HOMEWORK ASSIGNMENT

Corruption and Economic Growth 
Corruption not only undermines the ability of governments to function properly, it also stifles the growth of the private sector.  We hear it from investors, domestic and foreign, investors who worry that where corruption is rampant, contracts are unenforceable, competition is skewed, and the costs of doing business becomes stifling.  When investors see that, they take their money somewhere else (Paul Wolfowitz, President of The World Bank, 2006).

The Solow model suggests that the sole determinant of growth in the long run is technological change. In the short run the growth rate of output per worker is affected by changes in such things as the savings rate, the population growth rate, and the growth of human capital through transition dynamics. For example, an increase in the savings rate will cause growth in the capital to labor ratio along with a corresponding growth in output per worker. While the output per worker is transitioning to the new higher level, the growth rate is greater than its steady-state level. But, once the new steady-state output per worker is reached, the growth rate returns to its original level. A change in the savings rate has a level effect on output per worker, but no long run growth effect.

Corruption is not formally modeled in the Solow Model. Therefore, we need to analyze the effect of corruption through its effects on investment. It is reasonable to assume that an increase in the level of corruption should decrease the expected rate of return to investments in financial, physical or human capital, leading to a decrease in investment. This negative relation between corruption and investment is found empirically, which supports the view that corruption affects economic performance through a negative impact on investment. 
This homework requires you to examine and discuss the correlation between investment and the corruption index. Please, log onto http://pubpages.unh.edu/~bte/growth.html and find the sources of data and the step-by-step procedure for generating a regression line which will summarize the strength of the relationship between the corruption index and the level of income per worker, and between the corruption index and the growth rate of income per worker. The instructions will guide and help you to write a mini paper on the economics of corruption. This paper will have the following sections.  

1. Introduction

Discuss the general issue of how corruption can impact development.

2. Corruption in the Solow Framework

Economic research shows that corruption decreases investment. Given this, utilize the Solow Model (Solow graphs) to examine the impacts of corruption on investment. 
3. Data and statistical results

Present and discuss the statistical results 
4. Critique of the statistical results
5. Conclusion
The paper must be typewritten, double spaced and no more than ten pages long. The font size chosen should be no smaller than 12 point.
