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Abstract
This thesis examines the relationship between private equity activity and perceived
corruption in Asian countries controlling for many different economic factors. The study
finds indications that perceived corruption negatively affects private equity in Asia,
however this is not statistically proven for all countries. When analysing groups of
countries separately, the study finds that higher perceived corruption is positively
correlated with private equity activity in Developed markets but negatively correlated
with private equity activity in Emerging markets. For Frontier markets, the relationship is
not statistically significant, even though indications point to a negative relationship. The
ability to enforce contracts, measuring the quality of judicial systems, is the most
significant determinant of private equity activity. Furthermore, the paper finds that
control variables overall have bigger effects for emerging and frontier countries than for
developed economies, implying that richer economies already have higher levels of
economic development and small changes do not have much impact, but for poorer
countries, smaller changes in different factors seem to boost private equity activity.

Key-words: Perceived corruption, Private equity activity, Panel Data, Developed
markets, Emerging markets, Frontier markets, Asia.
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1. Introduction
In recent years, the fight against corruption has evolved to become a major industry and
discussions regarding corruption are becoming more and more intense for every year. It is
argued that corruption is one of the main obstacles to economic growth, especially in the
developing world where bribes and other classes of corruption are almost inevitable in
business life. (Van Nes & Schachtner, 2016; OECD, 2013; Rothstein et al., 2013; Rothstein,
2014; Krause Hansen & Stachowicz-Stanusch, 2013)
By the 1990s, there was a global understanding that the private sector, and not the public
sector, would be the driver of new investment and economic development (Leeds &
Sunderland, 2003). In Asia, growth has been robust since the insignificant levels in the early
1990s (Robertson, 2017).
This research paper aims to examine the relationship between corruption and private equity
activity in Asian economies. The private equity sector was for long mostly established in the
US and in Europe, but in the recent decade the activity of transactions has increased
significantly in Asia as well. In fact, since 2004, the number of transactions in the region has
increased significantly almost every year. This is illustrated in Figure 1 below.
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Figure 1. Total number of private equity transactions among 23 Asian economies: Israel, Hong Kong, Japan, Singapore, Qatar,
Saudi Arabia, China, India, Indonesia, South Korea, Malaysia, Pakistan, Philippines, Thailand, Kazakhstan, Bahrain, Jordan,
Kuwait, Lebanon, Oman, Bangladesh, Sri Lanka and Vietnam.

The two topics private equity activity and corruption, have not been tested together in many
previous studies. There is a lack of empirical studies and the work on the topic of corruption
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and investment would do well with an update. Therefore, this paper aims to study the
relationship between private equity and corruption in the Asian market overall, and thus
capturing a large and significant part of the developing world. The specific interest in Asia is
derived from the author’s own interests and the fact that Asia, in a general view, is the most
growing continent in many dimensions and is expected to be the centre of the future for
economic activity (Lee & Hong, 2012).
This paper outlines a quantitative analysis on the relationship between private equity activity
and corruption in Asia. The literature on FDI has shown a negative correlation with
corruption levels. To examine if corruption has similar effects on private equity is the overall
theme of this thesis. In this research, corruption is expected to be negatively correlated with
private equity activity, reflecting previous research on private equity and other relatable
studies. This paper further asks where there might be differences among different groups of
countries. Using the same data set throughout this paper, different research questions are
investigated, such as determining the general effect of corruption on private equity activity in
Asian countries.
The analysis is based on a data set including variables from a number of different sources.
The private equity variables have been gathered from the Capital IQ database, the corruption
variable has been retrieved from Transparency International’s data set of the corruption
perception index (CPI). Last, the control variables are taken from the World Bank Indicators
database, World Bank Doing Business database and the World Bank LPI1 data set.
Throughout this paper, the phrase “private equity activity” refers to the total number of
private equity transactions and the total aggregate value of private equity transactions per
year. It is also sometimes denoted as “investment activity” in this paper. Furthermore, the
phrase “CPI” will be used interchangeably with the term “Corruption Perception Index” and
the term “Freedom from corruption”.
The paper is structured as follows. Section 2 will discuss the research problem of the paper.
Section 3 summarizes the previous literature for the different branches of the research field,
resulting in the hypotheses for this research. In section 4, the data collection process is
described and the variables used in the empirical analysis are presented. In section 5, the
methodology of this paper will be discussed. Section 6 presents descriptive statistics and any
required background knowledge of the countries included in this research. Section 7 presents
1
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the econometric model and the results of the regression analysis and other important results
of this research paper. Last, section 8 concludes this study and gives propositions on further
studies.
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2. Research problem
Investments are necessary for economic growth, prosperity and fighting poverty and
inequality. Private capital is needed and in a more globalized world the total capital is
increasing, for example through pension funds. Developing countries have to attract this kind
of capital and in order to be able to attract capital, risks have to be identified and minimized.
Private equity fills an important role for companies that for various reasons have a difficult
time getting conventional capital. Thus, it is interesting to see how private equity is divided
geographically and developed over time. Private equity investors seek regions with rapid
growth but they also want collateral for their placements. Many countries now have
opportunities to attract private equity if they can show investors that they can be guaranteed a
reasonable level of collateral.
Most of the previous literature and theory points in different directions as there is no clear
answer on what the impact of corruption is on private equity activity and investment in
general. Most of the work from other researchers indicates that the overall effect is negative,
mostly because the risk level increases significantly. On the one hand, corruption can raise
costs and create uncertainty, thus lowering investment activity (Shleifer & Vishny, 1993). On
the other hand, firms that profit from corruption, such as companies paying to be selected as
winning contractors, might increase their investment activities (Asiedu & Freeman, 2009).
Thus, determining the magnitude has become an empirical question.
The main idea of the paper is to determine what the effect of corruption is on private equity
activity in a fairly large part of Asia. Since corruption is a widely discussed and problematic
topic and private equity is growing like never before, there is an opportunity to determine
how private equity activity is affected and what conclusions one can draw from that. This
paper aims to draw conclusions that can be useful for policy makers in some of the most
important Asian economies.
Economic growth has been strong in Asia for a number of years. At the same time we see
improving living standards, longer life expectancy and higher education. These features are
expected to continue to push economic growth in Asia and in order to keep growing, capital
is needed. As described in the introduction, private equity is one mechanism that drives this
growth. On the other hand, increasing private equity activity can also come as an effect from
a society that has experienced economic growth. For the sake of receiving capital, a country
needs credibility in its economic systems. Capital is also necessary for a sustainable growth
4
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where things such as the environment and other sustainable topics are taken seriously.
Corruption has become a major sustainability question. This research is divided into separate
questions in order to illustrate differences between classes of countries.
After examining the first question, what the overall effect of corruption is on the countries
pooled together, the idea is to group the Asian countries in several sub-groups and investigate
the groups separately. The groups will be organized according to which category (introduced
in section 5.2.) each country belongs to and other appropriate measures in order to portrait
specific effects and differences based on these major economic conditions, and to examine if
corruption hampers private equity activity in countries with special patterns in their economic
situation. To determine the causality is likely to be too difficult and outside the scope of this
thesis, but by comparing different types of Asian countries we can perhaps come closer to the
answer.
This research paper contributes to the current state of the literature by expanding the data set
in terms of years and countries while focusing solely on the Asian continent, and introducing
a variable seldom used before, the private equity activity. The study aims to shed a light on
the private equity environment in Asia, a sector growing vastly but where the research has not
been growing to the same extent. Moreover, this thesis also contributes to investigating
whether other factors are influencing the private equity activity, and if and where corruption
has a higher or a lower influence. The contribution of this thesis is within the field of
economics.
The general sense is that corruption deters economic growth and creates uncertainty. The
majority of literature on corruption and its economic effects follow the “Sand in the wheel”
hypothesis, saying that corruption has mostly a negative impact. This implies that corruption
results in the inefficient use of resources, and these resources could instead be used for more
profitable ways. (Kaufmann, 1997) On the other hand, some of the literature points in the
other direction, according to the “Grease in the wheel” hypothesis, saying that corruption can,
in some cases, be positive for economic growth, FDI and other economic factors. Corruption
can be seen as simplifying transactions and speeding up dealing. (Cuervo-Cazurra, 2006)
These conclusions might suggest a non-linear relationship between corruption and economic
growth and investment. The hypothesis may appear correct, but it is probably short-term and
relevant when the transaction volume is low. Corrupt players are drawn to areas where they
can act for their own gain. In the short term, it can lead to more activity and investments, but
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it will also attract more actors, which in turn limits the potential growth. With time the
problems are harder to deal with, uncertainty and risk levels increase, and the capital might
lose trust to the economy and shift to other regions. In turn, this affects the tendency of
investing in regions where these problems are perceived to play a part in business life.
Furthermore, this leads to inequality, imbalances in the economy and large costs and
regulations which can be detrimental for the investment climate in the private equity sector.
In the next section the literature review is presented, divided into the different scopes of this
thesis for simplicity. The main questions and hypotheses of the previous studies will be
outlined in the second part of the literature review. The author’s hypotheses are presented in
the beginning of the empirical section, before the analysis.

