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Abstract

This study investigates the effects of economy-wide corruption on bad loans across a
large sample of countries. The evidence reveals that greater corruption is associated
with more bad loans. Loan defaults are lower in faster growing economies, in
economies with higher lending rates and in nations in the Euro zone, ceteris paribus.
However, other institutional controls, including central bank autonomy, financial
underdevelopment, bank-based economies and transition nations fail to show
appreciable effects on the incidence of bad loans. The findings are robust to an

alternate corruption measure and to endogeneity of corruption. Policy implications are
discussed.

Acknowledgements


https://www.tandfonline.com/
https://www.tandfonline.com/action/showPublications?pubType=journal
https://www.tandfonline.com/subjects/economics-finance-business-industry
https://www.tandfonline.com/rafe20
https://www.tandfonline.com/loi/rafe20
https://www.tandfonline.com/toc/rafe20/21/7
https://www.tandfonline.com/toc/rafe20/21/7
https://www.tandfonline.com/journals/rafe20
https://www.tandfonline.com/author/Goel%2C+Rajeev+K
https://www.tandfonline.com/author/Hasan%2C+Iftekhar
https://doi.org/10.1080/09603107.2010.532112
https://www.tandfonline.com/action/clickThrough?id=5931&url=%2Fr%2Fsubjectsample-efbi&loc=%2Fdoi%2Fabs%2F10.1080%2F09603107.2010.532112&pubId=43958583&placeholderId=1074&productId=3092
https://www.tandfonline.com/doi/full/10.1080/09603107.2010.532112?scroll=top&needAccess=true
https://www.tandfonline.com/doi/figure/10.1080/09603107.2010.532112?scroll=top&needAccess=true
https://www.tandfonline.com/doi/ref/10.1080/09603107.2010.532112?scroll=top
https://www.tandfonline.com/doi/citedby/10.1080/09603107.2010.532112?scroll=top&needAccess=true
https://www.tandfonline.com/doi/metrics/10.1080/09603107.2010.532112?scroll=top
https://www.tandfonline.com/doi/permissions/10.1080/09603107.2010.532112?scroll=top
https://www.tandfonline.com/doi/abs/10.1080/09603107.2010.532112
https://www.addtoany.com/share#url=https%3A%2F%2Fwww.tandfonline.com%2Fdoi%2Fabs%2F10.1080%2F09603107.2010.532112&title=Economy-wide%20corruption%20and%20bad%20loans%20in%20banking%3A%20international%20evidence%3A%20Applied%20Financial%20Economics%3A%20Vol%2021%2C%20No%207
https://www.tandfonline.com/
https://www.tandfonline.com/action/showCart?FlowID=1

This research was conducted when Dr. Goel was visiting the Bank of Finland. We are
grateful to the bank for its hospitality and to the participants of XVIIl “Tor Vergata’
conference on money, banking and finance, and Finlawmetrics 2010 for comments.
Michael Naretta provided useful research assistance. The views expressed, however,

are our own.

Notes

L A widely accepted definition of corruption takes it to be the abuse of public office for
private gain.

2The behaviour of the central bank has also been taken elsewhere to capture banking-
sector institutional quality (Huang and Wei, 2006; Arnone et al., 2007; Hasan and
Mester, 2008).

3 Year-to-year comparisons of the index, however, are problematic (see
www.transparency.org for details). Consequently, we conduct a single-year cross-

country study.

4The raw corruption indices have been transformed to unbind them (for consistency
with the underlying assumptions of estimation methodology) and for ease of
interpretation (higher post-transformation indices values imply greater corruption).

> A positive association between bad loans and corruption has been noted elsewhere,
albeit with a different focus (Islam, 2007).

6 Details are available upon request.

7 As noted earlier in this article, we are able to examine the effect of overall corruption
in an economy and not banking-sector corruption identifying specifically the presence
of corrupt bankers (Islam, 2007).

Related Research Data

INSTITUTIONS AND ECONOMIC PERFORMANCE: CROSS-COUNTRY TESTS USING
ALTERNATIVE INSTITUTIONAL MEASURES


https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1111%252Fj.1468-0343.1995.tb00111.x&type=Scholix
http://www.transparency.org/

Source: Economics and Politics

Corruption

Source: The Quarterly Journal of Economics

Economic Analysis of Corruption: A Survey

Source: The Economic Journal

Do rapid political and trade liberalizations increase corruption?

Source: European Journal of Political Economy

Economic Information And Finance : More Information Means More Credit, Fewer Bad
Loans, And Less Corruption

Source: Unknown Repository

Factors explaining the interest margin in the banking sectors of the European Union
Source: Journal of Banking & Finance

The expansion of services in European banking: Implications for loan pricing and
interest margins

Source: Journal of Banking & Finance

Monetary policies for developing countries: The role of institutional quality

Source: Journal of International Economics

The relationship between charter value and bank market concentration: the influence
of regulations and institutions

Source: Applied Financial Economics

Corruption: A Review

Source: Journal of Economic Surveys

The impact of state ownership on performance differences in privately-owned versus
state-owned banks: An international comparison

