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The topic
Dear reader,
Not so long ago, government bonds for institutional investors were considered a popular and safe asset class
with a yield which could be forecast at any time. This was especially true of certiﬁcates issued in countries with
investment grade ratings. A series of developments culminating in the eurozone crisis has now shattered this
conﬁdence. The default risks of supposedly rock-solid certiﬁcates have increased, especially in the peripheral
states. Interestingly, the eurozone countries which are affected – such as Greece, Italy, Spain and Portugal –
have ESG shortcomings as well as an above-average budget deﬁcit. In other words, they are lagging behind
with regard to environmental, social and governance issues.
Is it just a coincidence that countries which have adopted the wrong ﬁnancial and ﬁscal policy also have low
environmental standards or heightened rates of corruption? In this meta-study, we focused speciﬁcally on
corruption, which plays a major role in the context of sustainability both in Europe and in many emerging
markets. For some time now, experts have seen a direct link between corruption and the heightened risk of
sovereign default. Are the indicators reliable enough to justify paying closer attention to this issue in the
context of asset management now too? With this study, we tried to ﬁnd empirical evidence supporting this
supposition – initially a result of gut instinct – and to ﬁnd out what role the aspect of corruption can play as
part of a risk ﬁlter for credit ratings.
I hope you ﬁnd our report informative,

Alexander Schindler
Member of the Management Board
Union Asset Management Holding AG
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Corruption and the risk of sovereign default

Corruption causes
considerable social
and economic
damage.

The World Bank estimates that approximately one billion US dollars are paid in bribes for corrupt purposes
around the world every year.1 The consequences are serious. It is now considered a proven fact that corruption
causes considerable social and economic damage.2 For this reason, James D. Wolfensohn made tackling
corruption a top priority during his presidency of the World Bank back in 1996.

An academic perspective on corruption: the status quo

To date, academics
have often viewed
corruption as a barrier
to development
economics.

Studies have repeatedly examined the issue of corruption in conjunction with the conditions for good
governance. The right conditions for good governance promote economic development. By contrast, bad
governance which fails to prevent corruption can impair economic progress. Consequently, corruption also
provides an answer to the question of why extensive development aid only achieves moderate success in
many places.2 As a result, corruption was primarily considered to be a barrier to development economics
and was predominantly tackled by organisations dedicated to development policy challenges.

Relevance to the credit ratings of government bonds
By evaluating
numerous studies,
we examined the
extent to which
corruption has a
negative impact on
the credit ratings of
government bonds.

We evaluated numerous studies into corruption for the purpose of our analysis, which broadens this view and
shows that corruption is also of crucial relevance when assessing the creditworthiness of government bonds.
After all, our experience in assessing government issuers’ creditworthiness suggests that a solvency assessment
which is limited to economic fundamentals does not go far enough. Especially during periods of economic crisis,
it is clear that indicators of a country’s political ability to act and capability for social reform are highly relevant
alongside economic KPIs. This is also illustrated by the Corruption Perceptions Index (CPI) for the OECD countries,
which shows how levels of corruption have changed (see ﬁgure 1).
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About ﬁgure 1: It is noticeable
that all four crisis-hit EMU
countries in Southern Europe
have an above-average level of
corruption and also changed for
the worse. This is illustrated
particularly clearly by Greece
and Italy’s corruption scores,
which occupy the worst positions
in the matrix.

Especially in the light of debt crises3 – which often lead to sovereign defaults and ﬁnancial crisis and therefore
pose the greatest economic risk from an investor’s viewpoint – closer attention must be paid to the functionality
of the political system and social stability as part of a risk assessment. After all, institutions which are capable of
action and reform are crucial when it comes to overcoming crises of this kind. In our view, corruption prevents
just this.4

Corruption is a
hindrance to overcoming crises.

Clear empirical evidence
In addition to the above-mentioned aspects, there is clear empirical evidence that a stronger focus on corruption
is necessary. This is illustrated by a historical analysis going back as far as 1970 (see table 1) covering 87 countries for which data is available. It shows a close link between corruption (measured using the corruption indices
of Transparency International5 and the World Bank) and the probability of sovereign default.

Empirical ﬁndings
indicate that corruption has a damaging
effect.

Table 1: Level of corruption and the probability of sovereign default6 since 1970
Corruption index

Level of corruption

Countries

Sovereign defaults

Probability

[8–10]

None

15

0

0%

[5,5–8]

Low

16

1

6%

[4–5,5]

Moderate

16

4

25%

[3–4]

High

19

13

68%

[0–3]

Severe

21

20

95%

An econometric evaluation shows that the connection between corruption and the probability of sovereign
default is tenable and statistically signiﬁcant.