6
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3. Literature review
This literature review is split up into different parts, separating each branch of the relevant
research. First, the topic of corruption is discussed and in the second part, the focus is on
private equity and its importance for continuing economic growth. The major contributions in
each of the parts are presented, as well as important results from the relationship of
corruption and investment.
Corruption – definition and measurements
Transparency International (2018) defines corruption as the abuse of entrusted power for
private gain, a well-known and broad definition. This definition is used in many papers but
the measurements of corruption sometimes differ. When corruption is prevalent, it is an
indication of a lack of respect for the rules and regulations that manage economic interactions
in a society. Corruption represents the need to make supplementary, irregular payments to get
things done. (Kaufmann et al., 2003) To measure corruption, there are three often used
measurements. First, two indices provided by Transparency International are used; the
corruption perception index (CPI) and the bribe payers’ index (BPI). The CPI is the perceived
level of public sector corruption according to experts and business people (Transparency
International, 2017). The CPI is, above all, used in many different studies (OECD, 2013; van
Nes & Schachtner, 2016; Mathur & Sing, 2011). Second, World Bank provides a control of
corruption (CC) indicator. This aggregated measurement captures the perceptions of the
extent to which public power is exercised for private gain (World Bank Group, 2018). A third
measurement is a corruption index sold by the International Country Risk Group (ICRG), a
private business consulting company.
According to Persson et al. (2012), corruption is the expected behaviour rather than the
exception. Historically, corruption has been prevalent in large parts of Asia. Between 2004
and 2017, the perceived corruption has declined for a majority of countries.
Corruption is believed to be negative for economic development and hampers business
activity, causing increased uncertainty and reduced profitability (Caetano & Caleiro, 2005;
Krause Hansen & Stachowicz-Stanusch, 2013). Corruption also becomes mostly noteworthy
in less developed or developing countries (Wilhelm, 2002). In a study on Swedish firms’
service offshoring to developing source countries, Karpaty and Gustavsson Tingvall (2015)
find that firms avoid corrupt countries and that corruption reduces the volume of offshoring.

7

Martin Ulinder
T HE RISE OF PRIVATE EQUITY IN ASIA : IS IT HAMPERED BY PERCEIVED CORRUPTION ?

They further suggest that gains from reduced corruption may be the utmost in less developed
and financially poorer countries (Karpaty & Gustavsson Tingvall, 2015).
Private equity
Leeds and Sunderland (2003) define private equity as financing for early- and later-stage
private companies from third-party investors seeking high returns based on both risk profiles
of the companies and the near-term illiquidity of these investments. During the 1990s,
investors were attracted by the plain capital shortages in many emerging markets, which
implied low valuations and high returns. (Leeds & Sunderland, 2003)
Robertson (2017) concludes that there has been a substantial expansion of financial markets
in Asia, with rapid growth in the private equity sector. Alternative investments such as hedge
funds and private equity funds are a fast-growing instrument of the global financial economy.
(Robertson, 2017) The buyout market has grown vastly since the late 1990s, both in terms of
transaction value and the number of transactions and the benefits of private ownership have
amplified after the corporate governance regulation passed in 2001-2002. In his paper,
Strömberg (2007) shows that out of 21,397 LBO2 transactions between 1970 and 2007, more
than 40 percent have occurred since 2004. Moreover, there is no evidence that the growth in
LBO activity comes at the cost of stock market development. The private and public sector
are rather viewed as complements than substitutes. (Strömberg, 2007)
Leveraged buyout transactions are one example of a private equity transaction, in which a
company is acquired by a focused investment firm using a relatively minor share of equity
and a relatively large share of debt financing. On the legal side, private equity funds are set
up as limited partnerships (LP) in which the general partners (GP) manage the funds. Most of
the capital is provided by the LPs, which classically include institutional investors,
endowments, insurance companies and high net worth individuals. The private equity firm is
the GP of the fund. (Kaplan & Strömberg, 2008)
Some companies possess risk profiles that prevent them from raising capital through
conventional channels, such as bank borrowings or public securities issues. Some are too new
with no track records and some have too much debt in their balance sheets. At a certain stage
of growth, these firms can no longer compete without making new investments. This is the
gap which private equity fills. (Leeds & Sunderland, 2003) Private equity funds pursue to
gain organization and ownership influence of firms for periods typically fluctuating between
2
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three to seven years, during which they accomplish company restructuring and financial
engineering (Robertson, 2017).
Conventionally, the portfolios of institutional investors contained equities and bonds,
conservative financial products. In the recent decade, there has been a change towards less
limitations on where pension funds can invest, the upsurge of private pension funds and
changing demographics. As a result, institutional investors in Asia invest in riskier assets, for
instance private equity funds. (Robertson, 2017) Strömberg (2007) studies the demography of
the private equity market between 1970 and 2007. Private equity has become a global
wonder, spreading to Europe and then on to Asia and Australia (Strömberg, 2007).
Private equity has been less successful in emerging countries than countries in the western
developed world due to several shortcomings. Low standards of corporate governance, the
weakness of legal systems and the inability of domestic markets to offer a reasonable exit
strategy through the IPO3 market. (Leeds & Sunderland, 2003) Kelly (2012) propagates for
the economic and financial benefits of private equity activity, where the financial side is
mainly higher expected returns to investors than in the public market, and the economic side
is discussed in general terms, such as creating employment.
According to Robertson (2017), the best indicator of private equity activity is the level of
carried out investments by private equity firms. Robertson uses data from the Asian Venture
Capital Journal (AVCJ) to examine the present and historical state of the industry. Only
announced deals are included and the Asian countries are grouped into six sub-groups. The
total value of all realized private equity deals between 1999 and 2016 sums to slightly over 1
trillion USD, where the group of Greater China is the biggest contributing group. Even if
Greater China is the dominant group, each of the other five groups has accommodated 100
million USD in private equity deals since 1999. First and foremost, the rise of Asia’s private
equity market is attributed to China’s and India’s compliance of the private equity model.
(Robertson, 2017)
Kaplan and Strömberg (2008) find empirical evidence that private equity activity creates
economic value on average, mainly by affecting capital structure, management incentives and
corporate governance.

