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Results

To test the proposed relationship between civil service reforms and
the level of corruption and FDI in CEE countries, we estimate a
series of linear regression models. Because the data are organized by
country and by year, it is highly likely that the observations within
and across countries are related, violating the independ-ence of
observations assumption underlying linear regression. To account
for this, we employ standard errors that allow observations to be
specifi ed within panels by country and by year. In addition, we
employ models with a common AR(1) parameter to account for
autocorrelation of the disturbances.

Th e results for alternative measures of corruption are reported in
table 2, columns 1 and 2. Our data provide strong support for the fi
rst hypothesis that civil service reform reduces the level of corrup-
tion in CEE. Th e key predictor, civil service reform, is statistically
signifi cant in both models for corruption. When using the CPI, the
coefli cient of the reform variable is positive and statistically signifi
-cant at the 0.01 level. When running the model with the WB
index, the eff ect of reform is also substantial, as indicated by the
estimated coefli cient, which is positive and signifi cant at the 0.05
level. In both models, the chi-square statistics indicate a good fi t.
Th e R ? shows that the variables in the models explain 74 percent
to 79 percent of the variation in corruption.
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