to why governments are able to hold so much debt, and why they 

choose to do so. Older theories hold that the Ricardian Equivalence is the reason behind 

governments holding more debt (Barro, 1974). The Ricardian equivalence is the idea that 

consumers are forward looking and therefore tend to internalize the budget constraint of the 

government when evaluating a decision allowing the government to continue to take on debt. In 

other words, consumers anticipate the future need to pay off government debt and therefore it 

does not significantly affect their spending behavior today. 

 

However, this theory has fallen out of favor amongst political economists including those at the 

European Central Bank that state, “Reasons why Ricardian equivalence fails to hold are 
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threefold: finite planning horizons, distortionary taxation, and incomplete markets hindering 

agents to borrow against future income” (Vogel, 2014).  Pierre Yared follows up on this idea 

stating, “The absence of a clear normative reason for the trend in government debt across 

advanced economies suggests that political forces are behind this pattern” (Yared, 2019). 

 

C. CORRUPTION AND CENTRAL GOVERNMENT DEBT 

 

Previous literature that focuses on the explicit relationship between corruption and central 

government debt is relatively scarce, with several notable exceptions. The first of which is 

Apergis and Apergis’s article, New Evidence on Corruption and Government Debt from a Global 

Country Panel, where they utilize a non-linear model to estimate the effects of corruption on 

government debt using panel data from 120 countries from 1999 to 2015. Their findings 

illustrate that, “the relationship between corruption and debt is non-linear, while a strong 

threshold effect was present as well. Public debt appears to respond faster to a high corruption 

regime compared to a low corruption regime, while an increase in the shadow economy, 

government expenses, the inflation rate, interest payments on debt and military expenditure all 

increase the debt to GDP ratio” (Apergis & Apergis, 2019). This study was based on work 

conducted by Cooray et. al. which also focused on whether or not corruption affects the level of 

central debt but focuses more heavily on the effects of the shadow economy. The study 

concludes, that after running OLS Regressions, “The results suggest that corruption measured by 

both the TI index and Kaufman et. al. index has a highly statistically significant influence on 

public debt in all regressions…This clearly suggests that higher levels of corruption are 

conducive for the accumulation of a larger public debt” (Cooray, Dzhumashev, & Schneider, 

2017). These articles, while extensive in their research, seem to lack several perspectives that 
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would help to contribute to understanding the true relationship between corruption and central 

government debt. The addition of an analysis through the lens of developing vs. developed 

nations may help contribute to that goal. Furthermore, running the regressions with the addition 

of many more control variables may help to strengthen the outputs and findings. 

 

D. ORIGINAL CONTRIBUTION TO EXISTING LITERATURE 

 

This thesis adds to the existing literature in several meaningful ways. The first of which is 

utilizing more recent data. The data used in my analysis is far more encompassing than in 

previous works, as I use panel data from 1996 to 2018, a 22-year spread, which allows for more 

meaningful analysis over time. I also examine more countries than have been utilized in the past: 

previous works often use smaller datasets with selected country groups ranging in size from 90 

to 120; I have included 160 countries for analysis. Additionally, the OLS regressions performed 

in this analysis control for more exogenous variables than previous work. Other papers have 

controlled for population growth (Méndez & Sepúlveda, 2006), ethnic-linguistic fractionalization 

(Aidt, Dutta, & Sena, 2008), or government spending such as social protection, housing, and 

defense (Delavallade, 2006). However, these controlling variables tend to shy away from other 

more economy focused controls. I have included the following controlling variables: political 

stability estimate, government effectiveness estimate, account balance (the value of a country’s 

exports and imports of goods and services), annual GDP growth, tax revenues, and Gini index 

(which measures income inequality). Establishing a more conclusive relationship between 

corruption and central government debt can help countries better identify how best to allocate 

scarce resources when looking to combat rising central government debt. Moreover, this thesis 



 11 

can be utilized as a tool to help researchers provide more solid analysis work in the study of both 

corruption and government debt going forward.
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III. THEORETICAL MODEL 

 

The model I follow in this thesis creates a framework for discussing central government debt as a 

relationship with corruption estimates created by the World Bank as follows: 

 

                 (1) 

 

This model will allow for the reader to understand the underlying connection between how much 

corruption a country has and its corresponding central government debt. The economic factors 

listed range greatly and include revenue gained from the collection of taxes, to the account 

balances held by the countries being examined. In my analysis I will look to control for these 

economic factors by including several within my final regression. These variables are as follows: 

political_stability_estimate, govt_effectiveness_estimate,  account_balance,  

annual_gdp_growth, gini_index, tax_revenue, fdi_inflows, voice_acountability_estimate,  

regulatory_quality_estimate,  rule_of_law_estimate, and trade. I have found these variables to 

be important in controlling for outside factors, when looking at the regression of corruption 

estimates on central government debt. 