3
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Economic effects of corruption
OECD (2013) examines the effect of corruption on economic growth by using the corruption
control index. It further discusses the difficulties in properly assessing the effects of
corruption by looking at the direct relationship and the indirect relationship on economic
growth. In the paper by OECD, economic growth is defined as GDP growth and results show
that the direct relationship between corruption and economic growth is hard to determine, but
there are visible effects on several transmission channels. Corruption does have a
significantly negative impact on investment (FDI4), competition, entrepreneurship,
government efficiency and human capital formation. Furthermore, the paper concludes a
significant negative effect of corruption on other relevant development characteristics, such
as life expectancy, school enrolment, income inequality and quality of life. (OECD, 2013)
Van Nes and Schachtner (2016) also use CPI as their measurement for corruption and find
that higher perceived corruption negatively affects private equity activity and that corruption
explains up to 30 percent of the gap in private equity activity between developing- and
developed countries.
Asiedu and Freeman (2009) use both country-level and firm-level corruption to measure the
impact of corruption on investment growth. For transition countries, corruption is showed to
be the most important determinant of investment growth. There is less effect in SouthAmerica and Sub-Saharan Africa. (Asiedu & Freeman, 2009)
Mathur and Singh (2011) investigate whether corruption has any real impacts on foreign
flows of investment to developing economies. They determine that higher perceived
corruption in a host country is likely to significantly daunt investment. Corruption plays a big
role in investors’ decisions of where to invest and the more corrupt a country is perceived to
be, the less flows of FDI to that country. Moreover, the authors find that corruption in other
developing countries affects flows to host countries negatively. Last, the paper studies the
specific impact of China’s corruption, where they conclude a large negative effect on FDI
flows to other countries. (Mathur & Singh, 2011)
Caetano and Caleiro (2005) use information from 97 countries to assess the relationship
between perceived corruption and inward FDI performance and find that corruption is
negatively correlated with FDI in high-corruption countries. For low-corruption countries, the
effect is not so apparent. (Caetano & Caleiro, 2005)
4
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Corruption also reduces the profitability and increases the uncertainty of private investments,
eventually reducing the level of investments (OECD, 2013).
Private equity determinants
Kelly evaluates the drivers of private equity investment activity by using a panel dataset.
Private equity activity is affected by both cyclical and structural factors and the study controls
for cyclical factors when examining structural factors in private equity. (Kelly, 2012) His
study, as well as the paper by Meyer (2006a), find that there is a strong positive correlation
between private equity activity, measured as venture capital and buyouts, and economic
growth, measured as GDP growth (Kelly, 2012; Meyer, 2006a).
Meyer (2006b) also uses the same dataset as in the previous paper to investigate the core
determinants of VC5 investments. He finds a positive relation to stock market indices and a
negative relation to unemployment rates. Furthermore, Meyer finds a positive relation with
national expenditure on R&D6 and the ratio of current IPOs to VC investments made four
years previously. (Meyer, 2006b)
Schertler (2003) finds a positive relation between venture capital activity and a number of
variables, namely capitalisation of stock markets, the number of employees in R&D as a
proportion of the labour force and the degree of rigidities in economies with flexible labour
markets. Schertler also determines a positive relationship between venture capital activity and
some entrepreneurial variables such as number of patents, number of scientists engaged in
research and R&D expenditure. (Schertler, 2003)
Clarysse, Knockaert and Wright (2009) use a panel data set to examine drivers of VC activity
for the UK, Israel and the US. The study shows that the amounts of early stage and total VC
invested in the three countries are decided by three factors, namely total entrepreneurial
activity (GEM), stock market capitalisation and R&D expenditure.
Groh and Liechtenstein (2009) examine the attractiveness of Europe for risk capital investors
by conducting a survey among LPs. Based on their analysis, they classify six tier groups of
attractiveness; tax regime, protection of investors and corporate governance, human and
social environment, entrepreneurial culture and opportunities, prosperity of economy, and
size and liquidity of national capital markets. (Groh & Liechtenstein, 2009) Groh (2009)
summarizes the determinants of private equity activity in emerging markets and groups the
5
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control variables similarly into different sets, namely; economic activity, capital market,
taxation, investor protection & corporate governance, human & social environment, and
entrepreneurial opportunities. Van Nes and Schachtner (2016) also group their control
variables in different sets, being related to either legal, economic activity, capital markets,
entrepreneurial opportunities, human and social environment, or taxation.
Kelly (2012) puts the potential structural drivers of private equity investment activity into
five main pillars, namely those associated with the entrepreneurial environment, the
institutional environment, taxation regimes, the labour market and the capital market.
In other studies, Mauro (1995) and Knack and Keefer (1995) determine a positive
relationship between property rights, investments and economic growth. Regarding tax
regime, Poterba (1989) finds that the tax system governs the profit of entrepreneurship. As a
result, one can expect that the higher the capital gains tax the lower entrepreneurship activity,
and thus a lower demand for venture capital. (Poterba, 1989) Furthermore, Djankov et al.
(2008) suggest that there is a strong negative correlation between corporate tax rates and
entrepreneurial activity, FDI and aggregate investment.
With regards to capital markets, a liquid capital market is important for the opportunity of an
appropriate exit strategy, which is encouraging for private equity investment (NVCA, 2010).
Schertler (2003) also points out that a liquid stock market can endorse venture capitalism, and
thus the amount of venture capital, as it allows required skills to be developed. Last, private
equity is more widespread in countries with deep and liquid stock markets (Gompers &
Lerner, 2000; Black & Gilson, 1999).
Bevan et al. (2004) study institutional determinants of FDI inflows in transition economies,
classifying private sector growth, development of the banking sector, foreign exchange and
trade liberalization, and legal development as those specific institutions with optimistic effect
on FDI. In addition, Onyeiwu (2003) uses a set of panel data of MENA7 countries and other
developing countries to examine determinants of FDI flows and finds that corruption and
trade openness have significant effects, corruption negatively and trade openness positively.
Caetano and Caleiro (2009) investigate the relation between FDI performance and economic
freedom, measured as an index, and determine that the correlation is positive. Freedom from
corruption is one of the parts in the economic freedom index (Caetano & Caleiro, 2009).