3
4
5

6

Generally these are essentially external debt crises and/or balance-of-payments crises.
Brunetti, et al. (1998) talk about the “credibility of rules” in this regard.
Transparency International’s corruption index depicts the perceived level of corruption in a country. It is based on the opinions of country experts
from various international organisations and surveys of experts from the fields of academia, politics and private business. Data from the World
Bank is used in cases where no information is available.
Sources used to identify sovereign default: Reinhart and Rogoff (2008, 2009 and 2010), Sturzenegger and Zettelmeyer (2007) and own research.
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Figure 2: The probability of sovereign default rises as corruption increases
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chart the probability of sovereign
default in relation to the extent
of corruption. The green line
shows the development of the
calculated probabilities and
proves that sovereign default is
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An estimate of the risk premiums for ﬁve-year loan loss insurance on government bonds produced with
the aid of a multiple regression model provides further evidence of the impact of corruption. The overview
of results provided in table 2 clearly shows that the ﬁnancial market’s pricing of default risks for government
bonds can be explained very well with the aid of corruption indices. By contrast, ﬁscal debt and especially
external positions play a secondary role. The results remain identical regardless of whether the World Bank’s
Control of Corruption Index or Transparency International’s Corruption Perceptions Index is used.

Table 2: Model used to estimate the premiums for ﬁve-year loan loss insurance policies
(18 month average)
Model speciﬁcation
Constant
Inﬂation, 2007–2012

.I

.II

III

IV

V

VI

VII

3.88

3.56

3.57

5.27

3.64

3.69

3.31

0.07**

0.13***

0.06**

–

–

–

0.04*

–0.15***

–0.09**

–0.1**

–

–

–

–0.06*

Public deﬁcit, 2013

0.081

0.036

0.037

–

–

–

Public debt, 2013

0.005

0.004

0.004

–

–

–

Growth, 2007–2012

0.02

–0.08*

–0.09*

Balance of payments, 2012–2013

–

–

–

Gross foreign debt

–

–

–

0.001

0.001*

0.002*

0.001

Net foreign debt

–

–

–

0.002

0.002

0.001

0.001

Currency reserves

–

–

–

0.0

0.0

0.0

0.0

Corruption Perception

–

0.038***

–

–

0.06***

–

0.047***

Control of Corruption

–

–

0.039***

–

–

0.06***

–

R2

0.57

0.71

0.71

0.15

0.62

0.62

0.73

50

50

50

50

50

50

50

Public deﬁcit, 2007–2012

Observations

–0.03

–0.15***

–0.16***

–0.05

–0.03

–0.03*

* Signiﬁcant at 10%. ** Signiﬁcant at 5%. *** Signiﬁcant at 1%.
To compensate for short-term market ﬂuctuations, the average premiums for the last 18 months were estimated (logarithmised).
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An overview of the results of the logistic regression can be found in the appendix.

–
0.005*
–0.06
0.01

Corruption prevalent in crisis-hit countries
Corruption becomes an even bigger factor at times of crisis when both economic and social stability are
particularly important. This is also conﬁrmed by the comparison below, which shows that during the sovereign
debt crisis, a corruption-optimised government bond index for the eurozone outperformed a classic government
bond index for the eurozone (iBoxx 5Y) weighted using the volume of outstanding bonds (see ﬁgure 3).8

Figure 3: A corruption-optimised index versus an EMU government bond index
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The surprisingly clear ﬁndings regarding the effect of corruption on sovereign credit ratings subsequently
prompted economists to look into this issue. Countless studies have analysed the impact of corruption on
economic development in general and sovereign credit ratings in particular.9 The key ﬁndings are presented
below; They show how important it is to take corruption into account when conducting a comprehensive
credit assessment.

Study results: the relevance of corruption when assessing government bonds
There are many aspects to corruption. In addition to the problem of measurability, there is the issue of how
to prove cause (corruption) and effect (country risk). There is a partial solution to the measuring problem in the
shape of surveys by well-respected organisations such as Transparency International and the World Bank which
examine this issue and deliver convincing results in spite of all the difﬁculties (see ﬁgure 3).
Proving a causal connection, however, is anything but straightforward. The question arises as to whether corruption is not actually a symptom of underlying confounding factors – i.e. it is in fact a spurious relationship. For
example, we cannot say with absolute certainty that the correlations shown by us are not merely the result of a
lower level of development and a direct causal connection has therefore been wrongly inferred. We have tried to
overcome this challenge by initially providing theoretical reasons for the causal effects of corruption. This makes
the correlations shown more plausible and allows us to draw conclusions about the causal connections.