 

The logic of this model is that as corruption increases within a country, that country’s resulting 

central government debt will also increase, due in part to other economic factors listed above. 

This will allow governments to determine the true effects of rising corruption within their 

respective countries on their level of debt held by the central government and help to serve as 

guidance as to the importance of limiting corruption going forward.
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IV. DATA SOURCES 

 

 

The data utilized come from two of the World Bank’s open-source databases collected from the 

189 member countries of the World Bank, including several overseas territories and constituent 

countries around the world. The two main datasets utilized are the World Development 

Indicators dataset as well as data collected from the Worldwide Governance Indicators (WGI) 

project. Data from both datasets were merged into one cohesive set, in order to complete the data 

analysis highlighted in this section. Not all variables available in the World Bank sources were 

utilized; only the ones deemed most relevant to the analysis at hand. 

 

The main two variables that I will be analyzing in this thesis are the 

control_of_corruption_estimate and the centralgovtdebtperc variables, both of which are taken 

from the World Development Indicators dataset from the years of 1996 to 2018. The 

control_of_corruption_estimate is described by the WGI as follows, “Control of corruption 

captures perceptions of the extent to which public power is exercised for private gain, including 

both petty and grand forms of corruption, as well as "capture" of the state by elites and private 

interests.” (Kaufmann, Kray, 2020) The centralgovtdebtperc variable is the total amount of 

central government debt that a country holds as a percentage of its GDP. The World Bank 

describes the debt as, “the entire stock of direct government fixed-term contractual obligations to 

others outstanding on a particular date. It includes domestic and foreign liabilities such as 

currency and money deposits, securities other than shares, and loans. It is the gross amount of 

government liabilities reduced by the amount of equity and financial derivatives held by the 

government. Because debt is a stock rather than a flow, it is measured as of a given date, usually 

the last day of the fiscal year.” (World Development Indicators, 2020) The controlling variables 
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used in this analysis have been merged into the final dataset from the Worldwide Government 

Indicators dataset. Figure 3 and Figure 4 below illustrate the two main variables data plotted on a 

world map. 
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Figure 3: Central Government Debt as a Percentage of GDP 
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Figure 4: Average Control of Corruption by Country 
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It should also be noted that I omitted several countries and observations from the final analysis. 

All overseas territories and constituent countries were omitted from the final analysis including 

American Samoa, Anguilla, Aruba, Bermuda, Channel Islands, Cayman Islands, Cook Islands, 

Faroe Islands, French Guiana, French Polynesia, Gibraltar, Greenland, Guam, Hong Kong SAR, 

Jersey, Macao SAR, Martinique, the Netherlands Antilles, Northern Marianas Islands, New 

Caledonia, Puerto Rico, Sint Maarten, St. Martin, Turks and Caicos, and the British and U.S. 

Virgin Islands as many countries include data from their territories and overseas holdings as a 

part their country specific data and an effort was made to prevent double counting of data. 

Furthermore, the following countries were omitted from analysis due to lack of data in either the 

control_of_corruption, the centralgovtdebtperc variable or both: Andorra, China, Curaçao, 

Democratic Republic of the Congo, Democratic People’s Republic of Korea, Cuba, Egypt, 

Ethiopia, Georgia, Liechtenstein, Mauritius, Monaco, the Netherlands, Panama and the United 

Arab Emirates. Additionally, South Sudan was excluded because it became a country in 2012, 

therefore lacking the significant data to add to a meaningful regression, and Syria is currently in 

the midst of a civil war resulting in several years of missing data, so it was also excluded from 

the data. Furthermore, several smaller island nations in the South Pacific and surrounding the 

African continent were also excluded which may indeed lead to a discrepancy within the data, 

specifically: Cape Verde, the Federated States of Micronesia, the Solomon Islands, Tuvalu, 

Nauru, and Vanuatu. 

 

The main variables utilized for the regression are as follows:  centralgovtdebtperc and 

control_of_corruption_estimate with the following controlling variables 

political_stability_estimate, govt_effectiveness_estimate, account_balance,  
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annual_gdp_growth, gini_index, tax_revenue, fdi_inflows, voice_acountability_estimate,  

regulatory_quality_estimate,  rule_of_law_estimate, and trade. 

