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Sammanfattning 
En av den Europeiska Unionens målsättningar är att skapa en enad union med en inre 
marknad, som leder till ökad ekonomisk tillväxt. Enligt tillväxt teorierna ökar 
konvergerar tillväxttakterna i länder som har samma teknologiska utveckling. 
Samarbetet mellan EU-länderna borde göra att deras tillväxttakter borde konvergera. 
Det är den allmänna uppfattningen att korruption påverkar den ekonomiska 
utvecklingen negativt. Det är därför troligt att medlemsländernas korruptionsnivå borde 
förändras och konvergera efterhand som EU-samarbetet intensifieras. 
Denna magisteruppsats bygger på statistisk data som mäter utvecklingen av ett lands 
korruptions nivå och den ekonomiska utvecklingen under samma tid. Syftet med 
uppsatsen är att analysera hur korruptionsnivån ändras när ett land utvecklas inom den 
Europeiska Unionen. Regressionerna visar sig inte vara statistiskt signifikanta, så 
komplimenterande diagram gjordes. Det ena visade att korruptionsnivåerna inom EU 
konvergerar. Det andra diagrammet visade att under samma tidsperiod så ökade 
avståndet mellan medlemsländernas BNP nivå, istället för att konvergera. Analysen 
leder fram till slutsatsen att samarbetet mellan medlemsländerna, samt medlemskapet i 
unionen, gör att korruptions nivåer konvergerar, men att det inte hänger ihop med den 
ekonomiska utvecklingen.    
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Abstract 
One of the European Union’s objectives is to create a unified union with an internal 
market, which leads to an increased economic growth. According to the growth theories 
the growth rates in countries, which have the same technological development, 
converges. The co-operation between the countries in the EU ought to make their 
growth rates converge. It is the general opinion that corruption affects the economic 
development negatively. It is therefore likely that the Member States’ corruption levels 
ought to change and converge as the co-operation in EU intensifies.   
This Master thesis is based on statistical data which measures the development of a 
country’s corruption level and the economic development during the same period. The 
purpose with the thesis is to analyse how the corruption level changes as a country 
develops within the European Union. The regressions turns out not to be statistical 
significant, so to complimentary graphs were made. One showed that the corruption 
levels converge. The other graph showed that during the same time period the gap 
between the different Member States’ GDP levels increased, instead of converging.  
The analyse leads to the conclusion that the co-operation among the Member States, 
together with the membership in the union, causes the corruption levels to converge, 
however it do not have any relation with the economic development.  
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1 Introduction 
In 1987 the European Union, EU, decided to create an internal market, in order to 
deepen the integration between the Member States. The internal market is based on the 
four freedoms1, which will make free trade and competition possible. Free trade and 
competition will increase the markets for regional companies and hence increase the 
regional economic growth. However, corruption is said to have an inverse relation with 
economical growth and therefore constitutes a threat to the regional growth. Since 
corruption tends to slow down growth, it has a negative effect on the development of a 
country. 
Corruption is hard to define and the tolerance of corruption varies between different 
countries. What is accepted in one country, might been seen as corruption in another 
country. Corruption is based on values and therefore it is not always the case that 
corruption decreases with the development of a country. In order to eliminate corruption 
peoples’ ethics and moral need to be changed. However, in order for the companies to 
compete on fair terms, the European citizens’ attitude toward corruption has to become 
the same.  

1.1 Problem 
The problem analysed within this thesis is:  
How does the level of corruption change as a country develops within the EU? 

1.2 Purpose  
The purpose with this thesis is to analyze how the level of corruption changes as a 
country develops. In order to do that the thesis is limited to only cover the Member 
States of the EU. The reason for this limitation is due to the aim of creating a unified 
Europe, which indicates that the Member States are closely related. Corruption is one 
thing that affects economic growth, so when the different growth rates converges, the 
level of corruption ought to change, due to its relation with economic growth. Member 
States located in the south part of the EU, e.g. Greece and Italy, have relatively low 
levels of economic growth and relatively high levels of corruption compared to the rest 
of the Member States, while the opposite is true for the Nordic countries, such as 
Sweden and Finland.  

1.3  Method 
This thesis is built on quantitative data and therefore a quantitative method is used. The 
study will be limited so that it only includes the current Member States of the EU, i.e. 
the countries that have signed their membership, but are not yet full members are 
excluded. In order to investigate how the corruption level changes as a country 
develops, the author will perform ten regressions. To measure the development, the 
author has chosen to use GDP and to measure the corruption level the Corruption 
Perception Index, CPI, was chosen.  

                                                
1 The four freedoms are; (1) free movement of goods (2) free movement of persons (3) free movement of 
services and (4) free movement of capital (Official Journal of the European Communities, p. 46-57) 
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1.4 Outline 
The thesis starts with a short presentation of the EU, the internal market and the 
Economic and Monetary Union, EMU. The reason for this is to deepen the readers 
understanding for the homogenizing of the EU. The first part is followed by a 
theoretical part in which theories about economic development and corruption, both 
generally and within the EU are presented. This is followed by an empirical part in 
which the statistical work will be presented. Finally, the analysis and conclusions are 
presented. 
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2 The European Union 
In this chapter the aim of the EU, the internal market and the EMU will shortly be presented. 

 
On the 9th of May 1950, the former minister of foreign affairs in France, Robert 
Shuman, presented the idea of a EU (http://europa.eu (1)). Six nations immediately 
joined and the motive behind the creation of the union was an attempt to integrate the 
European countries with each other in order to prevent another world war (de 
Schoutheete, 1999, p. 23-44). Over the years the motive has changed and been 
expanded. Today, the objectives of the EU are, among other things, to create a 
harmonized economic union and to promote regional development and trade (Craig and 
de Búrca, 1998, p. 3-52). 
 