7
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Knack and Keefer (1995) further show that an index of ICRG measures, including
government corruption, has a significant impact on real private investment.
Cumming et al. (2010) examine how levels of corruption and legal protection are related to
private equity returns (measured as IRR8) in Asia. The quality of legal systems is found to be
positively correlated to private equity returns. Private equity returns are shown to be higher in
countries with higher corruption, supporting the view that private equity managers bring
about organizational change to lessen the costs of corruption. (Cumming et al., 2010)
Throughout the previous literature, some factors are almost always positive for investment
activity. Liquid capital markets, exit possibilities, economic activity, entrepreneurial
influences, an acceptable social environment and secure legal system are all essential factors.
Historically they appear in Europe and in the US and as a consequence, private equity
investors are looking for these factors in developing countries.
3.1. Hypotheses
When reading about these topics, one understands that the main view is that corruption
negatively affects private equity activity, investment and thus economic growth and
development of countries. However, there are contradicting views that point to the notion that
corruption enhances private equity activity. Since many researchers have different
conclusions, this is an empirical question, that I wish to test by expanding existing data sets to
include all Asian countries and focus on private equity investment instead of FDI that many
other researchers have. There is a lot of literature on these topics separately, but very little on
the effect of corruption on private equity investment and the relationship between these
economic factors. There is no updated work on private equity activity since 2016 and most of
the studies are on emerging and developed markets, such as the OECD countries. To my
knowledge, there is no research that solely focuses on more countries in Asia than the
developed and emerging markets.
The OECD (2013) paper handles the question of whether levels of output are correlated with
levels of perceived corruption. Following a similar pattern, Mathur and Singh (2011) examine
what the effect of perceived corruption is on foreign direct investment inflows to the
developing economies. Caetano and Caleiro (2005) also hypothesize that corruption affects
foreign direct investment negatively. Van Nes and Schachtner (2016) examine several
hypotheses, where the first one is that higher perceived corruption levels negatively affect
8
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private equity. They also hypothesize that developing countries get relatively higher increases
in capital allocation for similar improvements in perceived corruption. Cumming et al. (2010)
test two hypotheses in their study. The first is that buyout returns are higher in countries with
superior law quality and the second hypothesis is that buyout returns are higher in countries
with higher levels of corruption.
Meyer (2006a) hypothesize that there is a positive correlation between economic growth and
private equity activity. Meyer (2006b), Schertler (2003) and Clarysse, Knockaert and Wright
(2009) set out to examine determinants of venture capital activity, a part of private equity
activity. Groh (2009), Van Nes and Schachtner (2016) and Kelly (2012) investigate the
determinants of private equity activity. Mauro (1995) and Knack and Keefer (1995)
hypothesize that there is a positive effect of property rights on economic growth. Onyeiwu
(2003) tests the impact of corruption and trade openness on FDI flows. Caetano and Caleiro
(2009) test how economic freedom, measured as an index, affects FDI performance.
While there is a vast literature on economic growth, FDI and investment in relation to
corruption, there is not a lot of literature of private equity and corruption; neither is there any
widespread established theoretical context explaining this topic. The effect of corruption on
private equity activity is an empirical question. Furthermore, as stated earlier, the literature on
corruption and its economic implications largely follow the “Sand/Grease in the wheel” idea,
that there are two known outcomes, either a positive or a negative.
The previous sections lead to framing the following hypotheses that are tested in the
empirical analysis. Based on the compilation of previous literature in the field and the
author’s own thoughts and ideas of the subject, two research hypotheses are formulated in
order to be statistically examined.
The first hypothesis that is aimed to be tested empirically is:
Hypothesis 1: “Overall, higher perceived corruption significantly negatively impacts private
equity activity in Asian countries”. In line with most previous research, this is an appropriate
first hypothesis. It is appropriate to first determine the overall general effect of corruption on
the private equity activity.
The second hypothesis relates to the different country groups as classified by the MSCI,
namely Developed markets, Emerging markets, and Frontier markets. The aim is to
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determine if there are differences between the categories of countries, in terms of the effect of
corruption on private equity activity.
Hypothesis 2: “Differences in perceived corruption affect private equity activity in groups of
countries differently. Frontier markets receive relatively higher increases of private equity
activity than Emerging markets and Emerging markets receive relatively higher increases of
private equity activity than Developed markets.”
The next section will outline the choice of data for the following analyses and some
important data statistics generated from the data outputs in Stata.
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4. Data collection
This paper is inspired by Groh (2009), Kelly (2012) and Van Nes and Schachtner (2016) and
is thus built upon similar frameworks as the previously mentioned papers, most notably when
it comes to the grouping and categorisation of control variables. Most methods and models
used in previous studies are ordinary regressions with averages, time series and panel data
regressions along with correlation matrices and a variety of descriptive statistics sections.
As discussed in the previous section, I will use an econometric framework based on a
compiled panel data set. The general regression model used when performing the regressions
on the hypotheses is presented below in section 7 and the estimation technique is explained
deeper in section 5.1. The data set is gathered and compiled using a number of different
sources. First, the independent corruption variable is gathered from Transparency
International’s data set on the corruption perception index from the years 2004-2017. Second,
aggregate private equity data has been gathered from the Capital IQ database. Both the total
number of transactions and the size of transactions are used. Last, a wide set of control
variables has been gathered in order to determine country specific characteristics. These
variables are retrieved from World Bank Indicators and World Bank Doing Business.
Furthermore, the population numbers for 2017 are not yet available at World Bank Indicators
and are thus retrieved from Worldometers instead.
The control variables are believed to affect private equity activity and are compiled based on
the literature review on the topic and similar topics. The different control variables are
classified in accordance with which category these variables represent and grouped
accordingly. This methodology is represented in some of the previous literature, which is
mentioned in the beginning of the section. A full list of control variables is found in Table 5
in the Appendix.
Furthermore, a correlation matrix of all variables will be presented as well as statistics of
different moments, such as means, standard deviation and minimum and maximum values.
First, Figure 17 in the Appendix shows the correlation matrix of all variables. A problem with
using too many variables can sometimes be multicollinearity, and it occurs when two or more
explanatory variables are highly correlated with each other. In Figure 17 we note that a few
variables are highly correlated with each other which mean that there is risk of unstable
parameters estimates. In order to estimate a model that has variables from each category and
with significant amounts of data, there is a possibility of problems with multicollinearity. To
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avoid this as much as possible a number of variables are dropped from the original list in
Figure 17 to the complete model in Figure 18.
Next, Table 1 shows a table of descriptive statistics. This table describes the number of
observations, means, standard deviations, minimum values and maximum values of all
variables in this research paper. All variables gathered are represented in the table. Some of
them are not used in the regression analysis for the first and second hypothesis.
Note that many variables have a large number of observations but in some cases, there is a
lack of important data for most countries in this research. Furthermore, the mean of the CPI is
roughly 45. CPI is measure as an index between 0 and 100, which means that on average,
corruption is very much a real phenomenon. Many of these variables are measured as
percentages. The complete list of variables and the descriptions is found in Table 5 in
Appendix.
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4.1. Perceived corruption
This paper uses the Corruption Perception Index from Transparency International as the main
independent variable. The variable is called CPI in this research. First launched in 1995, the
Corruption Perception Index has been widely attributed with observing the global issue of
corruption and putting it on the policy agenda. The CPI is an index that measures from 0 to
100, with a higher score indicating that the country is freer from corruption. 0 means
complete perceived corruption and 100 means that the country is perceived to be completely
free from corruption. The index functions as a robust calculation of public-sector corruption
in countries. It is attained from individual surveys on analysts, business people and experts in
their countries, and investigations of several institutions.
The measurement has been criticized for the focus on the public sector corruption. There is a
slight risk for the result of this research due to the focus of the index, and the results might
not be as accurate as one would like them to be. However, it is believed that the purpose of
the paper, examining the role of perceived corruption against investments in different
countries, is not restricted by this inadequacy.
The CPI is used in many previous studies and its illegal nature makes it difficult to quantify
directly. Hence, the CPI is identified as an appropriate proxy for corruption. Table 2 shows
the best and worst performers in terms of perceived corruption levels between 2004 and
2017.

Table 2. This table outlines the best and worst performing countries in terms of the absolute difference between the value of the
Corruption Perception Index from 2004 and 2017.

Indonesia and Bangladesh have recorded massive positive developments and increased their
scores radically. Starting from a lower level, the relative increase is of course higher than for
other countries. In general, the countries that have seen the biggest increase in freedom from
corruption are Emerging and Frontier markets. On the other side, some Frontier markets, such
as Bahrain and Oman, have experienced dramatic decreases in freedom from corruption and
these countries need to change this trend in order to become attractive for investors.

18

Martin Ulinder
T HE RISE OF PRIVATE EQUITY IN ASIA : IS IT HAMPERED BY PERCEIVED CORRUPTION ?

4.2. Private equity activity
The data for the independent variable Private equity activity is gathered from the Capital IQ
database. Capital IQ is a research and analysis firm that offers a variety of data feeds to
thousands of investment managers, investment banks, private equity fund, corporations,
advisory firms and universities. It is Standard & Poor’s research division. Since each sheet in
excel is formatted in such a way that they can only handle up to ten thousand transactions per
sheet, a lot of manual work has been done in order to put all data together from a number of
different sheets from several years.
The data on private equity activity in Asia renders into two different variables, one mirroring
the total number of transactions for each country and year and the second one is the aggregate
value of transactions for each country and year. The value of each transaction can be defined
as the combined enterprise value of the acquired firms converted into the same currency.
When retrieving the data from Capital IQ, all transaction values are in Philippine pesos
(PHP). These values are converted into USD by using the constant average USD/PHP
exchange rate between the years 2008 and 2017, 0.0219.
The same investment data is presented throughout this paper. The investment definitions and
data used differ slightly among previous literature but this research paper follows the strategy
of Van Nes and Schachtner (2016) and combines different types of transactions under the
summarized name Private equity activity.
After filtering out the relevant transactions from the Capital IQ database, I identify USD 24.5
trillion in Total Transaction Value for the years 2004-2017, spread across 273,166 private
equity transactions for the 23 countries in this research paper. In this data sample, I have
selected those transactions classified as “Merger/Acquisition”, “Private Placement” and
“Spin-off/Split-off”. Then I continue with the investment types “Acquisition of Equity
Stake”, “Growth Capital”, “PIPE9”, “Spin-off”, “Split-off” and “Venture Capital”. I exclude
transactions that are announced but not closed within the time scope of this research. A
complete list of which types of transactions are included in this research and description of
those is found in Table 6 in the Appendix. For the empirical analysis, the dependent variable
is the log of the total numbers of private equity transactions, in order to decrease the variation
and take away potential outliers.

