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Abstract: Corruption has a major impact on growth in low-income economies,
while ease of doing business has a major impact on growth in developed
countries. The study empirically examines the effect of corruption on ease
of doing business. The study analyses unbalanced panel data of corruption
rank, corruption score, control of corruption, and inflation, together with
other economic and financial institutional factors and ease of doing business
score for the period of 2004-2017. Results indicate that: corruption rank,
inflation, and import have negative and significant effect on ease of doing
business; corruption score, control of corruption, lending rate spread, and
education (skill level) have positive and significant effect on ease of doing
business; gross capital formation and population have insignificant negative
effect on ease of doing business; export and gross domestic product have
insignificant positive effect on ease of doing business. The random effect
model is a consistent and most efficient model, indicating common mean
value for ease of doing business for the dataset. The study recommends
improved corruption scores, control of corruption, and ranks to encourage
ease of doing business through monetary policy and infrastructural facilities.
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1. Introduction

Ease of doing business often has major impact on growth in developed countries,
while corruption often has major impact on growth in low-income economies
(Sunkanmi and Isola, 2014; Mongay and Filipescu, 2012). The National Bureau of
Statistics (2017) reports that nearly one-third of Nigerians paid or were requested to
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pay a bribe when they had contact with public officials between June 2015 and May
2016. Anoruo and Braha, (2005) identify two views on the impact of corruption:
the first one is that corruption is beneficial (aids the process of project approval
efficiently), and the second one is that corruption is detrimental (increases the
cost of business, induces uncertainty) to the economy. Therefore, corruption in
low-income economies has attracted substantial attention among practitioners and
academia as a result of its implication on economies.

Empirical investigation and analysis of corruption and ease of doing business
are done independently, but there exist few studies on the effect of corruption on
ease of doing business. Bribery as an indicator of corruption leads to infrastructural
deficiency (Kenny, 2009); the analysis of corruption effects on investment growth
indicates inconsistent findings across regions (Asiedu and Freeman, 2009). Ali and
Isse (2003) opined that identifying the determinants of corruption will assist in
the formulation of policies to reduce and check the negative effects of corruption.
In the presence of laws and policies that make it extremely difficult for corrupt
practices, in order to carry out international business, citizens resort to the “black
market” to evade the legal system and transact business (Mongay and Filipescu,
2012). Thus, literature requires the assessment of the effects of corruption on ease
of doing business in order not to promote the practice of corruption and not to
make doing business more difficult for corporations.

Ease of doing business rankings attract high foreign direct investments
(Jayasuriya, 2011), but Corcoran and Gillanders (2014) provide evidence that
this effect is determined by the trading across border component of the ease of
doing business. According to the Corruption Perception Index (CPI) report of
Transparency International (TI) in 2016, the West African average corruption
score was 31.7, marginally higher than the average sub-Saharan African average
corruption score of 31. The West African average corruption score includes Cape
Verde, which was the second best-rated African country, but thirteen West African
countries were in the bottom half of the table and six were in the last quarter.
Seven countries declined in the ranking compared to 2015 such as Mauritania and
Ghana going down 30 and 16 places respectively. Corruption has always been at
the heart of debates, campaigns, and elections in West Africa because it is a major
problem in the sub-region. Therefore, since there is an agreement between West
African states to facilitate and ease trading across the borders of member states, it
is appropriate to examine corruption and ease of doing business in the sub-region.

Therefore, the objective of this study is to empirically examine the effect of
corruption on ease of doing business. The existing arguments in the literature
were taken into consideration, while data on corruption and ease of doing business
were obtained from Transparency International and the World Bank Group for the
sixteen (16) West African countries, which are: Benin, Burkina Faso, Cape Verde,
Cote d’Ivoire, Gambia, Ghana, Guinea, Guinea Bissau, Liberia, Mali, Mauritania,
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Niger, Nigeria, Senegal, Sierra-Leone, and Togo. Mauritania is not a member of the
Economic Community of West African States (ECOWAS) as the country withdrew
her membership in 2000, but an Economic Partnership Agreement (EPA) signed
with the European Union (EU) and flagged off in 2004 included Mauritania in
the agreement, which was to establish a free trade area between Europe and West
Africa (ECOWAS + Mauritania) in accordance with Article XXIV of the General
Agreement on Tariffs and Trade (GATT).