The Single European Act, SEA introduced the idea of creating an internal market. By 
creating an internal market, the EU would stimulate the economic integration progress 
(Davies, 2002, p. 11-13). The internal market opens up the current market area for 
companies within the Union. This is believed to affect both the consumers and the 
producers positively. By removing all the existing trade barriers the companies will gain 
both technical and economical externalities, which will lower the price for the 
consumer. The basis for the internal market is free competition within the Union and 
that the authorities maintain the fair regulations for the free movement of goods and 
services (http://europa.eu (2)). Besides open up the market for trade, the aim with the 
internal market was to harmonize the financial system and the capital market within the 
Union. The harmonization was the first step towards the EMU, which also was 
introduced in the SEA (Forder and Menon, 1998, p 96-106). 
 
The motive behind the establishment of an EMU is to create a continent that is 
economically united (Somers, 1991, p. 6-7). With a unified Europe, the EMU is 
believed to bring regional development, which will benefit poorer regions. The 
Maastricht Treaty laid down five conditions2 that had to be fulfilled before entering the 
EMU. However, if a weaker nation tries to meet the conditions by reducing government 
spending it will have an unfavorable effect on the regional development (Sweet, 1999, 
p. 92-106). 
 
 
 
 
 
 
 

                                                
2 The conditions were; (1) inflation rates cannot be more than 1,5 % above the average of the three lowest 
Member States’, MS; inflation rates (2) long-term interest rates must be no more than two % higher than 
the average of the three lowest MS’s (3) membership in the European Monetary Systems for two years 
without devaluation (4) government’s annual budget deficit must be no more than 3 % of GDP and (5) 
total public debt must not exceed 60% of GDP. (Sweet, 1999, p. 92-106) 
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3 Economic development 
This chapter deals with economic development and it is divided into two parts. The first part is devoted to 
explain economic development in general and the second part is devoted to explain economic development 
within the EU. 

3.1 Economic growth 
The development of new technologies together with population growth and capital 
constitute the three sources of economic growth. When these three sources interact with 
each other the economic growth arises (Parkin, Powell, and Matthews, 2000, p. 50-53 
and 807-808). In most of the developed countries in the world, the economical growth 
comes from the technological progress. The technological progress in a country depends 
on the savings in the country and the accumulation of human capital. When separate 
countries have the same saving rates and the population growth is the same, the 
countries growth rate will converge and become the same. This process is called 
absolute convergence.  
 
 If the saving rates and the growth of population is not the same in different countries, 
the Solow model predicts that the growth rates are predicted to converge and become 
the same. When this happens, the convergence is conditional (Dornbush, Fischer and 
Startz, 2001, p.67-73). Both absolute and conditional convergence is due to capital 
accumulation. When the capital is accumulated and the accumulated capital reaches 
equilibrium, the growth rate is brought to an end (Johansson, Karlsson and Stough, 
2001, p.119-120). Labour on the other hand has a more contradictive relationship with 
the growth rate. A country that suffers from a high unemployment rate has actually a 
high growth rate. Just like there is a tradeoff between inflation and unemployment3, 
there is a tradeoff between unemployment and productivity growth. Figure 1 below 
illustrates this relationship. The graph measures the long-term change in the 
unemployment and productivity growth rate. It is important to notice that the graph does 
not measure the change in productivity, but in output per hour. Hence it only considers 
changes in labour.   
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Figure 1: Unemployment and productivity growth 

                                                
3 The tradeoff between unemployment and inflation is the so-called Phillips curve 
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To measure the unemployment-productivity trade-off, UPT, the formula stated below 
can be used;  

∆q - ∆h = ∆a + (1- α) (∆k -∆h) 
 

Where ∆q - ∆h is the change in output per hour, ∆a is the change in the relative output 
of both capital and labour,  (1- α) is the elasticity of output to a change in capital and   
(∆k -∆h) is the change in capital per hour. Changes in ∆a affects the schedule, upward if 
is a positive change and vice versa. For any given change that causes ∆k -∆h to 
increase, the economy will move upwards along the UPT. Any changes in the 
employment and unemployment make the UPT schedule shift downwards (Gordon, 
2004, p.143-151).      

3.2 The Solow Model 
The traditional growth model, also known as the Solow model after its founder, only 
uses two factor of production namely labour and physical capital (Barro and Sala-i-
Martin, 2004, p.433-435). Whether the convergence is absolute or conditional, the 
growth rate in the advanced region will slow down and the growth rate in the less 
advanced region will increase, until the two growth rates reaches the same level 
(Johansson, Karlsson and Stough, 2001, p.112-116). Even though the Solow model only 
uses two factors of production, it can be expanded so that it includes human capital. 
Through this expansion, some of the technological process can be caught in the model. 
The Solow growth model is a basic model, which exclude a number of important issues, 
like government and employment fluctuations (Romer, 2001, p.8-22). 

3.3 Regional growth  
Regional growth is related to the endogenous growth theory.  There are also a number 
of exogenous factors that affects regional growth, e.g. trade, capital and labour mobility 
and innovations. Investments in technology and innovations will create knowledge, 
which is vital for economic growth according to the endogenous growth theory 
(Johansson, Karlsson, and Stough, 2001, p. 49-51 and 94-101).  
 
