Escaping the State: Rent-Seeking and the Regulation of Exchange
Evan Osborne

Wright State University

Dept. of Economics

3640 Col. Glenn Hwy.

Dayton, OH 45435

(937) 775 4599 (Phone)

(937) 775 2441 (Fax)

evan.osborne@wright.edu

“The fact is that a man who wants to act virtuously in every way necessarily comes to grief among so many who are not virtuous.”
- Machiavelli (1983, p. 91)


In Haiti, it is said (De Soto, 2000), to establish legal title to a plot of land takes nineteen years and well over 100 bureaucratic procedures.  It is undoubtedly true that every single step was motivated by some broader conception of the public good, even as the collective bureaucratic quicksand has become a calamity for economic growth in that desperately poor country.  This apparent bureaucratic tragedy of the commons is increasingly argued to be an important deterrent to economic growth in the world’s poorest countries.

Legal procedures that enable a trader to draw on the legal protection of the state in carrying out exchange – procedures allowing him to register property, to engage in contracts, to establish new entrepreneurial ventures with legal standing – are almost by definition indispensable to economic efficiency.  There is no protection of the state without the state knowing what and whom it is protecting.  But the idea of appropriative activity as pioneered in such work as Hirshleifer (1995), Bhagwati (1982), Krueger (1974) and Tullock (1967) suggests that such bureaucratic procedures may be motivated by self-interest and can be a deterrent to rather than a promoter of wealth creation. Theoretical and empirical work on rent-seeking is now vast, and the model has influenced political science, sociology, urban affairs and other fields.  However, the empirical analysis has often proceeded in a multi-stage process, first assuming that special benefits derive from the enactment of regulatory procedures, and then calculating what those benefits are worth (Sobel and Garrett, 2002; Ampofo-Tuffour and DeLorme Jr., 1991; Kamath, 1992; Krueger, 1974).  

But it is not true that government intervention must be the result of rent-seeking, and the results of establishing legal procedures need not be impoverishment.  To be sure, a tradition within the rent-seeking literature depicts all manner of state actions, even mass killing (Scully, 1997), as the response to rent-seeking behavior.  But one of the more bitter controversies in economics is between those in public choice who believe that state intervention often does more harm than good, and those in the public-finance tradition and elsewhere who believe that markets are prone to fail and that the state’s use of its tax, regulatory and spending powers can improve social welfare.  (For a contrast between these two views see Buchanan and Musgrave, 1999.)  The insights of rent-seeking theory, for whose adherents “intervention” is in fact special privileges auctioned off by their owners – civil servants and politicians – like any other scarce resource, are a substantial bulwark for the first view.  

But a key part of the rent-seeking model has been largely untested until now.  The toxic effect of corruption on growth is demonstrated in a significant empirical literature (Li, Xu and Zou, 2000; Knack and Keefer, 1995; Mauro, 1995), and one type of government intervention, spending, has been shown to affect corruption (an output of rent-seeking) in an analysis of American states (Goel and Nelson, 1998).  But another critical avenue for rent distribution is government regulations, including legal steps that often must be followed to engage in voluntary exchange.  The goal of this paper is to explore an important empirical gap in the literature by testing whether regulations meant to enable exchange in fact facilitate it or are imposed as a result of rent-seeking activity.    New data on the scope of government-permit requirements means that this relationship can now be explored, so that this critical stage of the rent-seeking model can be correspondingly tested.  If interventions do in fact lead to corruption, the implied value of such interventions and the corresponding effort spent pursuing them relative to national income can be more confidently assessed as lost potential production.  Section 1 outlines the problem to be investigated, Section 2 tests the relation between corruption and the amount of state procedural intervention, and Section 3 explores the relation between the amount of intervention and the incentive to transact outside the protection of the state.
1.  Delineating the problem

The goal is simply to test a central theme of Tullock (1967. pp. 48-9):

As a successful theft will stimulate other thieves to greater industry and require greater investment in protective measures, so each successful establishment of a monopoly or creation of a tariff will stimulate greater diversion of resources to attempt to organize further transfers of income.”