Although studies have been conducted on the two main variables of this paper
inclusive of other variables, this study bridged the literature gap by being the first
to examine the impact of corruption in the presence of economic and financial
institutional factors. The ease of doing business by entrepreneurs and corporations
is determined by how friendly and favourable is the business and the economic
environment. The existence of economic uncertainty and unfriendly access to
financial resources in time of need will make doing business difficult and will in
turn negatively affect the inflow of investment.

The rest of this study covers the literature review in section two, developing
and testing the data (methodology) in section three, and the interpretation and
explanation of the result in section four. The implications of the result for theory
and practice provide the background for the conclusion and recommendation in
section five.

2. Literature Review

Evaluation of the ease of doing business is essential for managers because it provides
a yardstick for the measure of risks and set-up costs (Mongay and Filipescu, 2012).
Availability of good institutions is an indicator of economic freedom; geography,
market size, and labour costs are also determinants of the inward flow of foreign
direct investment and its magnitude (Jilio, Pinheiro-Alves, and Tavares, 2013).
The ease of doing business score, index, and ranking are provided by the World
Bank for 264 countries for the year 2017. For instance, 119 economies of the world
carried out 264 business reforms in 2017 in order to encourage investment, reduce
unemployment, and increase competition. This amounts to 3,188 business reforms
between 2003 and 2018 for ease of doing business for domestic small and medium
enterprises around the world (World Bank, 2018).

The reform distribution shows that developing countries introduced 206 reforms
(78% of the total reforms), sub-Saharan Africa achieved a second consecutive
annual record with 38 reforms (14%), and South Asia introduced a record of 20
reforms (8%). Improving access to credit and registration of business were the
major focus of these reforms (38 reforms each), while 33 of the reforms focused
on facilitating cross-border trade. Based on reforms undertaken, Nigeria was — for
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the first time in 2018 — among the first 10 reformers including El Salvador, India,
Malawi, Thailand, Brunei Darussalam (for a second consecutive year), Kosovo,
Uzbekistan, Zambia, and Djibouti. 186 countries out of the 190 monitored by the
World Bank introduced business reforms in the period of 2003-2018, with 626
reforms targeted at easing requirements for starting a business.

There is a direct connection between corruption and the rent-seeking attitude
of individuals in positions of administrative leadership or authority (Shleifer and
Vishny, 1993; Jain, 2001; Hillman, 2013). When higher rents are connected with abuse
of position of administrative leadership or authority, the total illegal disbursements
and penalties associated with such abuse of power lead to corruption (Mongay and
Filipescu, 2012). Mongay and Filipescu (2012) posited that the roles of the government
as well as historical and geographical factors are the main elements that are important
in the study of corruption. Corruption negatively affects cross-border investment
and consequently reduces the volume of foreign direct investment in such regions
(Smarzynska and Wei, 2002; Jilio, Pinheiro-Alves, and Tavares, 2013).

The size and scope of the government institutions and organizations to promote
bribe incites and positively affects corruption (Calderon, Alvarez-Arce, and
Mayoral, 2009; Doucouliagos and Ulubasoglu, 2008), while geographical factors can
mitigate against corruption (Goel and Nelson, 2010). The absence or low level of
corruption in developed countries encourages innovation, and the citizens becomes
successful entrepreneurs, while developing countries experience growth through
small business entrepreneurs as a result of the high level of corruption which
discourages the establishment of big corporations (Mitchell and Campbell, 2009).

Theoretically, the rent-seeking theory was one of the various economic instruments
that model corruption. Rent seeking as a theory was developed by Tullock (1967),
who explained the effects of rent seeking and lobbying on public policy. Rent
refers to the divisions of income such as profit and wage. Similar studies, such
as Smith (1981), Buchanan (1980), Krueger (1974), or Posner (1975), do not
provide a comprehensive analytical framework for explaining the social costs
of lobbying. Rent seeking has shown that lobbying activities using transfers of
resources encourage the diversion of such resources away from win-win activities
and towards zero profits or even losses, which lead to social costs. The existence
of positive opportunity costs of the transfer elsewhere in the economy gives rise
to the social costs with respect to engaging in win-win activities. The rent seeking
theory does not denounce traditional profit seeking or entrepreneurship in the
competitive model. Profit seeking is productive as it creates values, such as new
products, allocation of resources for optimal uses, etc., while rent seeking is non-
productive as it extinguishes through wastage of valuable resources.

