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Preface

A university campus, if it holds no intellectual activities or possesses no aca-
demic atmosphere, no matter how physically beautiful or modern it is, it would
be spiritually desolate and barren. In fact, the earliest historical European uni-
versities started from academic learning. The relationship between a university
and the academic learning cannot just be interpreted literally, but more impor-
tantly, it should be set on the ideas and academic learning which are the so —
called sources of the energy and vitality of all universities.

Zhongnan University of Economics and Law is a high education institution
which enjoys rich academic atmosphere. Having the academic germs seeded by
such great masters as Fanwenlan, Jiwenfu, Panzinian and Mazhemin, generations
of scholars and students in this university have been sharing the favorable aca-
demic atmosphere and making their own contributions to it, especially during the
past fifty — five years. As a result, at the beginning of the new century when a
new historical new page is turned over with the combination of Zhongnan Univer-
sity of Finance and Economics and Zhongnan University of Politics and Law, the
newly established university has set its developing strategy as “Making the Uni-
versity Prosperous with academic learning; Strengthening the University with sci-
entific research” , which is not only a historical inheritance of more than fifty
years of academic culture and tradition, but also a strategic decision which is to
lift our university onto a higher developing stage in the 21st century.

Our ultimate goal is to make the university prosperous and strong, even
through our struggling process, in a greater sense. We tend to unify the destina-
tion and the process as to combine the pursuing process of our magnificent goal
with the practical struggling process. The youth’s Academic Library of Zhongnan

University of Economics and Law, funded by the university, is one of our specific
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measures.

The guideline or academic theme of this Library lies first at promoting the
publishing of selected academic works. By funding them, an academic garden
with high — quality fruits can come into being. We should also make great efforts
to form the awareness and atmosphere of selected works and improve the quality
and standard of our academic preductions, so as to make our own contributions in
developing such fields as finance, economics, politics, law and literate humani-
ty, as well as in working out solutions for major economic and social problems fa-
cing our country and the Communist Party. Secondly, our aim is to form some ac-
ademic teams, especially through funding the publishing of works of the middle -
aged and young academic cadreman, to boost the construction of academic teams
and enhance the strength and standard of our academic groups. Thirdly, we aim
at making a specific academic field of our university. By funding those academic
fruits which have some original or innovative points in their ideas, methods and
views , we expect to engender our own characteristic in scientific research. Our fi-
nal goal is to form an academic school and establish an academic idea system of
our university through our efforts. Thus, this Library makes great emphases par-
ticularly on the middle — aged and young people, selected works, and original ac-
ademic monographs.

Sowing seeds in the spring will lead to a prospective harvest in the autumn.
Thus, Let us get together to cultivate this academic garden and make it be opulent

with academic fruits and intellectual flowers.

Wu Handong
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Abstract

The rise of Institution Economics inspires economists’ attention to corrup-
tion. Once the friction due to the institutional disfigurement hinders the wheel of
economic growth, does corruption, the reason and the result as well of the insti-
tutional disfigurement, act as grease or sand of the crunch-crunch wheel? From
the 1950s, west researchers began to find the answer and formed two different o-
pinions. One believes that corruption can improve economic efficiency, and an-
other believes that corruption hampers economic growth. From the 1980s, the e-
conomic transition in China, Central and Eastern Europe caused the widespread
breed and spread of corruption. Corruption has great effects on public expenditure
structure, domestic private investment, foreign direct investment, foreign
trade, foreign aids, domestic financial system and financial crisis, thus affects
economic growth, income distribution and economic security.

Corruption is not due to economic reform, but the reform and open stimu-
lates the wide spread of corruption in China indeed. China’s CPI remains below
3.5 from 1995, so it belongs to the list of the relative corrupt countries on the
world. Moreover, due to the low grading of BPI, China always goes to the bottom
of the sample countries, which shows the great propensity of China’s entrepre-
neurs to bribe. From the data of CI, the level of corruption in 30 provinces and
municipalities in China has been very high at the end of the 1980s and the very
beginning of the 1990s. In the following years, it eased somewhat. However, the
level of corruption began to rise slowly after 2000.

Multiple researches show that the scale and structure of public expenditure
have some effects on economic growth. The effect of the former is uncertain, but
the effect of the latter is remarkable. Productive expenditure improves economic

growth, while rent-seeking expenditure results in lower efficiency and waste of
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resources. In China, the scale of public expenditure in all provinces and munici-
palities expands greatly and accords with the Wagner’s Law. However, the unbal-
ance of expenditure structure is obvious and solidified. In detail, the ratios of the
administration expenditure, policy-related subsidies expenses and urban mainte-
nance expenditure to the total expenditure are very high and increase year by
year. On the contrary, the ratios of the expenditure for science and technology
promotion and the expenditure for education, culture and health are too small. At
the same time, the scales and structures of public expenditures are different in
different economic regions. From the viewpoint of expenditure scale, the more de-
veloped east region has greater scale of public expenditure, while the less devel-
oped medium and west regions have relatively higher public expenditure per capi-
ta. From the viewpoint of expenditure structure, the provinces and municipalities
in west region expend more on infrastructure, science, education, culture and
health than east and medium regions. But the administration expenditure is much
higher in west region too.