Investing in knowledge, that is human capital, can be seen as an alternative to 
developing new and better technologies (Barro and Sala-i-Martin, 2004, p. 24-25). The 
reason for this is that human capital investments often have spill over effects. 
Technological improvements are related to economic growth, as described above, and 
arise through knowledge. When a country’s citizens are well educated and invent new 
technologies, the knowledge will spill over to other industries, which will use the 
knowledge for further development (Johansson, Karlsson, and Stough, 2001, p. 151 and 
157-158). Knowledge, as a component to economic growth is more or less always 
underestimated. There are three main reasons for this and they all contribute to conceal 
the true positive effects of knowledge (Gordon, 2004, p.90-131).  
 
The EU has agreed to share collective good between them, in order to increase the 
integration among its Member States and share the cost of them. A collective good is a 
good that is non-excludable, i.e. it is not possible to exclude anyone from benefiting or 
using that particular good, and also the good is supplied jointly, i.e. a producer can not 
supply just one user, without making the product available to other users. Knowledge is 
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therefore a collective good, in the sense that as a European citizen one can study 
anywhere in Europe. By opening up Europe, knowledge can easily spread and move 
within the EU, due to the freedom of movement. This will have the effect that the 
knowledge will be accumulated in the regions in which the knowledge has a higher 
economic yield, hence a higher wage rate. However, since the EU will share the costs 
and benefits, the accumulation of knowledge clusters, might hurt small regions, but in 
total it will be positive, due to the spill over effects, which will spread to other regions 
as well (Tinggaard Svendsen, 2003, p.46-51).  

3.4 Economic Development within the European Union 
When the Second World War ended and the first foundations for a EU were established, 
Europe experienced a strong growth. This strong growth continued until the oil crises in 
the 1970’s, after which the growth rate slowed down in the whole Europe. When 
Europe’s growth rate slowed down even further in the middle of the 1990’s, the Lisbon 
Strategy was developed. The aim with the Lisbon Strategy was to turn Europe into the 
worlds most competitive and knowledge intensive economy, with the possibility of 
sustainable economical growth with more and better opportunities for work and a higher 
social integration. In reality the aim was to catch up with the US’s growth rate. The 
reason that Europe has had a similar growth rate to the US the last thirty years is due to 
the positive effects of the integration of the European countries. However during the 
1990’s it became clear that the growth rate of Europe was stagnating relatively. In order 
to prevent a further stagnation the Maastricht treaty was developed and signed. The 
Maastricht treaty aims at deepen the integration, which will be done by some changes, 
e.g. the EMU. It is believed that the integration will create economic growth in the long 
run. (Gustavsson, Oxelheim and Wahl, 2005, p. 71-76). 
 

3.5 Summary 
Growth rates are affected by labour, capital and technology developments. When these 
factors increase, so does the growth rate. Due to capital accumulation growth rates of 
different countries will converge and become the same. As the integration progresses 
among the Member States increases, the growth rates converge, which will shift the 
focus from national to regional growth rates.      
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4 Corruption 
This chapter deals with corruption. The first two sections cover the concept of corruption and the effects of it. 
Finally, the last section tells the story of the corruption within the EU and its common policy to fight the 
corruption.  

4.1 Corruption in general  
Corruption exists everywhere in the world and is therefore not a phenomenon just found 
in the poor developing countries in the world (http://www.sida.se (3)). Some of the 
corruption that exists in the world can be explained through cultural differences. There 
are no international standards that provide a definition of what is an acceptable gift and 
what is a bribe. Cultural differences provide us with an explanation; however they 
cannot justify the existents of corruption (Rose-Ackerman, 1999, p.92-97). The 
corruption is a huge burden on the world economy; the World Bank has estimated that 
the world corruption costs 7320 billions Swedish crowns each year (http://www.sida.se 
(4)). 
 
It is common to make a distinction between grand and petty corruption. Grand 
corruption is when state officials use their position for their own purposes. The most 
common example of grand corruption is bribery. Petty corruption is often small 
payments between people, who do not work at highly ranked positions. Due to the 
existence of grand corruption, petty corruption is more accepted. For example, it is 
common that people become upset when media reveals that state officials have been 
accepting bribes (Thelander, 2006, p.26-28 and Arvis and Berenbeim, 2003, p 25). 
However, the same people will not become as upset when it is a local official that has 
been accepting bribes in order to buy new shoes for his son (Thelander, 2006, p.26-28).   
 
There are many different types of corruption. The most common are probably money 
laundering and fraud. It is the objectives that define the difference between these three. 
The objective behind corruption is to give money to a third party to gain something, the 
objective behind fraud is to generate profits and the objective behind money laundering 
is to disguise an illegal action and make a profit of it. Corruption, fraud and money 
laundering all contribute to a more uncertain business climate. The effects are many and 
include e.g. less foreign direct investments and the number of companies entering the 
market is not as many as they would have been without the corruption. Fraud is 
sometimes used as a method to conceal money laundering and corruption. Money 
laundering is classified as a criminal act. Just as corruption, there are many definitions 
of money laundering (Vincke, Heimann and Katz, 1999, p. 16 and 76-77). 
 
There are many definitions of the word corruption. In this thesis corruption will be 
defined as an abuse of a civic authority for personal gain. The general opinion about 
corruption is that it has negative effects on the society (Andersson, 2002, p.1-5). Despite 
the common opinion about the negative effects of corruption, the opinion about what 
corruption really is varies widely between countries, which makes corruption hard to 
define. This might cause problems when public companies in different countries interact 
with each other (Karsten and Berkeley, 2003, p. 15-27 and Thelander, 2006, p.17). The 
presumption of what corruption is might differ due to differences in culture and social 
values. What is considered to be a gift in one country might be seen as a bribe in 
another country. There are neither international rules nor guidelines that provide a 
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definition on what is a gift and what is a bribe. Generally it is the companies, 
themselves that provide their definition of corruption through their corporate policies 
(Vincke, Heimann and Katz, 1999, p. 27-35).  
 