8

9

The following optimisation was conducted: for each year, the 11 countries covered by the iBoxx 5Y were split into three groups based on the
Corruption Perceptions Index (CPI). The worst group (three countries) was given a weight of zero per cent. The weighting freed up as a result was
allocated to the best group (three countries). The middle group (five countries) remained neutral.
Cf. for example Depken, LaFountain and Butters (2006), Thießen and Weigl (2011) or – for a more general analysis – Mauro (1995), Jain (2001) and
Dreher and Herzfeld (2005), for example.

7

Figure 4: Spillover effects of corruption on creditworthiness
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Four hypotheses can be formulated based on the impact of corruption on politics, the economy, the legal system
and society as shown in ﬁgure 4:
1. Corruption is an indicator of a shadow economy and tax fraud
2. Corruption is a sign of socio-economic immaturity, insufﬁcient capability for political reform and a lack of
social cohesion
3. Corruption is a sign of economic mismanagement
4. Corruption indicates a risk of statistical manipulation
This paper examines
the extent to which
the four suppositions
are accurate as regards the effects of
corruption.

Next, we looked at whether these four suppositions were correct and borne out in reality. We started by simply
illustrating correlations. A straightforward regression model was used to take the effect of each country’s level
of development into account, so as to allow for spurious relationships as described above. We therefore made
provision for the main explanatory factor with regard to development economics. However, it should be noted
that we were unable to study all the conceivable causal relationships arising from our assumptions.
Nevertheless, it was our intention to explore the aforesaid phenomena as thoroughly as possible. An allembracing examination of the causal relationships would have gone beyond the scope of this study and
would be unnecessary for our purposes.
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Corruption as an indicator of a shadow
economy and tax fraud

A country’s creditworthiness rests on its ability to generate tax revenue. This ability is particularly important
during times of crisis because countries may be forced to increase their tax receipts in order to overcome their
difﬁculties. However, if the collection of taxes and public charges is undermined by illicit work and tax evasion,
there is considerably less scope for action within the ﬁscal system. The extent of the shadow economy therefore
plays an important role when assessing creditworthiness. By its very nature, it is difﬁcult to identify causes and
establish the extent of the shadow economy, however. Friedrich Schneider and Dominik Enste presented a
promising approach to measuring the size of the shadow economy in 2000. We used this data in the analysis
which follows.

Figure 5: The close correlation between the shadow economy and corruption
Shadow economy

The extent of the
shadow economy
plays an important
role when assessing
creditworthiness
because it restricts
countries’ scope for
action within the
ﬁscal system.
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We have made a fundamental supposition that corruption is an important cause for the development of a shadow economy, which is why corruption indices can be used as an alternative gauge10. In our view, there are two
reasons for making this assumption. Firstly, corrupt public servants can make it more difﬁcult to set up businesses, forcing them into the shadow economy. Secondly, the penalty for ﬂouting ofﬁcial payment obligations is
lower if inspectors – e.g. from the tax authorities – are willing to accept bribes. Viewed in this way, the shadow
economy is a consequence of corruption. Empirical data also indicates that corruption can go a long way towards
explaining the emergence of a shadow economy.

10

Corruption is a
major cause of
shadow economies.

Choi and Thum (2003) supplied a theoretical basis for this connection. Our approach therefore contrasts with the hypothesis that the shadow
economy is merely an avoidance strategy in the face of excessively high taxes and public charges (Schneider and Enste, 2000, p. 82 ff.). This is only
a contradiction at first glance, however, because we believe that social acceptance for high levels of taxation hinges on society identifying with its
political elites and the state. Cf. the third hypothesis in this regard.

9

2

Corruption as a sign of socio-economic
immaturity

Can corruption serve as a sign of socio-economic immaturity, insufﬁcient capability
for political reform or even a lack of social cohesion?