Corruption restrains economic growth by means of affecting the public ex-
penditure. How does and how can corruption influence the public expenditure
scale, structure and efficiency? Will the influence spread to economic growth?
And if the negative effects of corruption do exit, how can the government control
corruption? Can the government control corruption by reducing the government
intervention, improving the extent of marketization, privatization, international-
ization and educational level, and carrying out efficiency wage? All should be
answered in the research.

Based on CI - an objective evaluating indicator of corruption, the book ana-
lyzes the effects of corruption on the scale, structure and efficiency of public ex-
penditure . The model concludes that more corrupt governments tend to expend
less, at the same time, the efficiencies of all kinds of public expenditure will be
lower. However, public expenditures on rent-seeking sectors increase. To test the
results empirically, the book studies the data of corruption indexes and kinds of
public expenditure in 30 provinces and municipalities from 1989 to 2004. Then,
the book combines 12 indexes to show the effects of government intervention,

marketization, efficiency wage, educational level and economic growth on anti-
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corruption, which provides the policy suggestions for controlling corruption.

The book consists of eight chapters, which are organized as follows:

Chapter [ is an introduction. It shows the backgrounds, research motives,
research methods and main contents, as well as the innovations and short-
comings.

Chapter II is a literature summary. Economic analyses on corruption usually
focus on three topics. One is the definition of corruption. Though numbers of re-
searchers, research institutes and surveys define corruption differently, most of
them look corruption as “the abuse of public power for private interests” . From
the generalized view, corruption can be defined as the behavior that the person
with public power misuses public power for private interests, which hurts the
public interests. From a narrow sense, corruption can be considered as the mis-
use of public power by the public officials. The second topic focuses on the causes
of corruption. Economic and noneconomic factors induce the spread of corrup-
tion. The former includes trade restrictions, government subsidies, price con-
trols, low official wages and differences in natural resources, and the latter in-
cludes some political, cultural, religious, ethnic and gender factors. The third
topic is the economic effects of corruption. Besides of economic efficiency, cor-
ruption can affect economic growth, international trade, capital formation and
foreign aids greatly. But divergences exist in available researches based on differ-
ent samples and measures.

Chapter Il constructs a corruption index system. To avoid the bias of existing
corruption indexes based on subjective assessment, such as GCR index, ICRG
index, CPI and so on, the book tries to build up a new, objective corruption in-
dex of China. The corruption index is based on five objective indexes and three
reference indexes. The five objective indexes include the number of corruption ca-
ses, the number of huge corruption cases, the amount of money involved in cor-
ruption cases, the number of corrupt mid-governmental officials and the number
of corrupt officials in administrative organs, party organs, judicial organs and e-
conomic management departments. All the indexes have direct relation with cor-
ruption. The reference indexes include GDP per capita, urban Engel Index and

rural Engel Index. , which have indirect relation with corruption. Based on two
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kinds of technical measures, the Analytic Hierarchy Process (AHP) and Artifi-
cial Neural Networks ( ANN), the book builds up two relatively objective cor-
ruption indexes. Compared with CPI, CI calculated by ANN is more suitable and
adopted at last.

Chapter IV is the empirical test on the effects of corruption on the scale of
public expenditure and economic growth. The book firstly outlines the basic condi-
tion of the increasing of total public expenditure. Secondly, based on CI con-
structed in Chapter Il , the paper builds up a Model of Simple Regression to ana-
lyze the effects of corruption on the scale of public expenditure and economic
growth. The results show that corruption constraints economic growth and the scale
of public expenditure.

Chapter V is a dynamic model of corruption. Based on reviewing the classical
models of Barro (1990) and Ehrlich & Lui (1999), the book aims to improve
the effects of corruption on public expenditure structure empirically by means of a
dynamic growth model including corruption. In the model, corruption is consid-
ered as tax levied on investment, so it’s endogenous. Households can choose be-
tween working either in the productive sectors or in the rent-seeking activi-
ties. The public capital and investment can divided into productive type and phys-
ical type. When the revenue from the two types of activities equals, the economy
reaches equilibrium. At the equilibrium point, the level of corruption has nega-
tive effects on the ratio of productive public investment to physical public invest-
ment as well as GDP per capita.

Chapter VI analyzes the co-relationship between corruption and different
kinds of public expenditures to test the effects of corruption on the ratio of infra-
structure expenditure, administration expenditure, urban maintenance expendi-
ture, expenditure for technical updates and transformation in enterprises, ex-
penditure for science and technology promotion, expenditure for education, cul-
ture and health, expenditure on social pension and welfare and expenditure for
subsidize rural production to the total public expenditure, which can measure the
distortion effects of corruption on public expenditure structure quantitatively.

Chapter Vllis the empirical analysis on anti-corruption policies. Based on the

existing studies on anti-corruption, the book divides the policy tools of anti-cor-