However, together with the increase of international interactions between companies, 
the need for a universal definition of corruption increases (Andersson, 2002, p. 1-5). 
There are a number of different indices that measures corruption in different countries, 
e.g. CPI. However, a disadvantage with indices like the CPI is that it based on 
presumptions, which do not necessary reflect the true circumstances. Therefore, it is not 
possible to say exact how much corruption and which kind of corruption is the most 
prevalent in one country, but the indices provide a measure of comparison. With an 
index like the CPI, it is possible to compare one country’s level of corruption to another 
country and it is also possible to see whether the corruption level has increased or 
decreased from one year to another. Since corruption is illegal, there are no accurate 
reports over the true corruption level. This might have the effect that when a country’s 
legislation changes or when cases of corruption attracts attention in media, it can be 
mistaken for an increase in the level of corruption. A country with a high level of 
corruption in a corruption index, e.g. CPI, might in fact have a relatively low level of 
corruption, but since the corruption is highlighted as a problem, it might be seen as a 
more corrupt country than a country with for example no free press and that officially 
have no corruption  (Thelander, 2006, p.20). 
 
International trade and investments in foreign countries contributes to a higher 
economic development; however the corruption makes competition biased and hinders 
fair competition. The effects are reflected in an inefficient usage of resources and an 
uneven income distribution. Furthermore the corruption discourages foreign investors, 
which leads to fewer investments in the country, which slows down the growth rate. 
Corruption does also affect the rate of lending, hence capital inflow. The higher the 
corruption level of a country is, the higher risk premium the lender wants 
(http://www.regeringen.se (5), Arvis and Berenbeim, 2003, p. 3 and 35 and Priks, 2002, 
p. 55-56). 

4.2 Causes of corruption 

High levels of nominal taxes may be a cause of corruption. Companies and citizens will 
try to avoid paying the high taxes by bribing state officials. However, contradictive to 
what has just been stated, bribery can in some cases have a positive outcome. If a 
country’s legal system is inefficient, companies and citizens will pay bribes in order to 
circumvent the laws. By circumventing the inefficient regulations, the bribes will 
actually lead to a more efficient system, since they would have to obey the inefficient 
laws in a non-corrupt society. The bribers will also have the privilege to more or less 
decide which laws to enact. This will undermine the state, since no country can operate 
efficiently if the laws are set to benefit certain groups.  

In some countries, officials are deliberately working slowly, and since time is money, 
the citizens have to bribe the officials to get what the want and without any delay. This 
procedure is common in matters concerning the tax, health and fire departments. 
Corrupt officials encourage the country’s population to become even more corrupt, 
since the population will pay more and more bribes in order to avoid further and longer 
delays. As long as companies and people are willing to pay for favorable treatment from 
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the officials in order to maximize their utility and as long as these payments are illegal 
corruption will exist. At firm level, what have been stated above can also be explained 
by the prisoner’s dilemma. If a firm operates in a corrupt market it might be afraid that 
it will lose business, if it does not pay bribes. This behavior increases the corruption 
(Rose-Ackerman, 1999, p.9-26 and Arvis and Berenbeim, 2003, p. 7). 
 

4.3 Consequences of corruption 
The effects of corruption are very wide and affect our society in many ways. Corruption 
counteracts economic growth and democracy. When corruption exists within a country, 
the politicians’ credibility will diminish and the confidence in the concept of democracy 
is threatened. In the same time the corruption affects companies and the competition 
negatively (http://www.sida.se (6)).  Many international organizations, e.g. OECD, 
engage in international conventions, which aims at criminalize corruption in different 
countries, and this is made through a unified definition of corruption (Sayed, 2004, p. 
217). The largest threat against this unified definition is the role of the concept 
corruption carries in different countries (Andersson, 2002, p. 51-62). 
 
Through corruption both costs and benefits arise. In general corruption benefits the 
relatively rich part of the society, since they are able to pay bribes in order to get what 
they want while the poor part of the population cannot afford pay bribes, so they end up 
in a situation where they are even worse off than before. This means that the cost of 
corruption is born by the ones who are poor and those who do not have any personal 
relations with state officials, but the whole society loses in terms of a diminished 
amount of services offered. 
 
In some rare occasions, the market will clear with corruption. This happens when there 
is plenty of red tape bureaucracy, which citizens try to avoid by paying officials. As 
long as a market is based on illegitimate payoffs it will be inefficient and therefore 
corruption cannot be seen as a durable substitute for regulations (Rose-Ackerman, 1999, 
p. 9-26). 
 