The low costs of rent seeking in relation to the gains is the clear paradox of
Tullock (1967): rent seekers in need of favours do bribe administrators at a cost
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lower than the value of the favour. Critics of the concept point out that, in practice,
there may be difficulties distinguishing between beneficial profit seeking and
detrimental rent seeking. This is because the rent seeking theory is basically
indifference towards corruption as a form of rent seeking (Lambsdorff, 2002).

There is a vast number of empirical studies on the effects of corruption on
economic indicators such as economic growth, foreign direct investment, capital
market, and ease of doing business (Anoruo and Braha, 2015; Omodero, 2019;
Karama, 2014; Bonga and Mahuni, 2018; Mongay and Filipescu, 2012; Nageri,
Nageri, and Amin, 2015; Bounoua and Matallah, 2014). Findings of the studies are
inconclusive, and the debate on the impact of corruption still rages on. This study
is a contribution to the debate in the literature from the West African perspective.
Corruption constitutes an impediment for investment by companies from less
corrupt countries in a corrupt country, while corruption is not an impediment
to investment for multinational companies from corrupt countries in similarly
corrupt countries (Wei, 2000; Wu, 2006).

The study of Nageri, Nageri, and Amin (2015) used vector error correction
mechanism to examine the joint impact of corruption and capital market on
economic growth; findings suggest that there is short-run gain of corruption but
a long-term pain. Omodero (2019) used multiple OLS regression to investigate
the effect of corruption on foreign direct investment, and findings suggest the
need to establish a strong institutional and legal system to fight the prevailing
negative impact of corruption. Quazi, Vemuri, and Soliman (2014) studied the
impact of corruption on FDI in 53 African countries from 1995 to 2012 using the
generalized method of moments and concluded that corruption hastened foreign
direct investment inflows in Africa.

Klapper, Laeven, and Rajan (2006) and Bruhn (2011) find that reduced entry
cost led to increase in registered local businesses in Mexico and a number of
new firms, while higher entry cost led to reduction in total factor productivity
(Barseghyan 2008). Corcoran and Gillanders (2014) found that openness, the size
of the domestic market, trade costs, and gross domestic product are significant
determinants of FDI, while trading across borders as a component of ease of doing
business is the most naturally attractive component.

Bonga and Mahuni (2018) assessed the impact of ease of doing business and
corruption on the economic growth for Africa Free Trade Zones using panel data
analysis and found that corruption and ease of doing business had significant
impact on the bloc’s growth, with prevailing individual differences of the
countries. Gasanova, Medvedev, and Komotskiy (2017) investigated the impact
of corruption on FDI inflows, and their findings suggest that the high level of
corruption in the countries and unfavourable economic environment negatively
affect FDI inflows.
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3. Methodology

Multiple regression technique was used for this study, using the sample period of
2004-2017. The data was acquired from the World Bank indicator and Transparency
International for West African countries. The period was influenced by the fact
that the data for ease of doing business were recorded from the year 2004 onwards,
while the other explanatory variable data are available up to 2017 as at the time of
conducting this research. The panel data analysis of the fixed and random effect
model was used to estimate the parameters, and the most efficient model was
selected after the unit root test was conducted on the data to avoid bogus result.

3.1 Model Specification

The model used for this research, in its functional form, is expressed as:
EDB=F(CR, COC, INF, LRS, EDU, GCFE, IMP, EXP, GDP, POP) (3.1
EDB=F(CS, COC, INF, LRS, EDU, GCF, IMP, EXP, GDP, POP), (3.2)

where EDB is Ease of doing business score, CR is Corruption rank, CS is Corruption
score, COC is Control of corruption, INF is Inflation rate, LRS is Lending rate spread,
EDU is Education (skill level), GCF is Gross capital formation, IMP is Import, EXP
is Export, GDP is Gross domestic product, and POP is Population.

The econometric form is written as:

EDB;; = B, + B,CR;; + B3COC; + B4INF; + BsLRS;, + BEDU;; + B,GCFy; + 3.3)
BsIMP;. + BoEXP;; + B1oGDP;; + B11POP; + &1

EDB;; = B + B,CS;¢ + B3COC;; + B3INFy;. + BLLRS;; + BeEDU; + B;GCFy + 3.4)
BsIMP;. + BoEXP;; + B1oGDP;; + 1, POP; + &1,
i=1,23... 16 countries, = 2004-2017,

where 1 is the i* country and t is the period for the variables defined above.