Krueger (1974) explicitly posited a rent-seeking trap in which corruption causes a desire for more procedural and other intervention, which generates more corruption and so on.  The fundamental claims of rent-seeking models are well known:
(1) Government restrictions on voluntary exchange create supranormal returns for some groups.  To tax, subsidize or protect from competition in a non-uniform manner will alter the rate of return to using resources in particular ways.

(2) Those returns generate resource expenditure to procure those benefits.  The rewards to government privileges are like any other activity with supranormal returns in that they are subject to competition.
(3) Those expenditures come at the cost of productive effort.  Unlike competition to produce better cars, rent-seeking competition is redistributive.  It can change the way income is distributed, but only at the cost of having less income to distribute.

(4) Those expenditures also raise the return to government restrictions.  When rents are sought, owning the rent-distribution choice – the decision as to whether the import quota will be imposed and, if so, who gets it, e.g. – is valuable.  The owner of this resource – the right to raise the return to certain activities – can relatively easily create more of the resource by extending, say, the import quota to other goods. There is thus an opportunity for mutually beneficial exchange between bureaucrats and those seeking privileges.
The primary interest here is to test an implication of the fourth conjecture by exploring the relation, if any, between the amount of procedural intervention in exchange and the amount of bidding for government favors that goes on – in the amount of corruption, in other words.  If we take assessments of the amount of corruption in a country as a measure of the amount of this type of rent-seeking effort, we would expect a society with more regulation of exchange to be a more corrupt one.  If, on the other hand, the optimistic view of state action is correct, procedural requirements exist for a social-welfare reason, and so there should be no relation between corruption and the amount of such procedures.
In asking such a question there are also supply-side effects to consider.  If we take political structure as exogenous, not all structures necessarily respond as productively to rent-seeking input, although it is not clear which way these effects should flow.  A primary task of constitutional design is how to make rent-seeking less productive.  Many such issues have been extensively investigated.  Does a federal or unitary system promote less corruption?  What about the extent of proportional representation and single-member districts in selection of legislative seats?  These questions of government structure may very plausibly affect the productivity and hence the equilibrium amount of a given amount of rent-seeking effort, although theory does not provide firm guidance as to the direction.  An analysis of the relation between opportunities for and the amount of corruption should presumably take these effects into account. 
2.  Corruption and intervention

The empirical strategy is to take corruption as the output of the rent-seeking process, and to use the number of procedures required to open a business, draw up a contract and establish title to property as a measure of procedural intervention.  These latter data are now compiled by the World Bank and available for 2004.  If the rent-seeking model of government is true, these permits should positively affect the amount of corruption.  

As a preliminary, Table 1 shows the correlation matrix for a World Bank measure of regulatory quality (REGQUAL) and of the rule of law (RULE) and the number of procedures it takes to register property (PROPPROC), to open a business (BIZPROC), and to make a contract legally binding (CONTPROC).  The World Bank defines its regulatory quality measure as “the incidence of market-unfriendly policies.”  The rule of law figure measures “the quality of contract enforcement, the police, and the courts, as well as the likelihood of crime and violence” (Kaufman, Kraay and Mastruzzi, 2005, p. 4). These are thus both measures of the extent to which legal measures actually serve the higher-minded purposes for which they are nominally intended.  Two correlations are noteworthy.  First, both the rule of law and regulatory quality are substantially negatively correlated with the number of each type of intervention, suggesting that more interventions equal law that is more ambiguous, less trustworthy and less obviously promoting of the public welfare.  Second, the three procedures measures are all significantly correlated with one another, particularly property and contract and property and business procedures.  This suggests that interventions rise and fall together, which seems easier to square with a rent-seeking model in which societies differ for other reasons in their predicted corruption than with a public-interest model, which might predict constancy in the number of interventions.
The compelling question here is the relation of what I will call the thickness of the regulatory state, measured as the number or extent of procedures, as well as the variables concerning the structure of the state, which could in principle make procedural growth motivated by rent-seeking easier, to corruption.  Many of these latter supply-side data on government structure are derived from Wallack et al (2003).  Their measures range from zero to two and, as described by the authors, measure particularism – the extent to which electoral fortunes depend either on an organized party or on candidates’ specific features.  Where parties are strong, the need for individual candidates to build independent empires is correspondingly smaller.  Each variable is coded as zero, one or two in the original data set.
BALLOT measures the extent of entry barriers candidates face in getting on the ballot.  POOL measures the extent to which party strength determines electoral success.  In particular, it is coded 0-2 as candidates’ means of entry into the legislature depend entirely, in part or not at all on a vote for a party.  A two indicates that voters vote for a candidate explicitly rather than a party.  VOTE is recoded as a binary variable coded one if voters select a candidate in multiple votes (e.g., in primary and general-election stages) and zero if they either vote for parties or for a single candidate a single time.  DISTSIZE is a measure of the population of the district relative to the population of the country.  A larger value of DISTSIZE may mean a constituency with a more diverse base of pressure groups.  SINGLE measures the proportion of seats from single-member districts, and NATIONAL measures the proportion of seats with national constituencies.  Alternatives to national constituencies include proportional representation, which is sometimes used in combination with districts.  Wallack et al. (2003) note that legislators with national constituencies are relatively common in Africa and Latin America.  PCTINCL measures the percentage of the legislature that is elected, and to which the above variables therefore apply.  The alternatives to election include either appointment by the executive or a legacy seat.  (These seats often have national constituencies, and are then also counted as national.)  In all cases of bicameral legislatures the figures for all variables are for the lower house. 