Figure 6: The connection between the business environment and corruption
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WEF Competitiveness Index
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Corruption alienates
the elites from the
population and stops
necessary reforms
from receiving public
backing.
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Especially during times of crisis, it is necessary for society at large to identify with its economic and political elites
for reform and change processes to be implemented successfully. After all, a large number of measures designed
to overcome ﬁnancial crises rest heavily on whether reforms have the population’s backing. Public perception is
shaped by the extent to which painful changes recognisably beneﬁt society. Corruption indices can serve as an
indication of whether the measures really serve to overcome the crisis or whether they stem from a self-serving
mentality on the part of society’s elites who seek personal gain at the population’s expense. Although this is
more of a sociological issue, it has concrete economic relevance for the country’s spending restraint, the acceptance of economic policy reforms and the quality of the institutional make-up. Another aspect in this connection

is the destructive impact which corruption enables individual interests to have on the social framework. For instance, individual companies can use bribery to secure certain advantages for themselves, protect themselves
from competition and gain additional market power.11

Figure 7: The correlation between the capability for reform/political efﬁciency and corruption
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It is not simple to provide empirical evidence of the link between political or social maturity and corruption,
given that these are socio-economic aspects which cannot easily be expressed in measurable terms. However,
it is possible to provide empirical proof by gauging countries’ institutional maturity. Based on this data, we have
come to the conclusion that corruption tends to act as a barrier to the establishment of efﬁcient institutions
because informal relationship structures impair the implementation of institutional reforms. Reform processes
are ultimately heavily reliant on society’s support. Conversely, we can conjecture that corruption encourages
clientele structures in politics and society, thereby favouring populist policy-making, which weakens the
institutional environment.

Data on institutional
maturity allows conclusions to be drawn
about the negative
impact of corruption
on the establishment
of efﬁcient institutions.

Our research draws ﬁrstly on two measures of economic competitiveness: the World Bank’s Ease Of Doing
Business (EODB) Index and the ranking contained in the World Economic Forum’s Global Competitiveness
Report. As institutional factors are highly signiﬁcant for both indicators, they paint a realistic picture of
institutional maturity. Secondly, it is also possible to use the Sustainable Governance Indicators (SGI) Index
produced by the Bertelsmann Foundation, which depicts economies’ capability for reform. However, this
reform index is only available for the OECD countries.
Both institutional indicators correlate closely with the corruption index and conﬁrm our supposition regarding
the impact of corruption (ﬁgure 6). Even once the per capita income has been corrected, the effect of corruption
remains clear. An analysis of the Bertelsmann Foundation’s reform index shows an even clearer correlation with
the perception of corruption. This also remains unchanged when income levels are taken into account (ﬁgure 7).
To summarise, the results suggest that there is indeed a signiﬁcant link between an economy’s willingness
to reform and corruption. The unambiguity of the Bertelsmann reform index underlines this point in particular.
We can therefore conclude that corruption serves as a gauge of a country’s political and socio-economic
maturity.

11

Hellman, et al. (2000) highlight the influence of individual interests beyond the political sphere with reference to the oligarchs in post-Soviet
states, for example.
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3

Many indicators
support the
hypothesis that
corruption also has
a negative effect on
macroeconomic
results.

Corruption as a sign of economic mismanagement

We also hypothesise that corruption has a negative effect on macroeconomic results. This supposition is based on
the conviction that the institutions which are responsible for macroeconomic management are weakened by corruption. For instance, a central bank may be set up to be independent and work towards a certain inﬂation target
but de facto pursue individual interests as a result of corruption. The same applies to public spending
restraint. Furthermore, corruption can also have an indirect effect on the business environment. A lack of legal
certainty and corrupt institutions impede competition between companies and therefore hinder investment.
From the perspective of householders, corruption also restricts equal opportunities and can therefore amplify
differences in income.

Figure 8: The correlation between inﬂation and corruption
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There is no clear
empirical evidence
that corruption has
a negative macroeconomic effect.
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Accordingly, corruption theoretically appears to impact negatively on numerous economic aspects. However,
the empirical ﬁndings are more ambiguous on this point: it is possible to prove that corruption has negative
effects on long-term inﬂation (average for 1980 to 2013) which also remain when the development level
is taken into account. The low degree of certainty suggests that corruption only goes a short way towards
explaining this though, meaning that important factors which are vital to explaining rates of inﬂation were
not taken into account.

Figure 9: There is no demonstrable connection between macroeconomic structural
indicators and corruption
Structural budget deﬁcit (1980–2013)
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In fact, analyses of other macroeconomic structural indicators show no link with corruption. It may be possible
to explain the lack of a correlation between spending restraint and corruption as follows: resource-rich countries
usually have low deﬁcits paired with comparatively high corruption, counteracting a possible connection. However, factoring in a dummy variable for the ten largest oil exporters did not change the outcome. As a rule of
thumb, how much a country spends seems to be less relevant than what it spends it on and how much public
transparency and acceptance there is. In this connection, a number of studies have proved that countries with
high levels of corruption tend to invest less in education and health systems and more in prestigious infrastructure projects that do not always have obvious beneﬁts for society.