The employed quantitative tools of data analysis are the panel data unit root
test, fixed and random model, and the Hausman test to determine the most efficient
estimate between the fixed and random effect models. Table 1 consists of the
variables used in the study, the description of the variables, and the source of the
data used as proxy for the variables.
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Table 1. Description of variables

Variables Description Source

EDB Ease of Doing Business Score: the regulatory WB: Doing
performance score of the indicators of ease of doing  Business
business in a country.

The score ranges from 0 (worst regulatory
performance) to 100 (best regulatory performance).

CR Corruption Rank: the least relative corruption TI: Corruption
position of a particular country among other Perception Index
countries evaluated during the period by the
corruption perception index. The higher the rank,
the higher the perceived corruption in the country.

CS Corruption Score: the corruption perception index TI: Corruption
score of a particular country ranges from 0 (very Perception Index
corrupt) to 100 (very clean).

CcocC Control of Corruption: the estimate of a country’s WB: Worldwide
score of the aggregate indicator of private gain and Governance
interest acquired through public power and élites Indicators
in forms of petty and grand corruption. It ranges
from approximately -2.5 (bad practice of corruption
control) to 2.5 (best practice of corruption control).

INF Inflation: annual percentage change in the cost WB: World
of the basket of goods and services to an average Development
consumer at specified interval, consumer prices Indicators
(annual %).

LRS Lending Rate Spread: it is the interest rate charged =~ WB: World
by banks on loans to private sector customers, Development
deducting interest rate paid by commercial or Indicators
similar banks for demand, time, or savings deposits
(lending rate minus deposit rate, %).

EDU Education: the expected years of schooling as a UNDP: Human
measure of skill level. Development

Report

GCF Gross Capital Formation: the additional WB: World
disbursements to the fixed assets of the economy Development
plus net changes in the level of inventories as a Indicators

percentage of Gross Domestic Product (GDP).
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Variables Description Source

IMP Imports of Goods and Services: the worth of goods WB: World
and services received by a country from the rest of =~ Development
the world (minus employees’ compensation and Indicators

investment income) as a percentage of GDP.

EXP Exports of Goods and Services: the worth of all WB: World
goods and services provided by a country to the Development
rest of the world (minus investment income and Indicators

employees’ compensation) as percentage of GDP.

GDP Gross Domestic Product Growth: the yearly WB: World
percentage growth of GDP at market prices based Development
on constant local currency. Indicators

POP Population Density: the half-year population WB: World
divided by land area in square kilometres of a Development
country (people per square metre kilometre of land  Indicators
area).

Notes: WB: World Bank, TI: Transparency International,
UNDP: United Nations Development Programme

4. Analysis and Presentation of Results

This section provides the results and the interpretation of the results conducted
on the data. Results were presented in tabular forms and were followed by
interpretation.

Table 2 reveals positive mean for all the variables except control of corruption
and that the standard deviation of EDB, CS, COC, EXP, LRS, INF, EDU, GCF, and
GDP are low while that of CR, IMP, and POP are high. The Jarque-Bera statistics,
which combines skewness and kurtosis as asymptotic normality of the variables,
indicates a p-value of less than 5% except for EDU.

Table 3 shows the unit root test results for the variables used in the study.
Results specify that all the variables except CS, LRS, EDU, and GDP have unit root
at levels and, therefore, non-stationary with all the methods of unit root tests. The
first difference {I(1)} of all the variables indicates the absence of unit root with
the p-value of the unit root methods (Levin, Lin, Chu, Im, Pesaran, and Chin,
augmented Dickey—Fuller, and Philips Perron) less than 5%. This indicates that
the data at first order (first difference) are suitable for regression analysis.