4.4 Corruption and economic development 
When a country’s government is corrupt, it oblige the existing companies to pay for 
quicker services in different matters, however this will only have the effect that 
eventually the company will start to operate through the informal sector, due to the high 
cost that arises because of the bribery. This effect will lead to large losses for the state, 
since it wills not only more or less force the existing companies to operate in the 
informal market, but also it reduces the firms’ willingness to enter a market and to 
invest. Beside this, corruption can undermine a government’s attempt to establish a 
sound fiscal policy. Corrupt taxes will favour the richer part of the population and will 
undermine the government. Every new policy that the government tries to establish 
brings new “opportunities” for corruption. This is especially a problem for 
underdeveloped countries, since they in general have a higher level of corruption and 
the undermining of the government will destroy the attempts to create a stable economic 
growth.  
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There are a few possible situations where corruption will lead to an efficient market. 
The best example of this is when the supply of the good is fixed. However, in order for 
corruption to work efficient, price discrimination cannot exist. The outcome of the 
corruption will in this case be the same as it would if the state had sold the good under 
monopoly. The only difference is how the revenue is distributed. If the supply is fixed 
and the corrupt market is efficient in the sense that it is the highest bidder who gets the 
good, the market will be as efficient as it would be under an efficient market without 
corruption. Since competitive conditions exist in the corrupt market, the only difference 
between an efficient market and the corrupt market is the illegal actions. Due to the 
illegal part of corruption, under fixed supply the market would be more uncertain and 
not as competitive as it would be if the government provided the good. Even if the 
corruption clear the market under fixed supply, it does not mean that corruption is 
acceptable, since the corrupt officials do not charge the citizens a fee that is equal to all 
the citizens for supplying the good. Besides that, there is nothing that stops the officials 
to charge so called extra fees. In the case of variable supply, corruption will cause 
inefficiency in most cases (Rose-Ackerman, 1999, p. 9-15). 

4.5 Corruption and the European Union 
In general high levels of corruption occur in countries, which have a low level of GDP 
and low levels of social capital. Social capital is built on public participation and the 
general trust. The relationship between high levels of corruption and low GDP and 
social capital levels has been observed in the EU. High levels of social capital and GDP 
accompanied by low levels of corruption are present in the northern countries and the 
reversed relations are present in the southern countries.  
 
One cause of economic growth is a decentralized state and democratic elections. To 
maximize growth, the EU should be decentralized. During the communist era, 
centralization of the power and planned economy lead to a relatively high level of 
corruption and a weaker growth rate, in the Eastern Europe. Therefore, there is a 
possibility that the level of corruption will increase and the economic growth will 
decline, due to the centralization of the powers, both economic and decision-making 
within the EU (Tinggaard Svendsen, 2003, p. 31-41 and 91). 
 
Since the main ambition with the EU is to create a unified union, which acts as one 
country, the EU has developed a strategy for fighting corruption, which is applicable for 
all the Member States. Despite this the Commission has made it clear that each Member 
State can continue to apply its own legislation against corruption. The different Member 
States within the Union have different definitions of what is corruption. Therefore it 
would be very difficult to have a purely common strategy against corruption. However, 
in 1995 the Member States signed a protocol, which enables the Member States to take 
actions against any official that are suspected of any form of corruption that will hurt 
the EU’s budget (http://europa.eu (7)).   
 
Money laundering is illegal in all the Member States through a directive that came into 
force in 1991. When a company is convicted for corruption it is blacklisted in the EU. 
As a consequence of being blacklisted, the company cannot participate in official 
purchasing or receive any financial means. Due to this, the Commission has suggested 
that the civil law measurements, which are applied when a company is convicted for 
corruption, should be extended and the protection of the persons who exposes the 
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corruption should be developed even further. The fight against corruption is founded on 
achievements not only taken by the EU but also international organizations, e.g. OECD, 
UN and WTO. All the actions against corruption taken by the EU aims at fighting 
corruption within the public sector, measurements against corruption within the private 
sector have not yet been an issue for the EU (http://europa.eu (8)).   
 

4.6 Summary 
Even though there is no universal definition of corruption, the general opinion is that it 
affects the society negatively. Corruption makes trade biased and creates losses for the 
state, companies and citizens. There is therefore a need for a common legislation, which 
prohibits corruption. Corruption, both on state and company level, will diminish the 
credibility and will make companies less eager to invest, which effects growth rate 
negative. The aim with the Lisbon strategy was to turn the EU into the most competitive 
economy in the world and increase the growth rates in all the Member States. Despite 
the threat that corruption constitute, the Commission has decided that all Member States 
can continue to apply its own legislation against corruption. 
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5 Empirical studies 
In this chapter the result of the statistical work is presented. The empirical findings are based 
on several regressions, which cover the period of 1995-2005. 
 

5.1 Presentation of the variables 
In the regressions the CPI was used as the dependent variable and the used as the 
explanatory variable. The organization Transparency International, TI, which is a 
voluntary organization, constructs the CPI-index each year. This is done through 
surveys and expert judgments. In 89 countries risk analysist, business people and the 
general public answer the TI’s surveys each year. The index measures each country’s 
perceived levels of corruption, however the index does not provide any information 
about the underlying meaning (http://www.transparency.org (9) and Tinggaard 
Svendsen, 2000, p.73). The GDP measures the development in a country from an 
economic perspective. GDP is not the optimal measure, since it does not include all 
aspects that affect the economy, e.g. environmental effects.  However, it is one of the 
most common used measurements and considered by many to be the best economic 
measurement. Since the purpose is to see how the corruption affect the economic 
development as a country develops within the EU, GDP is the optimal measurement.  
 

5.2 Regression 
Ten regressions have been made, one for each year, during the period of 1995-2004. By 
making a regression each year, the pattern of convergence would become clearer, that is 
if all the regressions are significant. The level of significance is 95 per cent. The 
formula below explains the linear function of CPI; 
                                                       CPI=α+βGDP  
 

Where the change in CPI is determined by a constant, α, and the GDP-value, β. 
 