9

Private investment in public equity
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4.3. Control variables
The control variables are grouped into different categories. This research paper follows a
similar methodology as Groh (2009), Kelly (2012) and Van Nes and Schachtner (2016), by
using the following variable categories: Legal, Economic activity, Capital markets,
Entrepreneurship, Social environment and Taxation.
In the Legal category, “Enforcing contracts” and “Protecting minority investors” are the
variables retrieved from the World Bank Doing Business. These variables are gathered to
summarize the legal aspect of determinants of private equity activity.
In the Economic activity category, the variables “GDP”, “GDP per capita”, “GDP growth”,
“GDP per capita growth”, “Trade” and “Unemployment” are used to capture the economic
determinants of private equity activity in Asia.
In the Capital markets category, I look at the variables “Real interest rate”, “Getting credit”,
“Bank nonperforming loans” and “Stocks traded” to gather estimations of the effect of the
capital markets on private equity activity.
In the Entrepreneurship category, the representing variables retrieved the World Bank Doing
Business are “New business density”, “Research and development expenditure”, “Cost of
starting a business” and “Starting a business”. These variables are predicted to affect
investment behaviour.
In the Social environment category, the variables proposed as private equity determinants are
“Logistics performance index”, “Urban population”, “Electricity” and “Internet users”. The
data for these variables is gathered from World Bank Indicators.
In the last category, Taxation, the variables used are “Profit tax rate” and “Time spent on tax
issues”. The data for these variables is also gathered from the World Bank Doing Business.
A full coverage of the control variables can be found in Table 5 in Appendix. The table
includes variables names, which category each variable belongs to, a description of the
variables and from which source the variables were retrieved.
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5. Methodology
5.1. Estimation technique
A panel data consists of a group of cross-sectional units who are observed over time. In this
case, the units are the countries and the time is each year between 2004 and 2017. This
research includes a large panel data set containing many observations from a number of
countries. The data set contains a strongly balanced panel. With panel data we can control for
factors that vary across countries but do not vary over time, factors that could cause omitted
variables bias if they are omitted, and factors that are unobserved or unmeasured and
therefore cannot be included in the regression using multiple regression.
In this research paper, the econometric model is regressed as a pooled OLS10 model, a fixed
effects model and a random effects model. These three estimations are usually made when
working with a panel data set. Upon these estimations I will use different econometric tests to
determine which of the models is the most appropriate for each hypothesis. When deciding
between a fixed effects estimation or a random effects estimation, the criteria are to check
whether the country-specific effects are uncorrelated or correlated with the explanatory
variables and to check if the variance of the country-specific effect is constant or not. When
deciding between a random effects estimation and an ordinary least squares estimation, the
criteria is to check whether there are country-specific differences and heterogeneity to
account for or not. If there are none, we may use to pooled OLS estimation. For those
regressions that results in the fixed effects estimation being the most appropriate one, Stata
will test for time fixed effects and include time effects if considered necessary.
The pooled OLS model is the least squares estimator of panel data. The data for the different
countries are pooled together. The risk with estimating panel data with a pooled OLS
estimation is that the standard errors might be incorrect, typically too small and might
overstate the reliability of the estimator.
With the fixed effects (FE) model, all behavioural differences between individuals, referred
to as individual heterogeneity, are assumed to be captured by the intercept. If we run a regular
fixed effects regression in Stata, the command will automatically get us the correct standard
errors. When running FE estimations, it is assumed that something within a country may bias
the dependent variable and we can control for this. For instance, there could be cultural
10

Ordinary least squares
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differences between countries. (Torres-Reyna, 2007) In the FE model, the country-specific
effect is a random variable, which is allowed to be correlated with the explanatory variables.
With the random effects (RE) model, we assume that all individual differences are captured
by the intercept variable which is also the case with the fixed effects model, but we also
recognize that the individuals in our sample were randomly selected, and thus we treat the
individual differences as random rather than fixed. When running the RE estimation, we treat
the differences between countries as random rather than fixed. In this type of estimation, the
country-specific effects are uncorrelated with the explanatory variables of all past, future and
present time period for the same country.
After performing each OLS estimation, there is a test for heteroscedasticity (BreuschPagan/Cook-Weisberg test for heteroscedasticity) and a test for first-order autocorrelation
(Woolridge test for autocorrelation). If needed, the regression is estimated again with
heteroscedasticity- and autocorrelation-consistent standard errors, in a robust regression
method. The robust estimator of variance has one attribute that the conventional estimator
does not have; the ability to relax the assumption of independence of the observations.
Running the robust estimates means producing “correct” standard errors, even if observations
are correlated. Further, the model is estimated as an FE model and an RE model. Last, there
is a test for the most appropriate model and the chosen model is then estimated with
robustness again. Last, if a test for time fixed effects yields a significant result, the regression
will also be estimated introducing time fixed effects, implying that there are year-by-year
shocks that should be included.
5.2. Sample selection issues and limitations
During the early process of the period for this research paper, several issues had to be dealt
with. First of all, the number of years and the number of countries in the data set had to be
shortened. This will be further explained below.
Second, when gathering the data on private equity deals from Capital IQ, it is noted that
71,998 of 273,166 (26 percent) have missing transactions values. Thus, the empirical analysis
will contain one dependent variable and that is based on the total number of transactions, not
the total value of transactions. However, the data for transaction values is used in the
descriptive section of the paper.
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Third, when organizing the data set, a few variables had to be taken out of the set due to too
many missing values, mostly for smaller economies that do not report data to the same extent
or countries where it might be more difficult to estimate these data points. The period of
estimation is cut from 2000-2017 to 2004-2017 and the number of control variables in the
main regression analysis is cut from 22 to 11. Furthermore, some of the variables in the data
set contain missing values which lower the number of observations in the following panel
regressions, but the omissions are in most cases not significant and the observations are seen
to be good enough to be included in the estimations. The control variables are selected on the
basis that they fit the previous literature and predicted determinants of private equity activity
and the reliability of the sources the data is gathered from.
For the variable “Electricity”, some numbers for later years have been imputed manually. For
all countries the data set, the variable has number up until 2014. For 2015, 2016 and 2017, all
numbers are missing. With this in background, the countries with a 100 percent access to
electricity in 2014 are logically believed to have the same access to electricity in the years
2015-2017. For the countries with a lower access to electricity in 2014, the coming year is the
same number as the year before plus one percentage point with the reasoning that the trend
from 2004-2014 is positive for each year so the trend is likely to be positive for 2015-2017.
Furthermore, when analyzing and commenting on the effects of the variables in each of the
regressions, the effect is stated as holding all the other explanatory variables constant.
Countries
The Asian countries used in this research paper are all countries with a sufficient amount of
data. The country classification follows the country categorization as per the MSCI index, a
widely known international index provider. Thus, the below table is divided among the
categories Developed markets, Emerging markets and Frontier markets. The countries are
also included in a specific region according to the MSCI region specification.
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A number of countries had to be taken out from the complete dataset due to a lack of different
types of data. The emerging markets Taiwan and United Arab Emirates are not included in
this research. For these countries there was a major lack of data for control variables. In the
case of Taiwan, it seems some data sources include the county’s statistics in the data of
China. For the frontier markets, only Palestine is taken out due to lack of data. For other
Asian markets, all countries were excluded from the research due to lack of appropriate data.
The target was to include 42 countries in this paper but due to data restrictions, the number
had to be cut to 23. Two emerging markets and one frontier market together with other Asian
markets are taken out of the data set. After performing these limitations to the data set, it is
believed to be sufficient for data analyses.
Years
The time series of the study had to be shortened slightly due to lack of data for the earlier
years. The complete data set thus consists of data between 2004 and 2017, giving a 14 year
range to examine, which seems good enough.
5.3. Empirical strategy
The first step of the empirical analysis is to compile the data set. After compiling the data set,
the econometric model is set up the based on the panel data set. The model will be estimated
with different sets of control variables and also a complete model with all control variables.
The models will be run as the regular pooled OLS estimation as well as the fixed effects
model and the random effects model. In order to determine the most appropriate and accurate
model, the models will be compared in Stata by using the Hausman for fixed effects test and
the Breusch-Pagan test for random effects. The section for empirical analysis will be
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presented after the section for descriptive statistics. The analysis will cover discussions on the
OLS estimations and the by econometric tests chosen estimation.
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6. Descriptive statistics
In the section, the most important information regarding descriptive statistics will be
presented. The information will follow the country specification groups, starting with
Developed markets. This section aims to shed more light on the central topics of this research
paper, the trends on corruption and private equity, as well as the countries themselves. A
selection of countries from the data of this research is discussed below.
Figure 3 shows a scatterplot with the 23 countries included in this paper. The dots indicate
the average number of private equity transactions between 2004 and 2017 and the average
score on the Corruption Perception Index between 2004 and 2017. The red dots represent the
Developed countries Singapore, Hong Kong, Japan and Israel. These countries have much
higher scores on the CPI over the years and are thus believed to be safer and less corrupt than
the other countries. The yellow dots represent the Emerging countries. In these countries,
there is a larger variation of the scores on the CPI. What is more noticeable is the average
number of transactions where some countries have a low average, some around 1000 or 2000
and then there is China with the highest average number of transactions. Last, the blue dots
represent the Frontier countries, where corruption is more widespread and concentrated
between these countries and where the average number of transactions is low.
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Figure 2. Scatterplot of all 23 countries, plotting the average level for the Corruption Perception Index against the average number
of private equity transactions over the whole time period of this research, 2004-2017. The red dots represent Developed markets, the
yellow dots represent Emerging markets and the blue dots represent Frontier markets.
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Developed markets
The developed countries in Asia and in this research are Israel, Hong Kong, Japan and
Singapore. These countries are similar to the western world in terms of standard of living,
economic stability and legal society.
Figure 4 and Figure 5 illustrates an example for one of the countries in this paper, here we see
Singapore. We note that as the number of private equity deals has increased steadily over the
years, freedom from corruption has decreased, implying that there is more perceived
corruption when the number of private equity transactions increase. Even though the data on
total value of transaction is not completely without omitted values, there is a pattern for
Singapore here with increased corruption as well as increased total value of private equity
transactions. For Singapore, the CPI has gone from 93 in 2004 to 84 in 2017. 84 is still a high
rank relative to other Asian markets, yet a decline in freedom from corruption over the last 14
years. The number of transactions has gone from around 200 per year in 2004 to around
1,200 transactions per year in 2017.
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Figure 3. Number of private equity transactions and level of freedom from corruption for Singapore between 2004 and 2017.

