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ABSTRACT 

In economics literature, corruption is a form of rent-seeking activities in which private 

agents attempt to get preferential treatment from the government by doing activites 

such as bribing government officials. These corrupt activities lead to misallocation of 

public budgets, and thus, might worsen the poverty rate. This study attempts to 

investigate the relationship between corruption and poverty rate using a cross-

sectional data from districts across Indonesia. This study measures corruption using 

the index of transaction costs provided by Komite Pemantauan Pelaksanaan Otonomi 

Daerh (KPPOD). The results show that correlation between corruption and poverty is 

not instantaneous. The effect appears in the long run, that is today’s corruption affects 

future’s poverty. 
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