Other political-system variables are also included.  ONEPARTY is a binary variable, also from Wallack et al. (2003), and is coded one if the country is a one-party state.  POLRIGHTS and CIVLIBS are the standard Freedom House measures of political rights and civil liberties, ranging from zero to seven and with a higher number indicating fewer political or civil rights.  The first measure, of electoral competition, might in theory be closely correlated with the Wallack (2003) et al. measures.  However, in the correlation matrix between these variables, shown in the lower portion of Table 1, there is no extremely strong value, other than that for the correlation between POLRIGHTS and CIVLIBS themselves.  Many nations have legislatures without having a particularly high value for political rights on the Freedom House Index.  Note that this in no way precludes the possibility that there can be relatively little political competition and yet legislators and bureaucrats must be attendant to rent-seeking pressures.
Theory is again agnostic on the relation between the degree of democratic competition and good governance.  Wittman (1989) is perhaps the most well-known optimist, arguing that democracy is simply political competition, which functions as economic competition does.  Pessimists include Chua (2002), Kaplan (2000) and Cheung (1998).  They contend that unalloyed democracy – elections with few of the other ingredients of civil society such as well-established constitutional order and an independent judiciary – may actually promote corruption as well as more miserable governance generally.  
The final supply-side variable is the degree of federalism.  FEDERAL is a 1-5 measure, with one indicating the greatest amount of government decentralization.  It is reported by Gerring and Thacker (2004).  There is no obvious predicted effect of federalism on corruption, and the empirical literature is mixed.  Sato (2003) predicts that more decentralization yields tax competition and therefore less rent-seeking, and Arikan (2004) finds modest evidence in favor of this proposition.  On the other hand Treisman (2000) finds empirically that federalism promotes corruption.  Fedeli and Forte (2003) predict that equilibrium corruption is the same for centralized and decentralized regimes, and Bohara, Mitchell and Mittendorf (2004) find no empirical relation between the extent of decentralization and corruption.
On the demand side there will be four variables that measure procedural thickness.  PROPPROC, BIZPROC and CONTPROC are as defined above.  In a rent-seeking world each such rule is an opportunity for a bribe, and in a more optimistic view each is simply a vehicle for achieving some particular public purpose.  For example, procedures might facilitate the movement of resources by increasing the reliability and stability of claims to them, or prevent them from going to a socially damaging use.  Separate estimates are also reported in which a single variable, TOTPROC, consisting of the sum of PROPPROC, CONTPROC and BIZPROC, is used instead of these variables.  While there is no estimate for the number of procedures necessary to close a bankrupt business, the World Bank data do include a measure of the cost of doing so as a percentage of the estate value of the firm (CLOSECOST), and it is also included. 