 

Table 1 illustrates a table of descriptive statistics for each variable that is within this thesis 

dataset, pulled from the World Bank’s World Governance Indicators and World Development 

Indicators. 

 

 

Table 1: Summary of Descriptive Statistics 

 

Variable Observati

ons 

Mean Std. 

Dev. 

Min. Max 

      

centralgovtdebtperc 3,157 52.975 43.670 0.000 547.776 

control_of_corruption_estimate 3,209 -0.033 1.001 -1.826 2.470 

political_stability_estimate 3,206 -0.056 0.957 -3.181 1.755 

govt_effectiveness_estimate 3,199 -0.015 0.973 -2.244 2.437 

account_balance 2,926 -2.440 15.745 -147.997 311.762 

annual_gdp_growth 3,194 3.815 5.503 -62.076 123.140 

gini_index 1,184 37.688 8.850 23.700 64.800 

tax_revenue 2,057 17.791 8.489 0.716 149.283 

fdi_inflows 3,164 5.628 17.416 -58.322 451.639 

voice_accountability_estimate 3,239 -0.014 0.956 -2.259 1.801 

regulatory_quality_estimate 3,198 0.007 0.947 -2.364 2.261 

rule_of_law 3,232 -0.043 0.982 -2.322 2.100 
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V. EMPIRICAL MODEL 

 

To test the hypothesis that central government debt decreases as control of corruption increases, I 

estimate two separate regression models. One of these models is a fixed effects analysis and the 

second consists of an OLS regression. Each of these regressions will follow the structure as 

indicated below: 

 

 

           (2) 

Where: 

Control_of_corruption_estimate = World Bank estimate on control of corruption within a 

country 

Political_stability_estimate = World Bank political stability and absence of violence/terrorism 

estimate 

Govt_effectiveness_estimate = World Bank government effectiveness estimate 

Account_balance = Current account balance (as a percent of GDP) 

Gini_index = World Bank Gini Index estimate measuring income inequality 

Tax_revenue = A country’s revenue generated from taxes 

Fdi_inflows = Foreign Direct Investment net inflows (as a percent of GDP) 

Voice_accountability_estimate = World Bank voice accountability estimate 
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Regulatory_quality_estimate = World Bank regulatory quality estimate 

Rule_of_law_estimate = World Bank rule of law estimate; and  

µ is the random error. 

 

I expect that the results indicated from these models will prove that the hypothesis laid out in this 

thesis is accurate and will lead to valuable, statistically significant results. With regards to the 

variables utilized in these models, the following is what is expected from the results: 

 

I expect the control_of_corruption_estimate variable to have a negative coefficient, indicating 

that as control of corruption increases the amount of central government debt held by countries 

will decrease. The same is expected for the political_stability_estimate, rule_of_law, 

govt_effectiveness_estimate, and the regulatory_quality_estimate variables as they are similar in 

what they measure and their effects on central government debt are likely to have similar 

relationships. As for account_balance, I hold no clear expectation. This is due to the fact that the 

only way in which a country can benefit financially from a positive trade balance is if they 

impose higher taxes on exports rather than imports. Without in-depth information on trade 

policies and import/export taxes; understanding the effect of this variable will be challenging. 

The variables annual_gdp_growth and tax_revenue will likely be similar in that as both GDP and 

tax revenues grow there will be more cash on hand to pay down central government debt, as a 

result I expect negative coefficients for both variables. With regards to gini_index, the measure 

of wealth inequality in a country, I suspect that countries with a higher score on the index will 

have more government debt because the governments will need to allocate more cash into social 
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welfare programs leading to more debt. Therefore, for the gini_index variable, I expect the 

coefficients in the regression to be positive.
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VI. RESULTS 

 

Overall, the results that I have found through this analysis are strong. Both the fixed effects and 

OLS models have several statistically significant variables that indicate that the empirical 

framework laid out above is indeed accurate and statistically meaningful. Furthermore, the R 

squared value for both models illustrates that both models do a good job of explaining the 

variability of the response data. 

 

The results from the main fixed effects regression discussed above is summarized by the 

following table: 

 

 

Table 2: Fixed Effects Regression of Control of Corruption on Central 

Government Debt 

Variable Coefficient T P-Value Robust S.E. 

