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Abstract 

This paper examines the effect of governance on inequality, specifically if 

improvements in the World Bank’s Worldwide Governance Indicators affect inequality as 

measured by two Gini coefficients: Market Gini, before taxes and redistribution, and Net 

Gini, after taxes and redistribution.  

The data for the Gini measurements was taken from the Standardized World Income 

Inequality Database (SWIID) and the data for the Worldwide Governance Indicators was 

taken from the World Bank. Data for fifteen (15) years, from the start of the Worldwide 

Governance Indicators until 2013, was combined with data from SWIID for the same years. 

In all, data from one hundred fifty-six (156) countries with a full set of six (6) indicators for 

the years that had at least one corresponding Gini measurements were used in this study: in 

total one thousand seven hundred and forty-seven (1747) observations. 

In a pooled OLS regression, controlling for growth with the variable GDP per Capita 

expressed as a per cent (%) change on an annual basis, the individual indicators gave the 

following results, where a positive sign indicates increased inequality and vice versa: Control 

of Corruption and Regulatory Quality showed a positive sign for both Gini measurements. 

Rule of Law, Government Effectiveness, Political Stability and the Absence of 

Violence/Terrorism, gave a negative sign for both Gini measurements. Voice and 

Accountability showed a positive sign for Market Gini and a negative sign for Net Gini. 

The fact that an improvement in Control of Corruption increased inequality both before 

and after taxes and redistribution was unexpected and should be further researched. 

 

Keywords 

Economic inequality, Gini coefficient, governance, Worldwide Governance Indicators, 

the Standardized World Income Inequality Database (SWIID), pooled OLS regression 

analysis  
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1 Introduction 

1.1 Background 

In the beginning we were all poor, susceptible to diseases and at the mercy of nature. 

Now some of us have gotten ahead. We live in welfare states, eat antibiotics and wear coats; 

we live better than a Middle Age King. Being a social animal, humans live and thrive in 

groups. We have evolved to take care of each other, but we identify ourselves by belonging to 

a group and will put our group above other groups. 

Some groups do better than others, in particular those groups that manage to maintain 

and develop social institutions such as trust, reciprocity and caring while growing in to a 

bigger group like a state.  

The difference between those states that have gotten ahead and those that are left behind 

are the social institutions, customs and mores of the group or groups inhabiting the state, in 

short the governance
1
 of the group. The lack of good governance results in the absence of 

economic development resulting in a comparatively smaller creation of wealth. Within a 

group the difference of wealth makes up the inequality
2.  

The existence of inequality has always called for an explanation, be it the reincarnation 

of the Indian Hindus, the predestination of Calvinism or racism. Inequality has invoked the 

generosity of religious movement and stands as a theoretical cornerstone and a motivator in 

the political movements Communism and Socialism.  

But the question should not be why some groups or some people are poor or poorer; the 

question should be why some groups or some people are rich or richer. The answer to this 

question is, in part, good governance. Governance is the rules and means by which a group of 

people, big or small, is governed.  

In this study I examine the link between governance and inequality in a country. My 

theory is simple: improvements in governance will raise economic development by allowing 

all or some to increase their productivity. Depending on what part of the population is 

affected by the improvement of governance, the Gini coefficient before taxes and 

redistribution will go up or down. As good governance on a state level should reach the entire 

population, my theory is that that good governance will have a negative effect on the Gini 

                                                      
1
 For a state, governance is the social institutions and the actions of government agents. 

2
 Inequality in this paper is always economic inequality. 
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coefficient after taxes and redistribution as one of the aims of redistribution in civilized states 

is to care for the poorest.  

1.2 Study Objective 

The objective of this study is to discern what effect governance has on inequality. To 

test my hypothesis I use the World Bank’s Worldwide Governance Indicators as variables of 

governance and Gini coefficient before and after taxes and redistribution as a measurement of 

inequality. In addition to this I will give an introduction to theories regarding inequality and 

governance. 