Below is a similar relationship for Singapore. Here we plot the same CPI development
against the total value of private equity transactions over the same period. As the total
number of transactions has increased, so has the total value of transactions.
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Figure 4. Total value of private equity transactions and level of freedom from corruption for Singapore between 2004 and 2017.

Next, we look at Hong Kong. Figure 6 shows the development and illustrates that the level of
corruption is almost on the same level today as it was in 2004, having changed from 80 to 77
on the index. However, the corruption score has changed a lot over the years. Still, a CPI
score of around 80 indicates that Hong Kong is relatively free from corruption. As for private
equity activity, the number of transactions has increased steadily from less than 500
transactions in 2004 to more than 2,000 in 2017.
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Figure 5. Number of private equity transactions and level of freedom from corruption for Hong Kong between 2004 and 2017.
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Figure 6. Number of private equity transactions and level of freedom from corruption for Japan between 2004 and 2017.

Compared to Singapore and Hong Kong, Japan has had a lower score of the Corruption
Perception Index. In 2017 Japan scores 73 on the index. Also, Japan has seen a huge increase
in number of private equity deals over the period. We note the long decline between 2006 and
2009, around the years of the financial crisis, which was followed by a massive increase in
the years after.
Note that the Corruption Perception Index tends to decline for these developed countries.
Perhaps the large number of transactions in the richer parts of Asia contributes to a more
difficult situation for the countries. There is more stress in business life and is it hard to track
where money goes. With a large number of transactions come more people and more
intermediaries. It is interesting to note that the Corruption Perception Index tends to increase
roughly between the years 2004 to 2010 before declining; at least the pattern is clear for
Hong Kong, Singapore and Japan. After the financial crisis in 2008, the developed countries
experienced greater uncertainty, unstable financial markets and lower demand. This decline
in the world economy affected the more developed countries the most. It cannot be proven
that this is the reason for increased corruption, but the pattern is clear.
Emerging markets
This group of countries has for decades been considered to be the “next generation” of
economic power countries and is assumed to show stable growth numbers for years to come.
The two main markets, China and India, together account for 36 percent of the world
population (Worldometers, 2018). The scores on the Corruption Perception Index are far
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lower for these countries than for the Developed markets. China, the largest population in the
world, scores a level of 34 in 2004 and 41 in 2017. It is a relatively slow increase in freedom
from corruption and the fact that China is a massive country might contribute to this. The
private equity activity has reached record levels in China. From less than a 1,000 deals in
2004 to more than 12,000 in 2017. Even during the financial crisis, when the Developed
markets shows declines, China showed an increase in total private equity transactions. As for
the total value of transaction, there is an increase almost all the way since 2004.
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Figure 7. Number of private equity transactions and level of freedom from corruption for China between 2004 and 2017.
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Figure 8. Total value of private equity transactions and level of freedom from corruption for China between 2004 and 2017.
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Next we look at India, the world’s second largest population and a country that is predicted to
become a new economic superpower within decades. Starting from a lower score on the CPI
than China back in 2004, 28, India has now leveled China and scores a level of 40 on the
freedom from corruption scale. India also shows a massive positive development in the
number of transactions per year. In India, the number of deals has gone from around 200 in
2004 to slightly below 3,000 in 2017.
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Figure 9. Number of private equity transactions and level of freedom from corruption for India between 2004 and 2017.

Indonesia struggled heavily with corruption in 2004 recording a score of 20 on the CPI,
which indicates that corruption is very much dominant in the country. A steady increase since
has resulted in a score of 37, not far from China and India. Corruption has decreased steadily
in Emerging markets over the period of this research paper. Perhaps India and Indonesia are
on the verge of becoming “the new China” with this positive development of less corruption
and more investment activity. There is the risk for these markets to have similar
developments as the developed markets once they reach the same numbers of transactions,
that corruption will increase when too many transactions cannot be controlled. However,
there is also the opportunity of preventing this development with the recent focus on
sustainable questions such as corruption, with more regulations and transparency in deal
reporting.
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Figure 10. Number of private equity transactions and level of freedom from corruption for Indonesia between 2004 and 2017.

South Korea is the Emerging market with the highest CPI score in 2004. However, they show
the slowest increase, changing from 45 in 2004 to 54 in 2017. The increase in private equity
activity is significant with a development from around 100 transactions in 2004 to just above
3,000 transactions in 2017.

South Korea
60

4000

3000

CPI

40

2500

30

2000
1500

20

1000
10

Number of transactions

3500

50

500

0

0
2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017
CPI

Number of transactions

Figure 11. Number of private equity transactions and level of freedom from corruption for South Korea between 2004 and 2017.

The emerging countries did not see the same decline in the economic climate after the
financial crisis as the developed countries did. Instead, the experienced a fast recovery,
increased GDP with robust domestic consumption and intra-regional trade that offset the
demand from developed markets.
32

Martin Ulinder
T HE RISE OF PRIVATE EQUITY IN ASIA : IS IT HAMPERED BY PERCEIVED CORRUPTION ?

Frontier markets
The frontier countries are generally considered riskier than Emerging markets, being less
developed economically. Some frontier markets do not have a stock exchanges and they are
generally seen as less developed than their emerging counterparts. Kazakhstan has seen an
increase from 22 to 31 on the Corruption Perception Index, indicating that the country is on
the right path towards becoming freer from corruption, even though there is a long way to go.
Regarding the total number of private equity transactions per year, it has grown from just a
few deals in 2004 to around 100 in 2017. However, the graph illustrates a somewhat
changing behavior, where the number of deals shifts up and down throughout the period.
Overall, the trend is positive even for Kazakhstan. We note that the total number of
transactions is much lower for these frontier markets than for the developed and emerging
markets.
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Figure 12. Number of private equity transactions and level of freedom from corruption for Kazakhstan between 2004 and 2017.

Bangladesh is considered one the poorest countries in the world, with one of the lowest CPI
scores in 2004. Since then, it has been a relatively high growth in the level of CPI, but a score
of 28 in 2017 still indicates a large prevalence of corruption in the country. Similar as in
Kazakhstan, the number of transaction changes a lot and shows a swinging behavior for
Bangladesh.
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Figure 13. Number of private equity transactions and level of freedom from corruption for Bangladesh between 2004 and 2017.

Vietnam is the Frontier market with the highest number of transactions per year. To grow
from zero to roughly 600 deals per year in 2017 shows signs of a strong development for the
private equity sector in Vietnam. The Corruption Perception Index is on a slow upward trend,
reaching 35 in 2017 from an original score of 26 in 2004.
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Figure 14. Number of private equity transactions and level of freedom from corruption for Vietnam between 2004 and 2017.