     

control_of_corruption_estimate -19.929 -2.80 0.006*** 7.119 

political_stability_estimate -15.118 -3.76 0.000*** 4.020 

govt_effectiveness_estimate 13.058 2.03 0.045** 6.428 

account_balance 0.611 2.58 0.011** 0.237 

annual_gdp_growth -0.590 -2.94 0.004*** 0.201 

gini_index 0.043 0.08 0.938 0.558 

tax_revenue -0.367 -0.97 0.332 0.377 

fdi_inflows 0.028 1.69 0.095* 0.016 

voice_accountability_estimate 6.303 1.07 0.287 5.891 

regulatory_quality_estimate -21.727 -2.88 0.005*** 7.535 

rule_of_law 16.138 1.65 0.102 9.776 

_cons 62.416 2.70 0.008*** 23.085 

 

N 933 

R2 0.222 

F-Statistic 8.24      Prob > F 0.000*** 
*      Statistically significant at the 10% level 

**    Statistically significant at the 5% level 

***  Statistically significant at the 1% level 
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As illustrated in Table 2, the main variable control_of_corruption_estimate is an estimate 

variable created by the World Governance Group at the World Bank. The scale ranges from -2.5 

(weak) to 2.5 (strong). The control_of_corruption variable in this regression is highly 

statistically significant at the 1% level with a coefficient of -19.929 indicating that for every one-

point increase on the control_of_corruption_estimate scale there is a 19.93% drop in the amount 

of central government debt held by a country as a percentage of GDP.  As for the additional 

variables in the regression they factor into the results as follows: 

 

Political_stability_estimate, also on the -2.5 to 2.5 scale, is highly statistically significant at the 

1% level and negative, indicating that for every one-point increase in the political stability 

estimate, there will be a corresponding 15.12% decrease in the amount of central government 

debt held by a country as a percentage of GDP. 

 

Government_effectiveness_estimate holds less significance than the previous two variables but is 

still statistically significant at the 5% level and positive. This variable similar to the previous two 

is also based on a -2.5 to 2.5 scale, and each increase in the estimate by one-point results in a 

13.06% increase in the amount of central government debt held by a country as a percentage of 

GDP. This result is surprising in that the output shows that as government effectiveness increases 

it brings about more government debt. The opposite result is what was expected, especially given 

that similar variables, i.e., political_stability_estimate and control_of_corruption_estimate 

resulted in a decrease in central government debt. 
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The account_balance variable has a lesser effect on the central government debt than the 

previous variables, however, it is still significant at the 5% significance level. The variable 

measures the current account balance of a country or the sum of net exports of goods and 

services and is measured as a percentage of GDP. Therefore, the regression indicates that for 

each 1% increase in account balance as a percentage of GDP, there is a 0.61% increase in central 

government debt held by a country as a percentage of GDP. This result is also somewhat 

surprising in that it illustrates that as net exports increase, central government debt also increases, 

I would have expected that if exports increased, then revenue gained by the country would also 

increase, thereby lowering central government debt but this is not the case; perhaps because 

revenues gained via increased exports are not used to pay down debt. 

 

Annual_gdp_growth variable is highly statistically significant at the 1% level and shows that for 

each percentage point increase in GDP, there is a 0.59% drop in central government debt as a 

percentage of GDP, and this result is as to be expected. As GDP grows, countries gain more 

revenue and part of that revenue in turn is often put towards lowering central government debt, 

or the governments can fund operations out of current receipts rather than incurring debt. 

 

The fdi_inflows variable is statistically significant only at the 10% level; however, the regression 

results indicate that for each percentage point of FDI net inflows increases per percentage of 

GDP, there is a 0.03% increase in central government debt. This increase is almost negligible, 

but understandable given that FDI often necessitates some investment on behalf of the receiving 

country, which in turn would increase central government debt. 
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Regulatory_quality_estimate, which measures the ability of the government to develop and 

implement sound regulations and policies and generate private sector development, is highly 

statistically significant in this regression at the 1% level. Each one-point increase along the -2.5 

to 2.5 scale results in a 21.73% decrease in central government debt as a percentage of GDP. 

This variable has the largest effect within the model, due to the fact that this variable measures 

how well a country is able to promote development within the private sector. If this variable 

were low, one would expect that government debt would increase due to the fact that there are no 

sound policies in place that would foster economic growth, and this in turn would mean the 

government would need to continue to take on more debt in order to artificially support the 

private sector and vice versa. 

 

Lastly, the gini_index, tax_revenue, voice_accountability_estimate, and rule_of_law_estimate 

variables hold no statistical significance in the model. This is rather surprising in that one would 

expect the voice_accountability_estimate, which measures the perceptions of freedom of speech 

and how able citizens are to participate in their government, and rule_of_law_estimates to hold 

some correlation with central government debt. Both variables are closely related to how “free” a 

country is and how much influence citizens of a country have over the politics. Apparently, these 

measures have little to do with the accumulation of central government debt, meaning that 

countries that there is no meaningful correlation between type of government style (authoritarian 

vs. democratic) that affects central government debt more than the other. 