27

<

=

Q

Q

5]

g

Q 6102 ‘uoniendwiod SIOYINE :92IN0S

&

w 8161000 7S086°¢CT ¢181%9°¢C 6641950 89676°1G 16125S6°C 8485°60¢ €1€G64°L9 9€¢0L°LL dOd
IS

..MU 0000000 €I¥1'688 696G9°CT £02669°0- 9€CL18’'E 242486502 LLS1£4°0C L6S818'Y% 0642629 dad
Uw 0000000 ¢968°€01 62809¢'G £8€9¢C'1 69818°'T1T 0T181C'6 AN 474 60%7¥G"S¢C 9€C¥4'8¢ dXH
wm 0000000 144°848¢C €6671°61 0G€0SY'€E S06€¥°0€ €2064°0T 016€'9€C €€C89°6¢€ €8446°97% dINI
Q

m 000000°0 €00T'6€ET 6176EL°G 1686071 6264601 €CLEQL'Y GELLLEL LVE66°1C LLT18°€EC 4090
nw 9€9%8¢°0 680€1S°'¢C 12EY90°E 0S¥LGC 0 GG¥010°'¢C 00000%°€ 00008°¢t 000006°8 €6E8E6°8 nax
mO €10000°0 1544 6S0%2G°T 62€6L7°0 8¥6166°9 £99109°€¢- €EEBE'LT 0000S€°T- 0r¢cLe’€ SUT
m 0000000 €69G°'81¢C 1021549 9667C9S'1 6960¢8°¢S 184660°€- VA 4 8181617 ¢l6416°G ANI
S

S 0000000 6€6G°C0T 94€080°G ¥6220¢'1T 18180S°0 GC879G'1- 941066°0 6C1669°0- Z12CE€9°0- 00D
O

m 0000000 018¥0°'1¢ 126252’y V6E6ETO'T  L6C66L°8 0000091 00000°09 00000°6¢2 ¢6104°0€ SO
.m ¢16210°0 969680°8 ¢v60€C'C 76€£¢26C°0- 7CE€G8'CE 00000°8€ 0000°€L1 000S°'STT 6ZL1°TTL AO
M GEEECO00 F09G1GL 76899¢€°¢ €8%%94°0 298648°S 000€s°€E 000%1°59 0068297 8€64G°97 ddd
Q

S IeA
S

E qoxg eIag ‘[ SISOMMY  SSAUMANS  ‘A9( 'PIS  WNWIUIN WNWIXE[N  WNIP3IN LR AN 1el1S
Q

Q

dOd Puv dao dxd dWI A409 ‘1A ‘SHT AT “D0D ‘SO ‘YD ‘ddi fo sonsupis aandLosa(] g a[qeL




Kamaldeen Ibraheem NAGERI — Umar GUNU

28

0000°0 SHH'20T dd 0000°0 £50°00T dd
00000 9Z1'801 Aav 1000°0 6G29°'TZ Aav
0000°0 LEGEE L- ulyS pue ueresad ‘wj 0100°0 0910T°¢- UlyS pue ueressq ‘wj
0000°0 6608%'6- ny) pue urg ‘uraa] (na’a 0000°0 8G66G69'9- ny) pue ul] ‘urAag naix
0000°0 800°Z0T dd 00000 800°20T dd
0000°0 019°22T Aav 0000°0 019°22T Aav
00000 0%%90°6- ulyS pue ueresad ‘wj 0000°0 0%%90°6- urysS pue ueresaq ‘wj
0000°0 16E%°01- Ny pue ulg ‘urAe] (s¥na 00000 I6E7'01- ny) pue ury ‘urasg ST
00000 6%£'28¢ dd 0000°0 £278°G6 dd
0000°0 AR A Aav 00000 181€°82 Aav
00000 9EYL'€l-  UIYS pue UBIESdd ‘W] $000°0 0%9.2°¢- UIS pUE UBIESD ‘W]
00000 06%6°€1- Ny pue urg ‘urAe] (ANDa 2590°0 8871S'1- ny) pue Ul ‘Urasg ANI
0000°0 996471 dd 0000°0 LEBT'EL dd
00000 199421 Aav 1200°0 942.'6S Aav
0000°0 L66%6°8- UlyS pue uelessd wWj 0%00°0 148%9°2- UlyS pue uereseq ‘wj
0000°0 €E6¢'CT- nyy) pue urg ‘urasg (DoD)a 00000 022CT'¥- ny) pue Ul ‘urAd] 20D
0000°0 8GL T¥HT dd 02420 78.€'9¢ dd
0000°0 219221 Aav 0609°0 2002'62 Aav
00000 LT9ET 8- urgS pue ueiesad ‘wj £999°0 0862%°0 urysS pue ueresaq ‘wj
0000°0 GEV/LTT- Ny pue ulg ‘urae’] (so)a $450°0 £694G°T- ny) pue urg ‘urAe] 0]
0000°0 166121 dd €610°0 ¥Z¥9'0S dd
0000°0 0T¥%'12T Aav 0810°0 9/G6°0S Aav
0000°0 98166 - UurysS pue ueresaq ‘wj 0920°0 zSTV6'1- uryS pue ueressq ‘wj
0000°0 996611~ ny) pue Ul ‘Urasg (¥D)a 6Z00°'0 L9218'C- ny) pue ur ‘uras] AD
0000°0 6589°18 dd ZSTT'0 1€64° 1% dd
0000°0 L820°€L Aav 1212°0 ¥%80°'8¢ Aav
0000°0 16€66°€- ulyS pue ueresad ‘wj 8€69°0 2SS6E°0 UuIyS pue ueressqd ‘wjy
0000°0 $2S6°C1- Ny pue ulg ‘urae’] (aada £€00°0 L¥089°C- ny) pue ury ‘urasg qaaq
‘qoid jel1s SPOYRIN  I[qeLIBA ‘qoxd jel1s SPOYIOIN  I[qeliep