The Frontier markets are in a similar position as the Emerging markets were years ago and it
seems like they are in a good position for the future if they can learn from the development of
countries such as China and India.
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Descriptive summary
To summarize, the Developed markets have a higher score on the Corruption Perception
Index than other markets, but the change from 2004 is actually negative in some cases.
Moreover, they show a significant increase in total number of private equity transaction per
year. The Emerging markets show a steady positive growth in total number of deals, and
generally an increase in their CPI scores. As for the Frontier markets, they show lower CPI
scores than other countries and the development of the number of transaction is positive as
the other markets, but differs a lot relatively, moving up and down without any real pattern.
These markets are not as developed as the other countries and investors see less and riskier
investment opportunities there. The investment activity is still quite low for the frontier
markets, but perhaps they see and learn from the emerging countries. Benefits such as
increased living standards, education, health and others might support their desire to be free
from corruption might be stronger than for other types of countries.
The total number of transactions and the total value of transactions vary substantially
between the different groups of countries. It can indicate that underlying factors are
interesting to study, for example at what stage in the development process different factors
impact private equity activity. Thus, two hypotheses have been stated in section 3 and they
are examined in the next section.
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7. Empirical analysis
The econometric model used in my panel data estimation is presented below:
2
𝑙𝑛𝑃𝐸𝑖,𝑡 = 𝛽0 + 𝛽1 𝐶𝑃𝐼𝑖,𝑡 + 𝛽2 𝐶𝑃𝐼𝑖,𝑡
+ 𝛽3 𝑉𝑖,𝑡 + 𝜀𝑖,𝑡

where 𝑃𝐸𝑖,𝑡 is the dependent variable, the total number of private equity transactions in the
first model and the aggregate transaction value in the second model. 𝛽0 is the intercept, 𝐶𝑃𝐼𝑖,𝑡
2
is the independent variable Corruption perception index, 𝐶𝑃𝐼𝑖,𝑡
is the independent corruption