The result of the regressions shows that there is not a significant relationship between 
the CPI and the GDP at a level of significance is 95 per cent. The reason why the beta 
coefficients are extremely small is due to the fact that GDP is normally a quite large 
number and when it increases with one unit, the beta coefficients become very small. 
Since there is only one explanatory variable, there is no multicollinarty, hence no test 
for multicollinarity was performed.   
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Regressions 1995-2005 
 
Year Constant 

(T-value) 
β 
coefficient 
(T-value) 

R² 

    
1995 7.187 

 (9.033) 
- 2.1 E-007  
(- 0.186) 

0.003 

1996 7.505 
 (10.322) 

- 4.3 E-007 
(- 0.432) 

0.015 

1997 7.811 
 (13.350) 

- 4.5 E-007 
(- 0.555) 

0.023 

1998 7.768 
(12.299) 

- 4.3 E-007 
(- 0.506) 

0.019 

1999 7.786 
 (12.484) 

- 4.0 E-007 
(- 0.491) 

0.018 

2000 7.804 
 (13.031) 

- 4.3 E-007 
(- 0.570) 

0.024 

2001 7.768 
 (13.926) 

- 4.1 E-007 
(-0.588) 

0.026 

2002 7.817 
 (13.266) 

- 4.7 E-007 
(-0.644) 

0.031 

2003 7.902 
 (14.219) 

- 3.5 E-007 
(-0.518) 

0.020 

2004 7.802 
(13.511) 

- 2.0 E-007 
(-0.295) 

0.007 

2005 7.864 
(13,736) 

- 1.6 E-007 
(-0.330) 

0.008 
 

 

5.1 Graphs 
The graph on the next page shows how the CPI values for each country changes during 
the tested period. As can be seen, the CPI values slowly converge towards each other. 
The three Nordic countries, Denmark, Finland and Sweden had the highest CPI values 
in 1995 and in 2005 their CPI values had converged even further and is still the highest 
among the Member States. Italy and Spain are the two countries, which have gained the 
most from this process. The CPI value has almost doubled in size in Italy, which means 
that the corruption level has decreased. Since the CPI index does not provide us with 
any underlying meaning or understanding, therefore it is hard to draw any conclusions 
about the corruption level in Italy during this period, except for the fact that it has 
decreased and it has decreased more in Italy than in any other country. Even though 
Greece is part of the Southern Europe, it differs from Spain and Italy. In Greece, the 
corruption level has stayed more or less the same during the period. At the moment the 
corruption level in Greece seems to be unaffected by the convergence that takes place in 
the other Member States. The CPI level has converged, however the change has been 
marginal and therefore it is hard to say whether it is because the corruption level is 
converging or if it is due to other changes in the political arena.  
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The changes in CPI 1995-2005
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The changes in CPI 1995-2005 
 
The graph below shows the GDP development for all Member States during the period 
1995-2004. As can be seen, the gap between the different GDP levels have increased 
during the time period, which means that there has not been any convergence of the 
growth rates. This means that during the last decade, unlike what one would guess, the 
gap between growth rates has increased, despite the co-operation within the EU.  
 

GDP development 1995-2004

0

500000

1000000

1500000

2000000

2500000

19
95

19
96

19
97

19
98

19
99

20
00

20
01

20
02

20
03

20
04

Year

G
D

P
 (

co
n

st
an

t 
U

S
 d

o
lla

rs
 in

 
m

ill
io

n
)

Austria
Belgium
Denmark
Finland
France
Ireland
Italy
Germany
Greece
Luxembourg
Netherlands
Portugal
Spain
Sweden
United Kingdom

GDP development 1995-2004 



 

 15

CPI values 1995-2005 
 
Country  1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 
CPI 
Average 

 7.09 7.31 7.60 7.55 7.58 7.57 7.55 7.56 7.71 7.69 7.73 

             
Austria  7.13 7.59 7.61 7.5 7.6 7.7 7.8 7.8 8.0 8.4 8.7 
Belgium  6.85 6.84 5.25 5.4 5.3 6.1 6.6 7.1 7.6 7.5 7.4 
Denmark  9.32 9.33 9.94 10 10 9.8 9.5 9.5 9.5 9.5 9.5 
Finland  9.12 9.05 9.48 9.6 9.8 10 9.9 9.7 9.7 9.7 9.6 
France  7.00 6.96 6.66 6.7 6.6 6.7 6.7 6.3 6.9 7.1 7.5 
Ireland  8.57 8.45 8.28 8.2 7.7 7.2 7.5 6.9 7.5 7.5 7.4 
Italy  2.99 3.42 5.03 4.6 4.7 4.6 5.5 5.2 5.3 4.8 5.0 
Germany  8.14 8.27 8.23 7.9 8.0 7.6 7.4 7.3 7.7 8.2 8.2 
Greece  4.04 5.01 5.35 4.9 4.9 4.9 4.2 4.2 4.3 4.3 4.3 
Luxembourg  - *  - *  8.61 8.7 8.8 8.6 8.7 9.0 8.7 8.4 8.5 
Netherlands  8.69 9.03 9.03 9.0 9.0 8.9 8.8 9.0 8.9 8.7 8.6 
Portugal  5.56 6.53 6.97 6.5 6.7 6.4 6.3 6.3 6.6 6.3 6.5 
Spain  4.35 4.31 5.9 6.1 6.6 7.0 7.0 7.1 6.9 7.1 7.0 
Sweden  8.87 9.08 9.35 9.5 9.4 9.4 9.0 9.3 9.3 9.2 9.2 
United 
Kingdom 

 8.57 8.44 8.22 8.7 8.6 8.7 8.3 8.7 8.7 8.6 8.6 

* No data available 
 

5.3 Summary 
The statistical findings show that there is not a significant relationship between the CPI 
and the GDP at a level of significance is 95 per cent. However the graph indicates that 
the corruption levels in the different Member States converge towards each other as the 
co-operation between the different Member States increases. In the South of Europe, 
both Italy and Spain increased their CPI value, whereas Greece’s CPI level remained 
more or less the same. During the same time period the GDP levels did not converge 
towards each other.  
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6 Analysis 
The empirical findings and the theoretical part will be analyzed in this chapter. 

