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Background and Objectives: Although the study of the causes and
consequences of corruption in economics has a long history, but
guantifying/valuing corruption is not complicated and simple. Because
corruption is secret and it is very difficult to measure it. Corruption is caused
by various cultural, social, political, legal and economic factors. Empirical
studies on the causes of corruption show that corruption is a symptom of a
disease of deep institutional weakness. In fact, corruption should be
considered a symptom of a fundamental weakness of the state, and not the
underlying factor or the only determining factor of the diseases of society.
Corruption is often thought of as a consequence of an inappropriate
institutional environment. In general, corruption, by creating high costs and
high uncertainty (risk), makes the host country unattractive to investors and
destroys the incentives for foreign direct investment, and not only prevents
the inflow of foreign capital, but also leads to the outflow of capital from the
corrupt country. The present study develops an open-economy model of an
endogenous growth model based on the simple observation that a predictable
economic environment is of great importance to international investors, and
this becomes even more important when investors are confident that the
return on foreign investment will be higher. A business environment in which
corruption is prevalent creates a situation in which it is difficult to earn returns
on foreign investment. This situation has two primary effects on private
foreign investment decisions: First, expected returns are reduced due to
increased transaction costs with corrupt agents; and second, the dispersion of
returns will be greater (higher risk). Risk-averse investors will avoid such
threats and will withdraw from their foreign investment decisions in countries
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where these risks are high. Limited focus on corruption-investment
interaction: The specific interaction between corruption and investment in the
context of external supply chains has been less explored. While studies
address the impact of supply chain financing on investment efficiency and
corruption in supply chain management, there is a lack of research that
directly links the impact of corruption on investment decisions in supply
chain financing frameworks. Therefore, the aim of the research was to
examine the impact of corruption on foreign investment in value creation in
the financial supply chain.

Materials and Methods: The research method is based on paradigmatic
goals of the positive type, based on the objective, applied, based on the nature
of the data, quantitative, and in terms of the method of data collection,
documentary or library. For the practical and experimental test of the
investment regression model derived from an open economic model and the
endogenous growth model with international capital mobility, 88 countries
for the period of 2013 to 2022 were considered as a research sample with the
GMM estimator.

Results: In all these models, the interaction term between corruption and
foreign investment is negative. This seems to support the notion that countries
with less foreign investment are more exposed to the negative effects of
corruption. This may indicate that the relative impact of corruption on growth
varies with the level of foreign investment. Furthermore, for countries with
low levels of foreign investment, one would expect a significant and
significant effect of corruption on economic growth, evidenced by increased
uncertainty and instability. This is consistent with the well-known credit
constraint of poorer countries and emphasizes a version of the theoretical
model with a high level of risk aversion. This is more in line with the
estimation results obtained for the control variables similar to the other
samples in the study; the estimated coefficients on the control variables
generally have the expected signs, although sometimes they are not
significant depending on the choice of estimation method. Of the control
variables, only economic openness is not significant. The coefficients of
population, depreciation, technological progress, foreign direct investment,
life expectancy, education/training and government spending/expenditure are
significant and theoretically consistent with the expected signs. The
estimation results; indicate a relatively slow adjustment speed in convergence
and, together with the significance and positive sign of the foreign investment
rate, they support the version of endogenous growth models such as the AK
model used in this study. Also, given the wide scope of the theoretical and
empirical domain, it is necessary to consider the components of degrees of
freedom, the GDP growth rate that has an increasing effect; and the human
capital measure in the empirical analysis. The rationale for this lies in the
theoretical model and the predicted positive effect of the degree of freedom,
the level of GDP, and education/training on foreign investment decisions.
The effect of government spending is equally uncertain: although it can
provide the necessary public infrastructure for private foreign investment, it
can also lead to a mixed effect. Technology shocks can have detrimental
effects on foreign investment (exchange rate fluctuations and inflation);
therefore, they are expected to enter the regression with a negative sign.

Conclusion: Corruption in an open economy by deviating the flow and
mobility of international investment, reduces the efficiency/rate of return on
Foreign investment and increases its risk and weakens Foreign investment
activities. Therefore, the interaction between corruption and Foreign
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investment is negative and significant and confirms the notion that less
invested countries are more exposed to the bad effects of corruption. Because
developed countries with more access to international financing are less
susceptible to the harmful effects of corruption than emerging economies.
Therefore, it is expected that countries with low levels of Foreign investment
will have significant and significant effects of corruption, documenting the
increase of uncertainty and instability. Corruption and the environment
contaminated by corruption are the factors that determine the efficiency of
Foreign investment and its implementation. Also, the rule of law,
transparency and systematization of affairs can reduce the negative effect of
corruption. Finally, corruption and economy maintain a two-way causality
And they feed each other in a vicious cycle. Corruption practices are formed
in the absence of scientific and transparent economic principles and structures
and foreign investment. Corruption can disrupt the external financing supply
chain by increasing transaction costs (e.g., bribes for loan approvals),
distorting capital allocation, and eroding trust among stakeholders.
Transparent systems, such as blockchain, can mitigate corruption by
providing verifiable, tamper-proof records of financial transactions, reducing
opportunities for fraud or favoritism. External financing supports investment
by providing capital for operational expansion, technology adoption, or
inventory management. However, corruption can deter investment by
increasing perceived risks and costs. Transparent and efficient financing
mechanisms enhance investor confidence, ensuring funds are allocated
effectively and fostering sustainable growth.
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