variables squared in order to capture the potential non-linear relationship, 𝑉𝑖,𝑡 is a set of
control variables all assumed to have an effect on private equity activity in accordance with
previous studies. Last, 𝜀𝑖,𝑡 is the error term, which captures the effects in the dependent
variable that are not explained by the explanatory variables.
The model presented above is the general model; the set of control variables will change
depending on which question that is tested. The empirical results of the first and second
hypothesis are presented in a combined table found in Figure 15.
The first hypothesis will be tested with an overall regression model. The model will contain
variables from each of the variable categories. However, some variables are omitted due to
less data than others and to avoid collinearity. This is the general comprehensive model and
for the first hypothesis, I will discuss tests related to the first model in order to determine
which model is the best fit.
The second hypothesis will follow the same pattern as the first one, where the model will be
the same comprehensive model containing as many of the control variables as possible
without violating the collinearity. Furthermore, the model will be run three times, reflecting
each country category separately. Figure 15 is organized in such a way that both hypothesis 1
and 2 are handled.
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All markets
For the OLS estimation for All markets, corruption is positively significant on the five
percent level with a coefficient of 0.21 and corruption squared is negatively significant on the
ten percent level with a coefficient of -0.002, indicating a non-linear relationship. Private
equity activity is possibly increasing when the levels of corruption are relatively low, but the
marginal effect declines with more deals and at a certain time, the number of transactions
might start to decrease as the level of the CPI increases. For every unit increase in CPI,
private equity activity increases by 0.21 units. Perhaps this result specifies that a little bit of
corruption can give a push to investment activity, especially in countries with rather high
levels of CPI. The estimation yields an R2 of 77.1 percent, which indicates that the variation
in private equity activity is explained up to 77.1 percent by the model.
Furthermore, enforcing contracts is negatively significant on the one percent level, GDP is
positively significant on the one percent level. The negative significance of enforcing
contracts seems logical; the longer it takes to resolve these kinds of matters, the lower is the
private equity activity. The time spent on tax issues is also understandably negative in its
effect on private equity activity. The positive effect of profit tax on private equity activity can
be seen as strange and not logical. However, the higher profit tax could be connected to more
economically developed countries with a higher GDP and thus the more private equity
activity, the higher taxes.
Urban population is negatively significant on the one percent level, profit tax is positively
significant on the five percent level and time spent on tax issues is negatively significant on
the five percent level. The other variables have a non-significant effect on private equity
activity.
In the FE estimation for All markets, both corruption and the squared corruption variable
have non-significant effects on private equity activity. Enforcing contracts is positively
significant on the ten percent level (the biggest coefficient of the significant with 1.04),
stocks traded is positively significant on the one percent level, starting a business is positively
significant on the one percent level, access to electricity is positively significant on the five
percent level and urban population is positively significant on the one percent level. The
other variables have a non-significant effect on private equity activity. In the FE estimation,
the significance of enforcing contracts is contrary from the OLS estimation. Stocks traded
relates to the activity in the capital markets and it seems like a more active stock market leads
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to a more active investment climate. The ease of starting a business is also logically positive
for private equity activity. The easier it is to start a business the more businesses are likely to
be started and in turn, the more acquisitions of firms are expected. Furthermore, social factors
such as electricity and urban population are positive for investment activity. The link is
understandable, but the connection is probably quite vague. Last, the estimation shows an R2
value of 9.6 percent.
After testing for time fixed effects, it is concluded that the estimation with time fixed effects
in the preferred one. The fact that we see large time effects indicates that there are important
year-by-year shocks to the outcome variable that should not be ignored in this case. The
explanatory power is now lower than for the fixed effects estimation, roughly 2.6 percent. We
also note that starting a business is the only significant variable in this estimation. Even
though the two corruption variables are non-significant, the coefficients are larger than for the
fixed effects estimation, implying a more important role for corruption. As for the other
estimation for All markets, the sign is positive for CPI and negative for CPI2, again inferring a
potential non-linear relationship. It seems as corruption is negative for private equity activity
for lower levels of investments, but might be positive when the investment activity is
significant.
Summary
When pooling the countries together and ignoring potential country-specific effects, it is clear
that the first hypothesis in a standard OLS regression holds and corruption is an obstacle for
private equity activity. The non-linear relationship is also confirmed for this estimation.
However, by using the FE estimation, it cannot be determined that private equity activity is
significantly affected by the level of the Corruption Perception Index. The Hausman test for
fixed effects determined the appropriate model and if we follow the result of this test, we
cannot be sure about the first hypothesis. When accounting for time fixed effects the
coefficients are larger than for the regular fixed effects estimation but still non-significant.
All in all, the coefficient for CPI is greater than the coefficient for the squared CPI and the
standard errors are small.
Developed markets
For the OLS estimation on Developed markets, corruption and the squared corruption
variable do not show significant effects on private equity activity. GDP is significantly
positive on the one percent level, stocks traded and starting a business on the five percent
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level and urban population on the ten percent level. The other variables have a nonsignificant effect on private equity activity. GDP has, as for all OLS estimations, a highly
positive impact on private equity activity, suggesting that more developed countries have
higher investment activity. Stocks traded and ease of starting a business are expectedly
positive for private equity activity. The same goes for urban population, where it is believed
that a more urban population indicates a more developed society and thus a more developed
investment climate. This is partly supported by the high correlation (0.8737) between GDP
per capita and urban population. The estimation shows an R2-value of 99 percent.
The FE estimation on Developed markets yields an R2 of 0.06 percent, indicating that the
model does not explain anything of the variation in private equity activity. It is hard to draw
any conclusions for the estimation because of the low explanatory power. In this model
however, starting a business has the largest significant coefficient of 0.11.
Emerging markets
For the OLS estimation on the Emerging markets, corruption is positively significant on the
five percent level with a coefficient of 0.41 and the squared corruption is negatively
significant on the five percent level with a coefficient of -0.005, giving the same indication of
a non-linear relationship as for the All markets estimation. GDP is positively significant on
the five percent level, starting a business is positively significant on the five percent level,
access to electricity is negatively significant on the one percent level and time spent on tax
issues is positively significant on the ten percent level. The other variables have a nonsignificant effect on private equity activity. The impact of corruption is the same as for the
estimation on All markets. The estimation shows an R2 of 91.3 percent.
In the FE estimation on Emerging markets, squared corruption is negatively significant on the
ten percent level with a coefficient of -0.001, access to electricity is positively significant on
the one percent level, profit tax is negatively significant on the one percent level and time
spent of tax issues is negatively significant on the ten percent level. The other variables have
a non-significant effect on private equity activity. More access to electricity is a social factor
that correlated with more private equity activity, probably through affecting society and the
economic state of the country. Also, the lower the profit taxes the higher the investment
activity. Here, access to electricity has the largest coefficient of the significant effects with
0.08. Furthermore, the estimation yields an R2 of 8.72 percent.
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When testing for time fixed effects for the emerging markets, it is clear that these should be
included. The explanatory power increases significantly (0.2128) and we the CPI is positively
significant on the five percent level while the squared CPI is negatively significant on the five
percent level. This result implies the more perceived corruption hampers private equity
activity in these kinds of countries. Emerging markets are generally less developed than the
developed economies such as Singapore, Hong Kong and Japan. The coefficient for CPI is
0.1601, implying that a one unit increase in the Corruption Perception Index leads to a 0.16
percent increase in private equity activity. Furthermore, enforcing contracts is negatively
correlated on the five percent level, GDP is positively correlated on the one percent level,
trade is positively significant on the five percent level, stocks traded and getting credit are
negatively significant on the ten and five percent level respectively and profit tax is
negatively significant on the one percent level.
Frontier markets
For the OLS estimation on Frontier markets, neither corruption nor corruption squared is
significantly affecting private equity activity. Enforcing contracts is positively significant on
the five percent level, GDP is positively significant on the one percent level, trade is
negatively significant on the one percent level, starting a business is negatively significant on
the one percent level, access to electricity is positively significant on the one percent level
and time spent on tax issues is positively significant on the one percent level. The other
variables have a non-significant effect on private equity activity. For Frontier markets, the
OLS estimation is the most appropriate estimation after testing the different estimations. It is
not expected that the time of enforcing contracts, a variable measuring judicial quality, would
be positively related to investment activity. The level of GDP is expectedly positive for
private equity activity and trade as percentage of GDP is negative for private equity activity.
Enforcing contracts has the largest significant coefficient of 3.23. It seems as access to
electricity is a more important determinant in the frontier countries than in other countries,
implying that social factors such as these are important to get a hold on first and it is likely
that the more advanced countries already have that in place. The estimation shows an R2 of
97.5 percent.
Summary
The second hypothesis is about the difference in corruption’s impact on private equity
activity for the different groups of countries. After performing the econometric tests to find
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the appropriate estimations, we cannot determine that frontier markets receive a higher
increase in private equity activity relative to emerging markets since the effect in Frontier
markets is not significant. However, the results yield indications that Emerging markets
receive relatively higher increases in private equity activity from increases in the Corruption
Perception Index. What we can determine is that the effect of corruption on private equity
activity is negative for Developed markets according to the FE estimation. The effect is nonsignificant for the most appropriate models for Frontier but significant for Emerging markets.
However, if we focus on the OLS estimations we see that the expectations are true for
emerging economies and that these countries receive a higher private equity activity than the
developed countries from an increase in the CPI. Furthermore, we can also note that the
coefficient of the CPI is in every estimation larger than the coefficient of the squared CPI,
which is all cases is very small, not bigger than a third decimal in any estimation.
Empirical summary
This empirical analysis finds indications that perceived corruption has a negative impact on
private equity activity in Asia. The OLS estimation is significant and the signs for the other
estimations are the same, positive for CPI and negative for CPI2. Thus, the first hypothesis
seems to hold true. However, for the fixed effects estimations and the time fixed effects
estimation, this result in not statistically proved.
The analysis further finds that for Developed markets specifically, the effect of more
perceived corruption is more private equity activity, while the effect for Emerging markets is
the opposite, in which less perceived corruption has a positive impact on private equity
activity. It is not statistically proven what the effect is from corruption on private equity
activity in Frontier markets, even though the sign for the CPI coefficient is negative in all
estimations.
Regarding the size of coefficients, only enforcing contracts has a larger coefficient than CPI
in the chosen estimation for All markets. For Developed markets, enforcing contracts and
starting a business both have larger coefficients than the CPI coefficient. For Emerging
markets, only enforcing contract has a larger coefficient than the Corruption Perception Index
variable. For the chosen estimation for the Frontier markets, the variables enforcing
contracts, starting a business and access to electricity all have larger coefficients than the
Corruption Perception Index coefficient. As previously stated, the coefficient of the squared
Corruption Perception Index is much lower than the regular CPI in all cases. It is a general
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theme that enforcing contracts has a large coefficient and for the time fixed effects estimation
on Emerging markets, a one unit increase in enforcing contracts (measured as number of
days) leads to a 0.9 percent decrease of private equity activity. It seems as the ability to
enforce contracts is overall the most important determinant of private equity activity in Asia,
indicating that reducing the time for resolving disputes and improving the quality of judicial
systems is a key to help increasing the private equity activity. This suggests a high priority
for policy makers to act upon.
Comparing with previous studies, it seems as the negative effect of corruption on FDI is
perhaps more significant than on private equity. Corruption has shown evidence of being
significantly negative for foreign direct investment (OECD, 2013; Mathur & Singh, 2011).
Furthermore, the results of this study follow the results of Caetano and Caleiro (2005) and
Asiedu and Freeman (2009) by estimating that corruption is showed to be more negatively
affecting investments in developing countries than in developed countries. For lowcorruption countries, the effect is not as apparent, and in fact, the effect is opposite in the
developed countries. A little bit of perceived corruption is associated with more private
equity activity in that case. (Caetano & Caleiro, 2005)
When analyzing the descriptive and the empirical part of this research paper, it seems as the
Emerging markets is the group of countries that best benefit from decreasing corruption
levels. With an expected increasing level of private equity investments for Frontier markets,
there is an opportunity to learn from what has happened in countries such as China, India,
Indonesia and Pakistan.
This study conducts an empirical regression analysis with several different estimations.
However, there is a fair chance that the results would be more valid with a few different
approaches to the analysis. Another set up control variables could have been used to further
improve the analysis. Furthermore, since the different estimations (ordinary least squares,
fixed effects, time fixed effects, random effects) yield quite different results in many cases
and the fact the OLS estimations give higher explanatory power, one can assume that there
are many country-specific different such as culture or religion that also play an important
role. It would be interesting to further explore these factors.
Last, it is interesting to note that more of the control variables have significant effects for the
emerging and frontier countries. Perhaps the effects are lower in the developed countries due
to already high levels of development. The effects from control variables are thus seen as
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more significant in countries that are less developed and have a bigger growth potential.
Small changes in these factors have smaller effects in developed economies.
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8. Concluding remarks
This thesis investigates the role of perceived corruption on private equity activity in Asia and
more specifically, in Developed, Emerging and Frontier markets. The study is based on data
from 273,166 private equity transactions from Capital IQ.
Corruption seems to affect private equity activity negatively when estimating with ordinary
least squares, and the effect is not determined when estimating with fixed effects. There is
evidence to a somewhat non-linear relationship between perceived corruption and private
equity activity due to different signs of the variables corruption and corruption squared.
Furthermore, there is no econometric evidence that the groups of countries (Developed,
Emerging and Frontier) behave differently. The descriptive statistics of this thesis point to
the notion that Developed markets enjoy increasing private equity activity with high volumes
and somewhat decreasing levels of CPI, although from high levels. For Emerging markets,
private equity activity is also steadily increasing from low levels in 2004 and the CPI is
increasing as well, pointing to a linear relationship for these countries. For Frontier markets,
the CPI is also increasing but from lower levels and the private equity activity is not
significant yet, although higher than in 2004.
Moreover, the ability to enforce contracts is an important determinant in most estimations.
Also, the general effects of other economic factors are more significant in less developed
economies, implying that some actions could be taken to come closer to those countries.
8.1. Future studies
This thesis presents a few shortcomings and things to consider for the future. The Corruption
Perception Index is based on public corruption. Even if this is considered a good estimator of
all corruption on average, finding a proper private measure would be beneficial. Also, the
study could be further improved by using the same number of control variables for each
variable group. Furthermore, it is recommended to look at even more and perhaps different
control variables. Also, due to the different results between the different estimation types and
the fact that the OLS estimation generate higher explanatory power, there is an opportunity to
expand the research and explore potential country-specific effects such as cultural or religious
factors.
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Appendix

Table 4. The full MSCI list of countries. This list functions as the template for choosing Asian economies to this research.
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