{(DI B (0)I} da5 429 ‘NAA ‘SHT ANI dOd dXA dNI ‘SO ‘HD ‘ddd Jo 1nsai 3sa8} 1001 jrun [aund *g 3[qe],



29

Corruption and Ease of Doing Business: Evidence from ECOWAS

6102 ‘uonie)nduod SIOYINE :92IN0S

0000°0 192701 dd 0000°'T 50920°¢ dd
0000°0 L¥S9°%8 Aav 0000°'T 66G2E°¢E Aav
0000°0 $968¢ - UlyS pue ueresad ‘wjy 0000'T 9¢€9'97 UuIyS pue ueressqd ‘wjy
0000°0 5218S%- nyy pue ur ‘uaeT  (dod)d  0000°T YeET'ET nyD pue Ul ‘uiAe] dod
0000°0 S$2°0S¢ dd 00000 0v8e'c8 dd
0000°0 L8E'6LT Aav 0000°0 964701 Aav
0000°0 LBLTET- UulyS pue ueresad ‘wjp 0000°'0 $£C0.'9- uryS pue ueresaq ‘wj
0000°0 ¥8¥0°'61- nyd pue ury ‘uraeg (dao)a 0000°0 ¢8€T’T1- ny) pue ury ‘urae] ddaon
0000°0 Z60°%ST dd TLTE°0 1600°GE dd
00000 666°92T Aav 2€00°0 L1185 Aav
0000°0 £€18/°8- ulyS pue ueresad ‘wj 9100°'0 7%2S6°2- UIyS pue ueressd ‘wj
0000°0 8GI8'T1- nyy) pue urg ‘urasg (axa)a 00000 68T£G G- ny) pue ury ‘uraa] dxd
0000°0 $29°49T dd ¥681°0 £/18'8€ dd
0000°0 S00°'T¥HT Aav 0£40°0 692 %% Aav
00000 G8668°'6- ulyS pue ueresad ‘wj 05800 61ZLE'T- UIyS pue ueresad ‘wj
0000°0 L¥60'F1- Ny pue ulg ‘urAe] (dADa 1000°0 68¥59°¢- Ny pue ury ‘urAe dINI
00000 €$GLGT dd 6SZT°0 Y87 1% dd
0000°0 9p¥ et Aav G8S0°0 8Z1¥'G¥ Aav
0000°0 ¥21¢6°8- UulyS pue ueIesad ‘wjp ¥481°0 9%.88°0- UuryS pue ueressqd ‘wjy
00000 2S9Z°€l- Ny pue urg ‘urAe] (1D9)a 0000°0 6£040°%- YD pue Ul ‘UIAd] A0
‘qoxd IS SPOYIBA  d[qeLIeA ‘qoxd ®IS SPOYIB]A  d[qeLIBA