The final control derives from Alesina et al. (2003).  Their measures of linguistic, ethnic, religious and total fractionalization in a country are defined as one minus the Herfindahl index of concentration over those three characterizations of tribal groups.   They find that on a simple correlation basis fractionalization is correlated with corruption, and this is unsurprising if rent-seeking is used as a vehicle to reward fellow members of one’s group.  Using U.S. data on corruption convictions, Glaeser and Saks (2004) find a slightly negative relation between ethnic fractionalization and corruption, and Montalvo and Reynal-Querol (2005) report that higher ethnic polarization (a related concept) harms growth by, among other things, promoting greater government consumption.  Theories of the returns to ethnic and other solidarity (Borjas, 1995) provide numerous justifications for this variable, which should in principle in a rent-seeking context influence the demand for corruption opportunities as a vehicle for pursuing such returns.  For example, if it is costly to transact across tribal lines, or returns to tribal capital (language knowledge, e.g.) are high because of prior investments, fractionalization may promote endogamous trading in both income creation and redistribution, and tribal groups may then be more likely to use any position they have in the state to reward fellow members of the tribal group.  
The dependent variable is the World Bank’s measure of corruption control.  In theory there is no numerical limit, but in practice it ranges from -2.5 to 2.5, with a higher number indicating better control.  While also survey-based, it has the advantage of being available for more countries than the more widely used ratings by Transparency International.  The rating is the most recent one available, for 2004.  Table 2 lists the countries used in the regressions either here or in Section 3.  They cover a wide variety of corruption ratings, per capita incomes and geographic regions.

The results, reported in Table 3, indicate that more intervention is associated in both specifications with more corruption.  The finding is also broadly true across all types of procedural steps, with statistical significance at at least the five-percent level in the left-hand regression for PROPPROC, CONTPROC and BIZPROC, as well as CLOSECOST.  TOTPROC is also significant in the regression in which it is used, at the 0.1-percent level.  With respect to other variables, civil-liberties protection is significantly associated with better corruption control in the right-hand regression, and just fails to be statistically significant at the ten-percent level in the left-hand regression (p < 0.103).  An interesting result with respect to the supply-side, government-structure variables is that greater reliance on single-member districts is associated with more corruption, meeting the ten-percent standard in both specifications, as is PCTINCL (with a negative sign).  With respect to the overall level of democratic competition, POLRIGHTS is not significant in either regression.  This variable is widely used in analysis of corruption, and numerous studies find no significant relation (e.g., Ades and DiTella, 1999).  From this it is sometimes concluded that more vigorous reliance on pure majoritarianism is unrelated to corruption.  
However, the power of majoritarianism can be made manifest in numerous ways, and the results here are interesting in that respect.   The negative and significant sign for PCTINCL indicates that greater reliance on elected as opposed to non-elected representatives hampers corruption control.  In addition, a similar result for SINGLE suggests that, given a particular level of national procedural intervention, corruption is facilitated by more locally responsive politicians.  This is not hard to rationalize if corruption can easily manifest itself through redistribution within geographic subdivisions of the same larger jurisdiction – the classic notion of pork-barrel politics – or if geographically specific representation forces politicians to be more responsive to local rent-seeking pressures.  
Figure 1 shows the relation between TOTPROC and the fitted value of CORRCONT from the right-hand regression in Table 3 minus the portion of the fitted value accounted for by variables other than TOTPROC.  This predicted remainder provides some sense of whether the relation between procedural thickness and corruption is due to just a few outliers.
  Figure 2 is a companion diagram of sorts, a scatter plot of CORRCONT and TOTPROC, with the obvious negative relationship.  Collectively the two figures provide evidence of the consistency of the relation between intervention and corruption.  
3.  The informal economy

Another question of interest is whether the informal economy, that carried out without benefit of such judicial and legislative protection as exists, is a function of these considerations.  If procedures serve traders, then they should be uncorrelated or even negatively correlated with evasion of the state’s protection.  If they are motivated by rent-seeking, more procedures should mean it is more desirable for more people to transact unprotected.  To test this question, the following regression is conducted:
INFORMAL= b0 + b1 PROPPROC + b2 BIZPROC + b3 CONTPROC + b4 FRACTION + b5 TOPRATE + b6 CLOSECOST + b7 HIREDIFF + b7 FIREDIFF

(1)

INFORMAL is the World Bank’s estimate of the informal economy as a percentage of gross domestic product.  The right-hand variables are as defined as in Section 2 with three new variables added, and three deleted because they are posited to influence corruption directly rather than influencing evasion of state regulations and taxes.  The first added variable is TOPRATE, the country’s highest marginal tax rate.  Higher taxes imposed on the marginal unit of effort might for obvious reasons prompt tax evasion and hence informal activity.  HIREDIFF and FIREDIFF are the World Bank measures of the difficulty of hiring new and discharging current workers.  The greater the thickness of these rules, the more eager entrepreneurs will presumably be to avoid them through informal activity.  As before the regression, reported in Table 4, is also conducted using TOTPROC in lieu of the three individual procedure measures.

