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“There is no distinctly American Criminal class,
except Congress.

Mark Twain
Introduction

There are plenty of approaches to the unequal economic growth problem among

countries and no doubt it is stil] an Important issue even for developed countries. All
countries, whether developed, developing, or least developed, are in various stages of
economic growth and executing reforms in the direction of economic growth. Conceptually,

forms of economic development. The concept of
although strategies and activities differ, whether in the
hole. The most essential question that economists are
ties still are not growing and some are, and what the
ies” growing much faster than the others,

The most fundamental theory of economic growth is known as the Neo-classical
model, which is was an extension of the Harrod-

Domar model. Unlike Harrod-Domar model
it includes new term, productivity. The most crucial breakthrough in this field was probably
done by neo-classic economist, Robert Solow in 1965. However, the Solow model bases on
several weak assumptions such as diminishing margina] productivity closed cconomy,
constant savings fraction and only physical capital is included in the model. Many
economists made huge contribution for the improvement of the model. One of the
outstanding examples of this is the model exceuted by Gregory Mankiw, David Romer and
David Weil, which contains physical as well as human capital. Model shows an exiraordinary
description of cross-country data. Despite the fact that the model ig constructed from the

cquatiuns,' the model is non-linear, T hercfore, the model
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private sector or government as a w
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growth. Therefore, the main purpose of this research is to discuss the scale of corruption, its
effect on growth, and some possible solutions.

Theoretical background
Although, there are abundant rescarch focusing on many aspects of productivity, most

of them refuse to recognize corruption and the cultural values of the nation as the main
factors of productivity, and therefore, of economic development. Obviously, the basic Solow
model, published first in 1956 “A Contribution to the Theory of Economic Growth,” employs
controversial assumptions and serves only as fundamental model of economic growth.
Another, one of most well-known rescarches such as Gregory Mankiw, David Romer, and
David Weil suggest, in their research published in 1992 and titled “A Contribution to the
Empirics of Economic Growth,” that human capital is the key factor which generates new
goods and ideas to provide technological progress. Even though, these studies recognize the
essential influence of the human factor on productivity, they disregard corruption and culture
or at least assume that there are many tiny factors influencing productivity.

On the other hand, several cconomists acknowledged the importance of corruption to
growth. Evidently, one of them admits that “once corruption consequences for ggowth are
recognized, there are unresolved question and some apparent solution to growth.”” Another
interesting approach of economic development is mentioned by Douglass C. North,. who
clearly states that “We know what makes for rich countries. We know the characterstics of
productivity. We even know the kinds of institutions that must be put in place. The rult'a of
law, property rights that provide incentives for people to be productive, and in human capital:
all of these necessary.”” Nevertheless, North completely neglects cultural values of the

country as the crucial factor of productivity.

Some other outstanding research was carried out by Robert E. Hall and Charles Jones,
who examine culture and language factors™ impact on economi_c growth. Most likely, they
have made breakthrough in finding the main factors of cconomic development and serve as
direction point for my research. Hall and Jones state.tha_t “capital accumulahqnl, produu‘:tmty,
and therefore output per worker are driven by institutions, governme'nt Pohcms, whlc}} we
call social infrastructure.”™ Afterwards, they go on to express that social mfrastructun.: is an
endogenous variable that could be specified by historical locatlop and language determinants.
Consequently, the authors conclude that language, country _locatlon, the cultural values of the
country, actually are important determinants of the economic development. '

Despite the fact that it is relevant work for my_study; I'argu_c? that they were Wronhg in
specifying social infrastructure and government policy quaht_y with d«etenlmnami;1 such as
language and location differences of countries. Hence, ] V\:’l” try to so ved en ogene;g
problem by entering religion as the main determman‘t of sc_)caal mfrahstr];mmé]e_ an gz‘;zn}mwin
policy in contrast with that of Hall and Jones used in their research. For this purpos,

use fractionalization data of language, religion and ethnicity variables.
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Although there are many models that consider corn‘xption, government pohc\y a;lt:f:fl:
quality of institutions as important entries of output per capita, a 'small number of thv.:n1 S
government policy as a function of cultural variables. In addlthn, most research‘mc u s
cultural variables, cannot determine the exact impact of these vanab_las on economic growt 1
Nevertheless, I support what Hall and Jones suggest in their research. Ehat SOCI?c
infrastructure is the main determinant of output per worker, and, therefore, of econorrlt:e
growth. With this statement, they presume the following structural model may
hypothesized;®

logY/L=g+ S+ g,
and
S:}f&-é’log}’/L+X8+ry,

where S represent social infrastructure and Xis
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. I attained resuits by simple regression model, however besides regression analysis I
tried to exploit cluster analysis, factor and discriminant analysis, method of principal
components, which are powerful in explaining different aspects of relationship of variables in
question. One of the important issues in implementing ethnolinguistic fractionalization index
data is its change over time and possible causality problem. Therefore, the results gained
from the structural mode! could be biased and, consequently, be wrong. For example, based
the history of some countries, economists have determined that output per capita could have
an impact on these variables, which in turn implies that endogencity problem exists.
Nevertheless, I am going to ignore the problem based on research of some economists.® The
results will be compared to that of what Hall and Jones had in their paper. 1f results are
sufficient and complete, [ will use them to analyze these fractionalization index effects on
output per capita through government policy and corruption.

The objective of conducting the research is to obtain instrumental variables for social
infrastructure, government policy and corruption. The most efficient structural model
constructed by economists seems 10 be unreliable and incompetent because of failure of
choosing right instrumental variables. Obviously, language and location fractionalization
indexes could be ‘essential instrumental variables as most economists admit, although the
models employing variables In question do not construct solution to poverty problem.
Therefore, 1 suggest that instead of employing merely language and location variables,
cthnolinguistic index variables such as religion, cthnicity and language fractionalization
index must be excrcised as instrumental variables. Meanwhile, it would be crucially
important to solve the identity problem in analytical form. In this case, it would be possible
to investigate the solution by the methods of differential rcal analysis, to find intervals of

marginal diminishing production function.

Conclusion
Summing up, this paper seek
instrumental variables, taking into acc

s to achieve several goals. I employed a new
ount not only language but also other clean up
variables such as ethnolinguistic variables. Empirical analysis suggests that success in
increasing income per capita is driven by ethnolinguistic, religious affiliation and social
infrastructure variables (corruption). The other goal was to show that new instrumental
variables direct us to considerably different results. Third, I come to conclusion that
corruption and government policy effects on output per capita, consequently on economic

development of different countries.
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Pe3ome
lonsoa nroryu, a1oit cTpaHHLE! HYXHO OTMETHTEL HEKOTOPLIC TOCTHKCHHS, 5 1IPMMHEHH

HOBYIO ITOJIE3HEIC NapaMeTPLl YIHTEIBAA HE TOMBKO S3bIK HO 1 TOMY e JAPYTHE YEeTKHE
IIapaMETPEI KaK 3THOJIMHI'BUCTHYECKHE nmapame

TPBL. OMIHPHUCCKHIT aHANH3 COBETYET YTO
YCIIEX PacTyILEro MOXOa 11a YLy HACCIeHMs.

C)zet

Deneysel analize gére kisi bagina diisen milli hasila etnolinguistik, din ve sosyal yapl

degiskenleri ile yakindan iligkilidir.
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