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Abstract

This study analyzes the causal effect of corruption on economic growth and poverty levels in developing countries over the period 20002022,
decomposing the transmission channels and estimating the quantitative weight of each pathway with rigorous econometric precision. The study
departs from a stark contradiction documented in international economic data: countries recording positive official growth rates while their

poverty levels remain persistently elevated — a contradiction in which corruption frequently constitutes the missing link.

The study employs a quantitative approach using panel data for 74 developing countries distributed across four major geographic regions: Sub-
Saharan Africa, Asia and the Pacific, Latin America and the Caribbean, and the Middle East and North Africa. A comprehensive suite of advanced
statistical methods is deployed: fixed effects models for baseline estimation, dynamic Arellano-Bond GMM models to address reverse causality,

mediation analysis to decompose direct and indirect effects, and quantile regressions to explore geographic and institutional variation.

Results confirm a statistically significant negative effect of corruption on economic growth. A ten-point increase in the Corruption Perceptions

Index (CPI) — indicating lower corruption — is associated with an average increase of 0.71 percentage points in annual per capita GDP growth.

Mediation analysis reveals partial mediation of economic growth in the corruption-poverty relationship: the indirect pathway through growth
suppression accounts for 42.1% of corruption'’s total effect on the poverty headcount ratio, while 57.9% reaches poverty directly through social

spending distortion, deteriorating human capital investment, and increased income inequality.

Regionally, Sub-Saharan Africa records the highest corruption-poverty coefficient (B:—O.S’I 2), followed by Asia (B:—0.341), Latin America
(3270.298), and MENA (BZ*O.’I 87). Countries with stronger institutional quality demonstrate greater resilience against corruption's poverty-
amplifying effects, confirmed by the significant interaction term between corruption and institutional quality (B:0.142, p=0.003). Robustness

checks using WGl as an alternative corruption indicator corroborate all main findings.

The study recommends establishing anti-corruption efforts as an independent priority in social policy agendas — not a subordinate of growth
policy — protecting social expenditure in education and health from corruption-induced leakage, and investing comprehensively in rule-of-law

institutions as a dual-impact approach that simultaneously reduces corruption and mitigates its distributional consequences.

Keywords: Corruption, Economic Growth, Poverty, Panel Data, GMM, Mediation Analysis, Developing Countries, Institutional Quality
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