30 Kamaldeen Ibraheem NAGERI — Umar GUNU

Table 4. Panel fixed effect and random effect models result for corruption rank

Panel Fixed Effect Model Panel Random Effect Model

Dependent Variable: D(EDB) Dependent Variable: D(EDB)
Variable Coefficient Prob. Variable Coefficient Prob.
C 1.074945 0.8950 C 36.35647 0.0000
D(CR) 0.003455 0.8914 D(CR) -0.043875 0.0279
D(COC) 2.159644 0.2021 D(COC) 4.005950 0.0019
D(INF) -0.167781 0.0865 D(INF) -0.226735 0.0159
D(LRS) 0.917610 0.0003 D(LRS) 0.619732 0.0000
D(EDU) 3.300663 0.0000 D(EDU) 2.268305 0.0000
D(GCF) -0.077801 0.1764 D(GCF) -0.066465 0.1650
D(IMP) -0.024431 0.6284 D(IMP) -0.088026 0.0175
D(EXP) 0.068965 0.1897 D(EXP) 0.027979 0.5073
D(GDP) 0.083660 0.1238 D(GDP) 0.058286 0.2455
D(POP) 0.169032 0.0017 D(POP) -0.011724 0.5393

Source: authors computation, 2019

The fixed effect model results in Table 4 indicate that LRS, EDU, and POP have
positive and significant impact on EDB at 5%, while INF is negatively significant
at 10% level. CR, COC, EXP, and GDP are positive and insignificant, while GCF
and IMP have negative and insignificant effect on EDB. The random effect model
indicates that CR, INF, and IMP have significant negative impact on EDB, while
COC, LRS, and EDU have significant positive impact on EDB. GCF and POP are
negative and insignificant to EDB, but EXP and GDP are positive and insignificant
to EDB.

Table 5. Hausman test results for corruption rank

Dependent Variable: D(EDB)

Independent Variables: D(CR), D(INF), D(LSR), D(EDU), D(GCF), DIMP), D(EXP),
D(GDP), D(POP)

Test Summary Chi-Sq. Stat. Prob.

Cross-section random 8.629869 0.5676

Source: authors’ computation, 2019

Table 5 shows the Hausman test results aiming to reveal the more efficient
and consistent estimator between the fixed effect model and the random effect
model for the corruption rank models. Results indicate that the null hypothesis
(the random effect model is appropriate) cannot be rejected, as shown by the fact
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that the p-Value of 0.5676 is more than 5%. This means that the random effect
estimator is the consistent and most efficient model. This indicates that there is a
common mean value for the intercept (EDB); in other words, there is a common
mean value for EDB in West African countries.

Table 6. Panel fixed effect and random effect model results for corruption score

Panel Fixed Effect Model Panel Random Effect Model

Dependent Variable: D(EDB) Dependent Variable: D(EDB)

Variable Coefficient Prob. Variable Coefficient Prob.
C 5.128068 0.3933 C 27.69343 0.0000
D(CS) 0.131619 0.0952 D(CS) 0.309652 0.0000
D(COC) 2.259777 0.1749 D(COC) 3.113554 0.0121
D(INF) -0.145665 0.1251 D(INF) -0.200097 0.0286
D(LRS) 0.837552 0.0006 D(LRS) 0.592789 0.0000
D(EDU) 2.869481 0.0000 D(EDU) 1.733873 0.0001
D(GCF) -0.091323 0.1067 D(GCF) -0.075437 0.1094
D(IMP) -0.023064 0.6420 D(IMP) -0.090906 0.0126
D(EXP) 0.026293 0.6274 D(EXP) -0.017041 0.6889
D(GDP) 0.085281 0.1107 D(GDP) 0.067564 0.1717
D(POP) 0.140176 0.0104 D(POP) -0.013099 0.4832

Source: authors’ computation, 2019

Table 6 depicts the fixed and the random effect model results for corruption
score, indicating that LRS and EDU are positive and statistically significant to EDB
and GCF is negative and significant at 10% to EDB. In the fixed effect model, CS is
positive and significant at 10%, POP is positive and significant at 5%, while COC
is positive and insignificant to EDB. INF and IMP are negative and insignificant to
EDB. INF and IMP are negatively insignificant to EDB. In the random effect model,
CS and COC are positively significant to EDB, while INF and IMP are negatively
significant to EDB. EXP and POP are negatively insignificant but GDP is positively
insignificant to EDB.