Source: Journal of Financial Intermediation

Bank income structure and risk: An empirical analysis of European banks

Source: Journal of Banking & Finance

Legal Determinants of External Finance

Source: The Journal of Finance

The New Institutional Economics of Corruption

Source: Unknown Repository

Eight Questions about Corruption

Source: The Journal of Economic Perspectives

Bank supervision and corruption in lending

Source: Journal of Monetary Economics

Law Enforcement, Malfeasance, and Compensation of Enforcers

Source: The Journal of Legal Studies

The Political Economy of Corruption and the Role of Financial Institutions

Source: SSRN Electronic Journal


https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.2307%252F2118402&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1046%252Fj.0013-0133.2003.00171.x&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1016%252Fj.ejpoleco.2006.06.002&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1596%252F1813-9450-4250&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1016%252Fj.jbankfin.2003.09.004&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1016%252Fj.jbankfin.2007.09.025&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1016%252Fj.jinteco.2005.09.001&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1080%252F09603100601083215&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1111%252F1467-6419.00133&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1016%252Fj.jfi.2008.09.005&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1016%252Fj.jbankfin.2007.12.002&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1111%252Fj.1540-6261.1997.tb02727.x&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.4324%252F9780203413920&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1257%252F089533005774357860&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1016%252Fj.jmoneco.2005.10.014&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1086%252F467507&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.2139%252Fssrn.612122&type=Scholix

Causes and Consequences of Corruption: What Do We Know from a Cross-Section of
Countries?

Source: Unknown Repository

Central Bank Institutional Structure and Effective Central Banking: Cross-Country
Empirical Evidence

Source: Unknown Repository

How Laws and Institutions Shape Financial Contracts: The Case of Bank Loans
Source: The Journal of Finance

Determinants of the Loan Loss Allowance: Some Cross-country Comparisons
Source: SSRN Electronic Journal

Institutions and Bank Behavior

Source: SSRN Electronic Journal

Corrupt relational contracting

Source: Unknown Repository

How Taxing is Corruption on International Investors?

Source: Review of Economics and Statistics

Causes of corruption: a survey of cross-country analyses and extended results
Source: Economics of Governance

Crime and Punishment: an Economic Approach

Source: Unknown Repository

ECONOMIC FREEDOM VERSUS POLITICAL FREEDOM: CROSS-COUNTRY INFLUENCES ON
CORRUPTION*

Source: Australian Economic Papers

Linking provided by Schule‘-ﬂia;,p]ﬂr'er

Related research @

People also read Recommended articles Cited by
53


https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.4337%252F9781847203106.00007&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.21799%252Ffrbp.wp.2008.05&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1111%252Fj.1540-6261.2007.01293.x&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.2139%252Fssrn.501783&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.2139%252Fssrn.950265&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1017%252Fcbo9780511492617.010&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1162%252F003465300558533&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1007%252Fs10101-007-0033-4&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1007%252F978-1-349-62853-7_2&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1111%252Fj.1467-8454.2005.00253.x&type=Scholix
https://scholexplorer.openaire.eu/

Information for Open access

Authors Overview

R&D professionals Open journals

Editors Open Select

Librarians Dove Medical Press
Societies F1000Research
Opportunities Help and information
Reprints and e-prints Help and contact
Advertising solutions Newsroom

Accelerated publication All journals

Corporate access solutions Books

Keep up to date

Register to receive personalised research and resources
by email

QSignmeup
O"M
i o ¥¢|

Copyright © 2025 Informa UK Limited Privacy policy Cookies Terms & conditions eTaonr&Francis Group

an informa business

Accessibility

Registered in England & Wales No. 01072954
5 Howick Place | London | SW1P 1WG



https://authorservices.taylorandfrancis.com/
https://taylorandfrancis.com/who-we-serve/industry-government/business/
https://editorresources.taylorandfrancis.com/
https://www.tandfonline.com/page/librarians
https://www.tandfonline.com/societies
https://www.tandfonline.com/openaccess
https://www.tandfonline.com/openaccess/openjournals
https://www.tandfonline.com/openaccess/openselect
https://www.tandfonline.com/openaccess/dove
https://www.tandfonline.com/openaccess/f1000
https://taylorandfrancis.com/who-we-serve/industry-government/marketing/
https://taylorandfrancis.com/partnership/commercial/advertising-solutions/
https://taylorandfrancis.com/partnership/commercial/accelerated-publication/
https://taylorandfrancis.com/who-we-serve/industry-government/business/purchasing-options/
https://help.tandfonline.com/
https://newsroom.taylorandfrancisgroup.com/
https://www.tandfonline.com/journals?&pageSize=3000
https://www.routledge.com/
https://taylorandfrancis.formstack.com/forms/tfoguest_signup
http://facebook.com/TaylorandFrancisGroup
https://twitter.com/tandfonline
http://linkedin.com/company/taylor-&-francis-group
https://www.youtube.com/user/TaylorandFrancis
http://www.weibo.com/tandfchina
https://bsky.app/profile/tandfresearch.bsky.social
https://www.informa.com/
https://informa.com/privacy-policy/
https://privacy.informa.com/trackers/en/
https://www.tandfonline.com/terms-and-conditions
https://www.tandfonline.com/accessibility
http://taylorandfrancis.com/