 

The R2 value for this model is 0.222 which signifies the proportion of the variance for 

centralgovtdebtperc that is explained by the independent variables and is within acceptable limits 
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to indicate good model design. The F-statistic provided for this model is also statistically 

significant at the 1% level and illustrates that the model itself is highly statistically significant. 

 

Additionally, the simple OLS Regression model statistics for the same variables are included in 

Table 3 below: 

 

 

Table 3: OLS Regression of Control of Corruption on Central Government Debt 

Variable Coefficient T P-Value Robust S.E. 

     

control_of_corruption_estimate -16.754 -3.91 0.000*** 4.286 

political_stability_estimate -12.040 -4.95 0.000*** 2.431 

govt_effectiveness_estimate 17.565 3.57 0.000*** 4.915 

account_balance -0.810 -4.94 0.000*** 0.164 

annual_gdp_growth -1.436 -4.22 0.000*** 0.340 

gini_index -0.014 -0.10 0.922 0.149 

tax_revenue 0.877 3.96 0.000*** 0.221 

fdi_inflows 0.071 1.01 0.315 0.071 

voice_accountability_estimate 21.740 6.32 0.000*** 3.440 

regulatory_quality_estimate -38.674 -8.62 0.000*** 4.485 

rule_of_law 23.261 4.14 0.000*** 5.616 

_cons 36.063 4.59 0.00*** 7.852 

 

N 933 

R2 0.219 

F-Statistic 17.93     Prob > F 0.000*** 
*      Statistically significant at the 10% level 

**    Statistically significant at the 5% level 

***  Statistically significant at the 1% level 

 

 

Interestingly, when looking at this simple OLS regression in comparison to the fixed effects 

model there are only two variables, gini_index and fdi_inflows that are not significant. 

Additionally, all other variables are highly statistically significant to the 1% level. Moreover, all 

of the surprising results found in the previous model regarding the 

government_effectiveness_estimate variable hold in this regression, as well. Also surprising is 
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that fdi_inflows, is significant with the fixed effect model at the 10% level however, it is not 

significant with the OLS regression, and is the only variable to lose significance from the change 

in regression model. 

 

These results indicate that the original hypothesis put forth in this thesis, that the greater the level 

of political corruption and lack of transparency that a government holds, the higher the fiscal 

debt that country will accumulate is accurate. The results indicate that as control of corruption 

increases, there is a decrease in the amount of central government debt held by countries as a 

percentage of GDP. This leads to the implication that the inverse is also accurate, in that the 

more political corruption and lack of transparency that are present in a country, the higher the 

amount of fiscal debt that will be accumulated.
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VII. CONCLUSION AND POLICY RECOMMENDATIONS 

 

This thesis is intended to illustrate the true negative effects of corruption on central government 

debt, and I have shown that the more corrupt a country is the more debt the central government 

will have on average, probably due in some or many cases to taking on debt to combat the loss of 

government funds finding its way into the hands of corrupt politicians and business leaders. The 

research presented in this paper shows that it is in the best interest of those politicians looking to 

limit the debt levels of the central government to make lowering the level of corruption in their 

country a priority. In order to build upon the research conducted in this thesis going forward, 

collection of more recent and more complete data will be necessary. These more complete data 

sources be utilized in order to estimate a stronger statistical model.  

 

Policy leaders should utilize this research in order to provide context as to the extent of the part 

corruption plays on central government debt. Furthermore, the analysis provided in this thesis 

illustrates that as corruption levels within a country decrease, the resulting amount of central 

government debt falls in tandem. Future policy makers that are both looking to be fiscally 

responsible and want to control government spending and borrowing should therefore focus their 

energies on limiting the corruption within their respective countries in order to provide stronger 

budgetary management, and an increase in the nation’s wealth. Traditional cost saving measures 

when implemented in tandem with controls on corruption can lead to an even stronger reduction 

in central debt and should be examined further. Additionally, looking to explore other variables 

including political stability and regulatory control as factors for corruption reduction can lead to 

other ways politicians can limit their government’s central debt.  



 29 

Decreasing central government debt is often a priority for many administrations around the 

world, and this thesis lays out a potential roadmap for policymakers to follow on their pursuit of 

that goal. 
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