Among the variables that measure interventionism, PROPPROC, CLOSECOSTS and HIREDIFF are all significantly correlated with the size of the informal economy, with the predicted positive sign.  FIREDIFF, CONTPROC and BIZPROC are not, but TOTPROC is in the right-hand regression.  FRACTION is significant with a positive sign in the TOTPROC regression, although it falls short of ten-percent significance in the regression containing all three procedural measures.  Tribal fractionalization might affect the attractiveness of informal exchange if tribal groups are divided into in-groups, with much easier access to state protection, and out-groups, more subject to state predation.  An in-group, out-group model of state protection would be analogous to the Blanchard and Summers (2000) hysteresis model of European unemployment.  The only result is that is contrary to expectations is that for TOPRATE, which is significant with a negative sign in both regressions, suggesting that the higher the top rate the smaller the informal economy.  This is perhaps because many of the states in the sample with the highest top marginal tax rates are very wealthy nations, with clean governance well-established before the dramatic growth of the welfare state in the postwar years.
  (Of the ten nations in the data set with the highest marginal tax rates, six are EU members and another is Israel.)  Figure 3 presents the analogue to Figure 1, in this case indicating how the remainder of the predicted values from the right-hand column in Table 4 varies with TOTPROC.
  From the figure it is apparent that the relationship between TOTPROC and the size of the informal economy is robust across all levels of the former.

Of course to operate in the informal economy is to gain the benefit of avoiding whatever corruption that accompanies compliance with state procedures, as well as whatever taxes are levied.  But it is also to give up a lot.  To transact outside the official boundaries of the economy is to forego the chance to resort to the courts to adjudicate disputes, to petition the state to remedy inequitable or arbitrary treatment, etc.  When people engage in informal activities to any substantial degree it suggests, in light of the findings in Section 2, that the state is sufficiently hobbled by rent-seeking to make escape from its reach a frequently compelling proposition for traders.  Such governments are unable to meaningfully protect property and contract rights, and we would expect that the ability of the societies they govern to translate resources into output is correspondingly constrained.  
Figure 4 depicts the relation between per capita gross national income (from the WDI) and INFORMAL, which appears to be negative but nonlinear.  A logarithmic curve is included for comparison.   In conjunction with the previous findings it strongly suggests that the net effect of titling and other exchange restrictions on participation in the formal economy is negative.  The procedural steps required to engage in trade with respect to property titling, contract consummation and business establishment or liquidation may or may not have a nominal purpose that is consistent with promoting economic activity.  But as revealed by their actions traders seem to feel that as procedural thickness increases it becomes less and less worthwhile to clear those hurdles in exchange for having access to the state’s exchange-enforcement mechanisms.  This in turn suggests that to the extent such hurdles have exchange-enhancing functions they have in many societies gone far beyond the point that separates such functions from pure rent-seeking.  (In the entire data set the nation with the smallest value of TOTPROC is Australia, with two procedures to open a business, five to register property and eleven to register a contract.)

With that in mind, it is illustrative to note the states with the most regulatory hurdles.  The nations with the thickest procedural structures are among the world’s poorest.  Table 5 indicates both the twenty thickest nations and the averages for the nations of the Organization for Economic Cooperation and Development, former communist nations in Europe (including all former Soviet territory), the Middle East, sub-Saharan Africa, Latin America, nations identified by the World Bank as high-performing Asian economies (Page, 1996) plus China, and other Asian nations.  The tendency of the world’s poorer regions to have extensive procedural intervention is obvious.  Collectively there is substantial evidence that excessive barriers to exchange of the sort investigated here are a significant deterrent to formal economic activity, in substantial part because they are opportunities for corruption.
4.  Conclusion