6.1 The importance of the converging growth rates 
The statistical work has shown that the growth rates do not converge within the internal 
market as it develops. According to economic growth theory, the growth rate increases 
as the labour and capital grow and due to the four freedoms both labour and capital can 
quite easily be moved from one Member State to another. The effect of these 
movements is that the regional growth increases in more productive regions and 
decreases in others. Due to the redistribution policy and the Cohesion fund the poorer 
areas of the EU are assisted to grow and develop, which helps to smooth out the 
production level into an even level. In absence of the redistribution policy, the more 
productive regions are believed to grow and become more productive, while the less 
productive regions would stagnate.   
 
In the new growth accounting model growth arises through physical capital 
accumulation or technological development. As a result of the four freedoms capital can 
be moved to more productive regions and hence the capital accumulates. The graph 
gives an indication that the theory is accurate, since the GDP level has increased in most 
of the Member States. The growth accounting model also concludes a convergence of 
the growth rates. However, when comparing the actual growth rates of the Member 
States during the period, it becomes clear that the gap between the countries’ different 
growth rates has actually grown during the time period. This means that there is no 
convergence of the growth rates within the EU. 
 
Corruption exists in all the Member States in the EU. Due to differences in culture and 
legislation, the concept corruption has different meanings in the different Member 
States. Even though this constitutes a problem, the Commission has not decided upon a 
common definition of what is corruption and there is no legislation that regulates this. 
When the EU develops, the Member States interact more with each other and corruption 
is a hinder to fair trade and therefore constitutes a threat to the internal market. 
Therefore the need for a common strategy to fight the corruption increases; however as 
long as the Member States have different legislations, this task is quite impossible. The 
EU has developed a strategy to fight corruption, however it is not implemented in the 
common legislation, that is in the European Community Treaty, EC Treaty, and even if 
there is a signed protocol that enables the Member States to take legal actions against 
corrupt officials and there is a directive that forbids money laundering within the Union, 
it is simply not enough to fight the corruption.  
 
In the theoretical part it was stated that in the Member States located in the northern EU, 
the corruption level was low and the GDP has high. The reversed scenario is true for the 
Member States located in the southern Europe. According to the theory, the 
centralization of the powers, the decision-making and economic, might increase the 
corruption level in all the Member States. Looking at the regressions it is quite clear that 
this is not the case. The corruption level increases in the northern countries, however 
decreases in the southern countries, hence it converges. The convergences of the 
corruption levels are positive in two different perspectives. First, it means that the 
corruption level is not affected by the centralization of the powers. In the theoretical 
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part it was explained that if the power were centralized, the EU might experience the 
same development as the Eastern Europe did during the communist era, with a higher 
level of corruption. If the corruption level were affected by the centralization, every 
Member States’ corruption level should have increased. Second, the main ambition with 
the EU is to create a unified union, which acts as one country in different matters, e.g. 
trade negotiations. One of the original missions of the EU was to establish a free market 
area with a common external trade policy. So when trade agreements are negotiated 
with a country outside the Union, the different Member States have no right to negotiate 
by themselves, since the EU have decided to enact as one country in trade matters so 
that the competition within the Union shall remain fair. It is therefore easier for a third 
part country to trade with either the whole EU or a single Member States if the 
corruption level is the same throughout the union. It is difficult for a company in e.g. 
South America to trade with two countries in Europe when the terms of trade are the 
same, but the corruption level are not. Besides the more integrated the Member States 
become, the more stable will the union become. However, since the corruption has 
negative effects on both trade and the GDP, the EU should try to decrease the corruption 
level.  
 
The Lisbon Strategy was developed after years with a low economic growth rate in the 
entire Europe and one of the ambitions with this strategy was to bring sustainable 
growth throughout Europe, however it is also a strategy on how to turn the EU into the 
worlds most competitive and knowledge intensive economies in the world. Both 
competition and knowledge leads to economic developments, due to spill over effects. 
When the Member States interact with each other and the citizens, hence the labour, 
move from one Member State to another, human capital is shifted from one country to 
another and it increases due to the integration between people. This integration leads to 
economic development, hence a fulfillment of the Lisbon Strategy. However, the more 
corrupt the governments are, the harder it will be for people to accept different 
strategies. It is harder for a corrupt government to impose a new strategy, since the 
citizens are more skeptical and believe that the new strategy is also corrupt and will 
favour the richer part of the population; hence a new strategy undermines the 
government. Within the EU the corruption levels are relatively low, compared to the 
rest of the world. However, the corruption is affecting our society and people are in 
general skeptical, which means that the Lisbon Strategy is threaten by corruption. Even 
though it is a small threat, the EU should take it seriously, since it might endanger the 
economic development within the union. 
 
There are a few situations, in which the corruption leads to efficient markets. The best 
example is when the supply of the good is fixed, e.g. land and it requires that there is no 
price discrimination. Within the union price discrimination is forbidden, since it hinders 
fair trade among the Member States. Price discrimination in the EU is defined as when 
goods are purchased or sold at prices that are not related to the production cost. There 
are many forms that price discrimination can occur in. If it is geographical, goods are 
sold at different prices in different regions and with a restraint in order to prevent the 
good to be sold from the region where the good is not expensive to the region where the 
good is more expensive. Discounts may also be a form of price discrimination, when it 
is not cost related. The objective behind the discounts is to bind customers closer to the 
producers. With prohibition of price discrimination together with the fact that the EU 
have decided to share some collective goods among each other in order to deepen 
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integration and share the costs, then there is a possibility that corruption might lead to 
more efficient markets within the EU.  
 
