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The Effect of Corruption on Income Distribution: A
Panel Data Approach

Parvaneh Salatin!

introduction: In economic literature,
financial corruption is defined as the
abuse of public resources to one’s own
personal interests. Financial corruption
is a multidimensional, complex phe-
nomenon having many causes and con-
sequences. It is demonstrated on differ-
ent cultural, political and economical
scale. Increased paperwork in bureau-
cracies paves the way to the financial
corruption. High, illegal payments to
the public authorities, payments made
to affect regulation process, public
distrust, payments made to duck away
from taxes or to achieve import and ex-
port permits, utilization‘of the national
budget for personal purposes and fi-
nally, payments by highly influential
figures and monopolies made to leave
other corporations deficient, are the
major factors to determine the corrup-
tion-index. Financial corruption creates
mefficient assignments for the genius.
In a situation where financial corrup-
tion is prevalent in a society, people
specifically the talents, try to use illegal
ways like bribery and economic rent,
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instead of their skills, to achieve public
permits. Otherwise, these people could
increase the society’s potential for tech-
nical development. Financial corrup-
tion is a widespread phenomenon that
all countries, including both developed
and developing countries, have to face.
Several studies show that reducing the
corruption in developing countries has
been accompanied by increasing the in-
come inequality. In contrast, in devel-
oped countries, reducing the corruption
leads to a reduction in inequality.In this
regard, the main objective of this study
is to analyze the effect of corruption on
income distribution in middle-income
selected countries.

Method: In terms of purpose, this
study was an applied research and with
regard to method, it was a causal study.
In terms of research method, the nature
and manner of addressing the problem
secondary longitudinal and inferential
analyses were applied. In terms of the
method of identifying and collecting
information and statistical resources,
written document, electronic informa-
tion and vector scanning. In this study,
we referred to the statistical have been
applied. data available at the World
Bank. Using multivariate regression
and panel data and Excel and Eviews
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softwares, modeling the factors affect-
ing the distribution of income with
emphasis on corruption has been used.
Using the panel data has advantages
that make it different from other meth-
ods. Panel data has more information,
greater variability, lower coherency,
higher degrees of freedom, and higher
efficiency over time series and cross-
sectional data. Particularly, one of the
ways to reduce coherence is to com-
bine cross-sectional and temporal data
into panels.

Findings: The results of estimating
the model using the Fixed Effect and
Generalized Method of Movement in
the selected countries in the period of
1996-2013 indicate that financial cor-
ruption has a positive and significant
effect on the Gini coefficient as an
income distribution-index in middle-
income selected countries. Also, other
results of the model show that with
increasing unemployment in middle-
income  selected countries, the Gini
coefficient has increased and the distri-
bution of income has been uneven. By
improving information and communi-
cation technology (ICT) and increas-
ing real GDP, the Gini coefficient has
decreased in middle-income selected
countries and the distribution of in-
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come has improved. The expansion of
information and communication tech-
nology improves access to free flow
of information, increased production
and improved distribution of income.
In dynamic estimation of inflation, the
positive and significant effects and the
degree of openness of the economy had
a negative and significant effect on the
Gini coefficient as an indicator of in-
come distribution. Increasing the gen-
eral level of prices, reducing real wag-
es and reducing the purchasing power
of the labor rights will increase income
inequality. Inflation and the degree of
openness of the economy in the static
estimation have no meaningful relation
with the Gini coefficient in middle-in-
come selected countries.

Discussion: There are two rival and
contrasting theories on the effect of
financial corruption on economic de-
velopment. The first group are theo-
ries that consider corruption as a force
that damages the efficiency of markets
and in this way causes a decrease in
economic development. In the other
theories, corruption brings about an
increase in economic development and
growth by bypassing the inapt market
regulations and bureaucracies. The re-
sults of this study indicate that in the
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group of selected countries the aver- doNio
age income of the second group theory 3
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