When analysing countries, it is important to
establish the extent to
which government
spending generates
social beneﬁts.
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There are no empirical
correlations between
corruption and income
distribution and investment behaviour.

It is also impossible to establish an empirical correlation between corruption on one hand and income distribution and investment behaviour (both domestic and international) on the other, although the theoretical thinking
outlined above would suggest that one exists. That said, it is possible to ﬁnd arguments for investment behaviour
at least which could explain why there is no evidence of corruption having a negative effect on investment. As
propounded by the famous Lucas Paradox12, it is surprising from a development economics perspective that there
is no empirical evidence of higher investment ratios in poor countries than in rich ones. Neoclassical economic
theory suggests that capital is always put to use in the most efﬁcient way which generates the highest returns.
Based on the high marginal productivity in poorer countries, they should receive a steady ﬂow of capital, so the
rate of investment in underdeveloped nations should be higher in structural terms.
Extensive corruption could be an obstacle to this “natural” inﬂow of funds and reduce the investment ratio,
which may explain why the opposing effects conceal the actual correlations, as it were. This would mean that
the Lucas Paradox can be explained by pointing to a weak institutional structure, which in turn is attributable
to corruption.13

The Lucas Paradox describes the ﬂow of investment
resources: contrary to expectations, capital
generally goes from the underdeveloped,
poor countries to the rich,industrialised nations.

12
13

14

Cf. Lucas (1990).
This view is put forward by Reinhart and Rogoff (2004) and more explicitly by Schularick and Steger (2008).

4

Corruption as an indication of the risk of
statistical manipulation

Normally, wide-ranging economic fundamentals are used when assessing a country’s economic situation.
The indicators commonly used paint a picture of its borrowing, international competitiveness, growth and
inﬂation. However, this data is usually compiled by national authorities and institutions: As a result, it is
impossible to rule out the possibility that the ﬁgures used could be manipulated. Exerting inﬂuence in this way
is particularly critical in cases where the economic situation deteriorates. On one hand, the pressure on national
sources to sugar-coat the situation is particularly high in such instances. On the other hand, however, investors
are all the more keen to receive comprehensive and correct information about developments in this kind of
scenario. By its very nature, statistical manipulation is difﬁcult to prove because there are no systematic records
of manipulated data which could be compared with levels of corruption. However, an examination of proven
cases of fraud makes it clear that they were part of a bigger picture of prevalent corruption, which in turn
supports our hypothesis.

When government
bodies publish data,
there is a risk that they
may exert inﬂuence
with the aim of sugarcoating the situation.

An example: Greece
For instance, the eurozone debt crisis exposed Greece’s manipulation of ﬁscal data. For a long time, Greece
reduced both its debt position and its current borrowing by inﬂating its economic performance by around 25 per
cent. It did this by including the shadow economy, i.e. illicit work, prostitution and organised crime. The European
statistics ofﬁce Eurostat intervened in 2009 and corrected the budget deﬁcit reported by Greece from 3.7 per
cent to 12 per cent, along with various other ﬁgures.14 The manipulation was unsurprising given the prevalence
of corruption in Greece (ranked 94th out of 172), which is extremely high compared with the other European
countries and makes manipulation likely.

Greece manipulated
ﬁscal data over a
period of years.

Figure 1015: Greece’s corruption rank compared with other European countries
Italy
Portugal

Greece

Rank

94

Spain

72

33

France
Austria/Ireland

30

25

Germany
Belgium

22

16

Finland

Netherlands

13

9

1

An example: Argentina
Argentina also serves as an example which appears to corroborate the supposition that corruption favours
the manipulation of statistics. There are countless indications that government bodies in Argentina are sugarcoating the economic situation. The ﬁgures issued for growth and inﬂation appear particularly unrealistic. The
IMF ﬁrst demanded that the data be corrected in February 2012. When Argentina failed to comply, the IMF
initiated sanction proceedings in 2013. The Economist even stopped publishing Argentinian inﬂation ﬁgures
in February 2012 due to the suspected manipulation.16 Against a backdrop of extensive corruption – Transparency International puts Argentina in 102nd place – this willingness to falsify data is unsurprising. A
comparison of Argentina with the rest of South America shows that the country’s corruption rate is very
high in both absolute and regional terms. Based on per capita income as an indicator of the development

14

15
16

Argentina manipulated its ﬁgures for
growth and inﬂation
and had sanctions
imposed on it by the
IMF in 2013.