This shows that increase in corruption score and control of corruption relative
to other countries leads to increase in ease of doing business, meaning that
the higher the corruption score and control of corruption (indicating reduced
corruption practices), the better ease of doing business in West African countries.
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Table 7. Hausman test result for corruption score

Dependent Variable: D(EDB)

Independent Variables: D(CS), D(INF), D(LSR), D(EDU), D(GCF), D(IMP), D(EXP),
D(GDP), D(POP)

Test Summary Chi-Sq. Stat. Prob.

Cross-section random 7.433049 0.6840

Source: authors’ computation, 2019

Table 7 shows the Hausman test results aiming to reveal the more efficient
and consistent estimator between the fixed effect model and the random effect
model for the corruption score models. Results indicate that the null hypothesis
(the random effect model is appropriate) cannot be rejected. This means that the
random effect estimator is the consistent and more efficient model. This indicates
that there is a common mean value for the intercept (EDB); in other words, there
is a common mean value for EDB in West African countries.

In summary, corruption rank has significant negative effect on ease of doing
business, while corruption score and control of corruption have a significantly
positive effect on ease of doing business. This simply means that the more countries
are perceived to be corrupt among other countries, the less easy is to start businesses
in such countries, while the higher the perception score and control of corruption a
country has, the easier doing business in such countries. This finding is in tandem
with the findings of Mongay and Filipescu (2012), Nageri, Nageri, and Amin (2015),
Bounoua and Matallah (2014), and Omodero (2019) but in disagreement with the
findings of Gutierrez (2015), Quazi et al. (2014), and Bayar and Alakbarov (2016).

5. Summary, Conclusions, and Recommendations

This article analyses the effects of corruption as well as the economic and financial
institutional factors on ease of doing business. It investigates the impact of
corruption in the presence of gross domestic product, inflation, lending rate spread,
education (skill level), gross capital formation, import, export, and population in
terms of promoting ease of doing business. West Africa was used as an illustration;
the methodology can be applied to any specific country to achieve country-specific
results. The dataset comprises the sixteen (16) West African countries, covering
the period of 2004—-2017 due to data availability.

Unbalanced panel data analysis was employed as a result of non-availability
of some data in the datasets. Panel data unit root test was conducted, and the first
difference of the dataset was found to have no unit root and thus was used for
the analysis. The fixed effect and random effect models were estimated, and the
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most efficient model was found to be the random effect model using the Hausman
test. Results indicate that the dataset has a common mean, and thus results are is
applicable to the countries in the dataset.

Results indicate that corruption rank, inflation, and import have negative
and significant effect on ease of doing business, while population, gross capital
formation, and export have negative but insignificant effect on ease of doing
business. Secondly, corruption score, control of corruption, lending rate spread,
and education (skill level) all have positive and significant effect on ease of doing
business, while export and gross domestic product have negative and insignificant
effect on ease of doing business.

The study concludes that perceived bad corruption rank negatively affects
ease of doing business, but corruption score and control of corruption positively
affect ease of doing business in the presence of inflation, education (skill level),
gross domestic product, lending rate spread, export, import, population, and gross
capital formation. Lending rate spread and education (skill level) positively and
significantly affect ease of doing business, while inflation and import negatively
and significantly affect ease of doing business. Export and gross domestic product
are positive but insignificant, while population and gross capital formation are
negative and insignificant; however, this does not imply that no action needs
to be taken but urges the formulation of policies to discourage corruption, high
inflation, and importation and encourages increase in local production through
gross domestic product, control of population, and gross capital formation in order
to positively stimulate exportation and start-up businesses.

The study recommends that countries need to improve their corruption scores
to reduce their ranking in the list of countries through control of corruption in
order to encourage ease of doing business. Policy in ECOWAS countries must be
effective to reduce importation and inflation, while gross domestic product should
be encouraged through improved infrastructural facilities, such as investment in
power supply or improved road networks, in order to encourage the establishment of
new businesses. Despite the insignificantly positive and negative impact of export,
gross capital formation, and population, they should not be left unaddressed.
Hence, gross capital formation should be encouraged to ease doing business and
production of excess to encourage exportation, while population growth should
be controlled.

The study demonstrates the joint impact of corruption score, corruption rank,
and control of corruption with economic and financial institutional factors as
a means to promote ease of doing business, and it uses a methodology that, for a
given country, recommends several possible economic and financial institutional
reforms regarding their impact on ease of doing business.
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