At a minimum, procedural thickness appears to enhance corruption and promote exit from the formal economy.  Both of these steps limit the ability of economic actors to create value through the transformation of such resources as human capital, entrepreneurial drive and natural resources.  In fact, if the Krueger (1974) and Murphy, Shleifer and Vishny (1992) conception of the rent-seeking trap is correct, extensive corruption due to extensive procedural requirements may in turn promote the creation of even more regulatory hurdles.  The findings here indicate that procedurally thick states are corrupt states, and it is well-known that corrupt states are impoverished ones.  Impoverished states, in turn, may be those in which the relative return to the expansion of procedural thickness is the greatest.  That procedural thickness also promotes informal economic activity is also costly.  Relative to the alternative in a high-permit society informal activity is the preferred choice, but the outcome is inferior, perhaps substantially so, to that if state procedures were confined mostly to enabling rather than frustrating exchange.  The findings vindicate the De Soto (2000) conception of excessive procedural hurdles to trade as major impediments to property titling, therefore to exchange and therefore to growth.

Among the more important remaining questions is how large this effect is.  Barro (1991) demonstrated that government consumption retards growth in a standard growth regression, and Osborne (2004) has measured economic policy overall and found that its destructive effect on growth is significant.  But a key remaining question is the magnitude of the procedural impediments to prosperity in particular.  In addition, other regulations nominally motivated by broader public concerns, such as labor-market regulations and environmental rules, may benefit from this approach once they are sufficiently measurable.
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Table 1

Correlation matrix, procedures and regulatory quality

LAW  
REGQUAL  PROPPROC  BIZPROC 

REGQUAL
0.8009 

PROPPROC
-0.3776  
-0.3455

BIZPROC
-0.5792
-0.4746

0.3543

CONTPROC
0.4881  
-0.4595   
0.1406   
0.4266 

(n = 129)

Correlation matrix, supply-side variables



  CIVLIBS  POLRIGHTS  ONEPARTY   VOTE  PERCENT   DISTSIZE  SINGLE
POLRIGHTS
  0.8982

ONEPARTY
  0.1004     -0.0260
VOTE

 -0.0652     -0.0008
 -0.0254
PERCENT
 -0.0976     -0.1131
 -0.0884
     -0.1527
DISTSIZE
  0.0361       0.0063
  -0.0555
     -0.2537    0.0840
SINGLE
  
  0.0799       0.1136
  -0.1286
      0.4876    -0.2051      -0.2238
FEDERAL  
  0.1556       0.1260
   0.1061
     -0.0065    0.1590        0.0102
 -0.2431
(n = 90)         
Table 2
Countries in Sample
OECD


Middle East

Panama
Australia

Egypt


Paraguay
Austria


Israel


Peru
Belgium

Lebanon

Uruguay

Canada


Morocco

Venezuela
Denmark

Saudi Arabia

High-Performing E. Asia
Finland

Tunisia


China
France


Turkey


Hong Kong
Germany

U.A.E.


Indonesia
Greece


Sub-Saharan Africa
Korea (South)
Ireland


Botswana

Singapore
Israel


Cameroon

Thailand
Italy


Cote D’Ivoire

Other Asia
Japan


Ghana


India

Netherlands

Guinea


Iran
New Zealand

Kenya


Mongolia
Norway

Mozambique

Pakistan
Poland


Niger


Philippines
Portugal

Nigeria


Papua New Guinea
Romania

Senegal


Spain


Sierra Leone
Sweden

South Africa
Switzerland

Tanzania
U.K.


Togo
U.S.


Uganda
Former Communist
Zambia
Albania

Zimbabwe
Armenia

Latin America/Caribbean
Azerbaijan

Argentina
Bulgaria

Bolivia
Croatia


Brazil
Czech Rep.

Chile
Kazakhstan

Colombia
Kyrgyz Rep.