However, this is not optimal for the EU, even if it leads to efficient markets. One of the 
aims with the internal market and the integration between the Member States is to 
increase the competition, so that the EU will become the most competitive economy in 
the world. Due to the corruption, the competition decreases and the market become 
more uncertain. Therefore, it might be better for the economy and the development of 
the internal market if the individual governments provide the good, since it increases the 
competition and it makes the internal market more stable. Not only will the government 
get revenues, which it otherwise would lose, but also if the government does not 
provide the good, companies will start to operate in the informal market and the 
investments will decrease and these two factors will even make some entrepreneurs and 
companies not wanting to enter the market. This will lead to even more losses for the 
state. 
 
The legislation controlling the competition within the EU is well developed. As stated 
above price discrimination is forbidden and fair trade is promoted. Corruption should 
therefore be fought, since it promotes price discrimination and unfair trade. It will also 
lead to a distortion of the regional growth. Within the internal market, regional growth 
is promoted and the Cohesion fund aims at developing all regions, through 
redistribution. 
 
In order to fulfill the ambition of having a unified Europe, it will be good if the 
corruption level converges. If it converges and become the same, it will be easier to 
implement a common legislation against corruption within EU. Besides, trade among 
the Member States will be fairer and the internal market will function even better. The 
internal market is based on the four freedoms, which aims at strengthen the integration 
between the Member States. The more integrated the Member States are, the more 
unified the EU will become. A unified Europe is essential if the EMU should have a 
possibility to develop to its greatest level. Since the EMU is believed to bring regional 
development and economic growth, it is important to try to unify Europe. Corruption is 
therefore not only a threat to the internal market, but also a great threat to the EMU. 
 

6.3  Lack of statistics 
Even if the empirical work shows that there is only a convergence of the corruption 
levels within the European Union and not within the growth levels, one should bear in 
mind that the statistical work is not statistical significant and only cover the last ten 
years. This means that the result may not be true; it is just an indication of what has 
happened and what a likely future outcome is.   

6.4 Summary 
Corruption constitutes a great threat to the co-operation among the Member States. Not 
only is the economic growth affected by the corruption, the ambitions with an internal 
market and the Lisbon strategy is also threatened. Despite this, the Commission has 
decided that all Member States can continue to use it’s own legislation.  
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7 Conclusions 
In this chapter conclusions that has been made by the author will be presented. 

 
The effects of the internal market and the four freedoms are not only positive. When the 
Member States interact with each other the corruption level seems to converge. This is a 
positive side effect for the Member States located in the southern Europe, since their 
corruption levels are higher than EU’s average.  However in the Northern the corruption 
level actually becomes higher as the integration proceeds. If this development continues 
it would mean that the EU will have a common corruption level in the future. This 
development can be said to be both good and bad. The positive effects are that the 
southern countries will become less corrupt and the Member States will become more 
similar.  
 
Ever since the SEA act was created in 1987, the objectives of the EU have been to 
integrate the Member States with each other and create a harmonized union. A 
harmonized EU will both enable the EMU and the Lisbon Strategy, both aiming at 
bringing the union more economic growth. However, for the EMU and Lisbon Strategy 
to function properly it is necessary that the different growth rates converges and become 
more or less the same. As the integration progress, more than just the growth rates will 
be affected. The integration will also create a European norm in many different areas. 
The European norm will make the EMU more stable, i.e. when the citizens see 
themselves as Europeans and not Swedish, British etc., it will become more important 
for the average citizen that the EMU functions properly.  
 
However, the convergence to a European norm is not only for the good. The corruption 
level also converges. This means that the corruption level in the different countries will 
converge into the more or less same level. The Commission should try to prevent this 
development. Not only is a common legislation, which lays down exactly what is 
corruption and what is not, necessary, but the Commission should also strive after 
having the Nordic corruption level as the common European level. It should not be 
acceptable that the Nordic countries, which have the lowest corruption level in the 
world, will increase their corruption level in a convergence process. Corruption is a 
threat not only to the economic growth, but also to the union as a whole, and it should 
therefore be taken more seriously. 

7.1 Further research  
It would be interesting to continue to study why the level of corruption changes as the 
integration proceeds. It is easy to assume that the corruption level changes due to the 
increased movement of labour. There is one more question that needs to be answered, 
before one can use the increased labour movement as an answer. Why do we, the 
citizens of the EU, change our norms as the co-operation between the Member States 
develops and to what extent are we willing to sacrifice our norms in order to achieve a 
multicultural society?  
 
It will also be very interesting to see what the EU/Commission will do to prevent 
corruption and how the work will develop. As has been showed earlier in this thesis the 
corruption level will converge and become the same. If the Commission does not set the 
standards high, the level of corruption will increase in the Nordic countries. It would 
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therefore be preferable to set a norm for the corruption level in the EU and make the 
norm quite strict, so that the level of corruption decreases in the EU. It would then be 
interesting to study the effects of the norm. However, probably the most interesting 
question to look further into is what happens to both the growth and corruption level, 
now that the eastern European countries joined the EU. 

7.2 Summary 
The purpose with this thesis was to see how the corruption level changes as a Member 
State of the European Union developed. The underlying hypothesis was that a country’s 
growth level would converge due to the co-operation within the union, in accordance 
with the “Solow model”, and that would affect the corruption level to converge as well. 
However, since it was only the corruption level that converge and not the GDP levels, 
one cannot draw any conclusions more than that the convergence in the corruption level 
is due to something else. 
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