Cf. for example „Meister kreativer Buchführung“ (Masters of Creative Bookkeeping), published in the Frankfurter Allgemeine Zeitung newspaper
on 4 February 2010.
The diagram uses the ranking from the Transparency International corruption index 2013.
Cf. „Don’t lie to me, Argentina“, published in The Economist on 25 February 2012.
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level, Argentina would also rank higher, namely 62nd.17 In other words, corruption in Argentina is above average
in relation to the country’s development status as well.

Figure 11: Argentina’s corruption rank compared with other South American countries
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Finland

1

An example: Venezuela
Venezuela is the only country in South America with a considerably worse corruption score than Argentina.
Growing criticism of the data published by Venezuela – especially with regards to ﬁscal situation, but also in
relation to other ratios (currency reserves oil production) – conﬁrms the supposition that corruption can serve
as an indication of the tendency to manipulate data.18

17
18

16

Based on the IMF’s World Economic Outlook 2013.
For instance, the Venezuelan government prevented the publication of black market exchange rates by banning numerous secret websites in
November. Cf. “Venezuela Inflation Rate Jumps 5.1% in October”, published in The Wall Street Journal on 7 November 2013. The published data
on oil production is also dubious. While the state-run company PDVSA reported production of approximately 2.9 million bl per day for 2012,
estimates by the US Energy Information Administration put the figure much lower, at 2.5 million bl.

Conclusions

Corruption is an extremely important factor in explaining government issuers’ credit risks, which is surprising
given that economic fundamentals have comparatively little effect. However, the considerable impact raised
questions about causal relationships and channels of effect. Theoretical considerations of the socio-economic
statements enabled us to formulate four hypotheses regarding conceivable consequences of corruption for
the economic soundness of a country.

Table 3: Aspects of corruption which are relevant to creditworthiness
Hypothesis

Empirical evidence

Corruption favours a shadow economy and tax fraud



Corruption hinders the reform capability of societies
and their institutions



Corruption fosters ﬁnancial mismanagement
Corruption increases the risk of manipulated statistics
and company balance sheets

Empirical conﬁrmation
was found for three
of the four hypotheses
regarding the negative
impact of corruption.

Only has a discernible
effect on inﬂation


To verify the four hypotheses, relevant indicators were analysed in relation to their correlation with the corruption
index published by Transparency International. These analyses clearly showed that an examination of corruption
offers plausible points for the explanation of socio-economic risks. However, we were only able to clearly prove
the signiﬁcance of corruption for institutional factors. No evidence of a direct effect on macroeconomic fundamentals was found. This lack of a direct impact raised questions which we were only able to go into brieﬂy and
which leave scope for future analyses.
Overall, it was conﬁrmed that corruption is highly relevant for numerous socio-economic inﬂuencing factors
which it is essential to consider when analysing countries’ creditworthiness. The level of corruption therefore
allows important conclusions to be drawn regarding the stability of a society, especially during times of crisis.
In conclusion, corruption is a key factor which should be taken into account in addition to fundamental
evaluations when assessing country risks.

Corruption is an
important factor for
socio-economic risks.

Corruption is highly
relevant when
analysing countries’
creditworthiness and
should be given
greater weight when
assessing country
risks.
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Appendix

Table 4: An overview of the results of the logistic regression concerning the probability of sovereign default in relation to corruption
Dependent Variable:
Sovereign Default
Variable
Corruption Perception
C

Coefﬁcient
–1.191441
4.964546

McFadden R-squared

0.430773

Obs with Dep=0
Obs with Dep=1

47
39

Std. Error
0.280628
1.122146

z-Statistic
–4.245619
4.424152

Total obs

Prob.
0
0

86

Diagrams
Figure 1: Corruption in the OECD countries

4

Figure 2: The probability of sovereign default rises as corruption increases

6

Figure 3: A corruption-optimised index versus an EMU government bond index

7

Figure 4: Spillover effects of corruption on creditworthiness

8

Figure 5: The close correlation between the shadow economy and corruption

9

Figure 6: The connection between the business environment and corruption
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Figure 7: The correlation between the capability for reform/political efﬁciency and corruption
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Figure 8: The correlation between inﬂation and corruption

12

Figure 9: There is no demonstrable connection between macroeconomic structural indicators
and corruption

13

Figure 10: Greece’s corruption rank compared with other European countries
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Figure 11: Argentina’s corruption rank compared with other South American countries
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