Costa Rica
Latvia


Dom. Republic
Macedonia

Ecuador
Poland


Guatemala
Russia


Honduras
Romania

Jamaica
Ukraine

Mexico
Uzbekistan

Nicaragua
Table 3
Regression results, corruption control

CONSTANT
7.069781***
6.321896***




(4.43)

(3.75)


TOTPROC


-.0333404***








(-4.70)




PROPPROC
-.0736597**






(-2.80)





BIZPROC
-.0846094***





(-3.42)





CONTPROC
-.0169241**



(-2.08)
FRAC

-.1112197
-.1064792



(-0.76)

(-0.69)



CLOSECOST
-.0199255***
-.0196452**


(-2.68)

(-2.46)
CIVLIBS
-.2134519
-.3033371**




(-1.66)

(-2.23)



POLRIGHTS
-.099154
-.0409709



(-1.05)

(-0.41)



BALLOT
-.0971613
.009694




(-0.38)

(0.00)



VOTE

.1353056
.1359756




(0.93)

(0.87)



PERCENT
-3.414468**
-2.873*




(-2.28)

(-1.81)



DISTSIZE
-.0016014
-.0008744




(-0.58)

(-0.29)


SINGLE
-.4735022**
-.615765***




(-2.29)

(-2.82)



FED

(-.0702028)
-.03656273




(-1.32)

(-1.14)
ONEPARTY
-.7396132
-.3558713


(-1.59)

(-0.73)
R2

.7914

.7506



F

16.80***
16.05***


N

77

77



Note: *** denotes statistical significance at the one-percent level.

** denotes statistical significance at the five-percent level.

* denotes statistical significance at the ten-percent level.

Figures in parentheses are t-statistics.

Table 4
Regression results, the informal economy

CONSTANT
12.11483
14.70185*




(1.59)

(1.90)


TOTPROC


.2960519**








(2.39)




PROPPROC
1.143314**






(2.27)





BIZPROC
.5837416





(1.26)





CONTPROC
.1469082


(0.97)
FRAC

3.650355
4.542812**




(0.97)

(1.99)



CLOSECOST
.2795172*
.2745208*


(1.81)

(1.77)

TOPRATE
-.2840629**
-.3003824**




(-2.42)

(-2.50)



HIREDIFF
.2795172*
.0979763*



(1.81)

(1.85)



FIREDIFF
.0290844
.0434435




(0.50)

(0.74)



R2

.4405

.3951



F

6.99***
7.95***


N

80

80



Note: *** denotes statistical significance at the one-percent level.


** denotes statistical significance at the five-percent level.

* denotes statistical significance at the ten-percent level.

Figures in parentheses are t-statistics.

Table 5
Greatest procedural thickness

1. Algeria 
79

2. Chad 

77

3. Cameroon
75

3.   Egypt

75

3.   Sierra Leone
75

6.   Kuwait

73

7.   D.R. Congo
72

8.   Laos

71

9.   Paraguay
70
10. Angola

69

10. Bolivia

69

12. U.A.E.

68

13. Ecuador
67

13. Burundi
67

15. Lesotho
64

15. Syria

64

17. Guinea

63

18. Jordan

62

18. Venezuela
62

18. Pakistan
62
Procedures worldwide

OECD
(n = 33)


38
Former Communist (n = 23)

47
Middle East1 (n = 15)


54
Sub-Saharan Africa (n = 31)

54
Latin America2 (n = 20)

54
High-Performing East Asia3 (n = 8)
39
Other Asia (n = 10)


48
Notes.
1.  Arab-majority countries plus Turkey, Iran and Israel

2.  Mainland Central and South America, plus Caribbean.  Mexico is also included in OECD.
3.  Hong Kong, S. Korea, Indonesia, Malaysia, Singapore, Taiwan, Thailand and China.  S. Korea is also included in OECD.
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Figure 1 – TOTPROC and remainder of explained corruption control.
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Figure 2 – TOTPROC and corruption control.
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Figure 3 – TOTPROC and remainder of explained extent of informal economy.
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Figure 4 – Informal economy and per capita income.
�.  The estimated regression from which the fitted line is generated is RESID �= 2.637959 – 0.0217528 TOTPROC, R2 = 0.1878, F = 17.35, n =77.





�.  Identical results were obtained when taxes per capita and as a proportion of GDP were used instead of the highest marginal rate. 


�.  The regression from which the fitted line is generated is RESID = -12.35943 +.2743768 TOTPROC (R2 = 0.2872, F = 34.66, t =5.89).
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