1.3 Methodology 

This study uses a pooled linear OLS regression analysis. The dependent variables are 

two Gini coefficient measurements and the independent variables are the World Bank’s 

Worldwide Governance Indicators. The Worldwide Governance Indicators were downloaded 

from the World Bank’s website. The data for the Gini coefficients was downloaded from the 

Standardized World Income Distribution Database (SWIID) (Solt, 2016) SWIID is 

downloaded pre-packaged in the statistical program R, which was used in this study.  

In order to properly combine the two data sources I aligned the spelling of the country 

names and deleted any country that did not have all six estimates for the entire series. In all, 

data from one hundred sixty (160) countries with a full set of six (6) indicators for fifteen (15) 

years, from the first year the Worldwide Governance Indicators were recorded, 1996, until 

2014, was combined with data from SWIID for the same years resulting in one thousand 

seven hundred forty-seven (1747) observations from hundred and fifty-six (156) countries. 

1.4 Scope and structure of Thesis 

My thesis is limited to a review of theories of inequality and of governance and to a 

statistical exercise to see the connection between the Worldwide Governance Indicators and 

the Gini coefficient. It should be noted that there are many factors that could influence the 

Gini coefficient indirectly through the Worldwide Governance Indicators. For example, the 

government could opt to spend more money on education thereby raising the literacy rate and 

enabling people to look for better paid work. I do not control for any such indirect influence 

however. Anything that is influenced by governance will be considered accounted for by the 

Worldwide Governance Indicators, with the exception of economic growth.  
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As good governance leads to growth, and growth influences the Gini measurements, I 

will control for growth using GDP per Capita expressed as an annual change in per cent (%).  

There are, of course, many factors that affect the economic development of a given 

country aside from governance, which can influence the Gini coefficient positively or 

negatively depending on their effect on the population, including those that are at least partly 

influenced by a country’s level of governance, e.g. foreign direct investment and innovation, 

and those that are not, e.g. weather or shifts in commodity prices.  

In this paper I do not control for these variables; I concentrate on the influence of 

governance as measured by the Worldwide Governance Indicators alone and only control for 

growth.  

This paper starts with an introduction to the subject and the thesis. Thereafter follows an 

introduction to the theories of inequality and theories of governance and an overview of 

previous studies with relevance for this thesis. The fifth section presents the empirical linear 

regression analysis and its results. The thesis closes with a discussion of the results. 

2 Economic Theories on Inequality 

For there to be inequality there has to be something to be had. One explanation of why 

inequality exists is given by Thomas Sowell: “People or nations may be rich or poor because 

(1) they produced more or produced less than others or (2) they seized more of what others 

had produced or had what they produced seized from them.” (Sowell, 2015). (Be the 

productiveness as a result of sweat and toil or just the good fortune of being at the right place 

at the right time). Also understood by Sowell’s explanation is that people may have inherited 

what other people produced or seized
3
. As all economic theories in some way deal with 

production
4
, they also indirectly deal with inequality.  

Important to note, inequality in the fruits of production may also signal that one is 

producing something that is more valuable to others than the other. Inequality in pay signals 

that one unit of labor is more valued than another and thus attract more workers. Inequality is 

a necessity for the economy to function: if there was no inequality, people would not know 

where to put their efforts if they desired to produce that which was most valued. In fact they 

would not, if not out of altruistic values or subsistence, produce anything as there was no 

                                                      
3
 This would then be the luck to be born to the right parents as par Krugman (Krugman, 2016) 

4
 I will leave the production theories and formulas aside, but it is an established fact that if people do not 

invest their time and money into production, no value will be generated (see e.g. Cobb-Douglas or Solow). 
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wealth to be created. Herein lays for some the objection to redistribution, that it holds back 

economic progress. But back now to the ways that inequality can grow or be undone. 

Looking back to the beginning of economic studies, in 1776 Adam Smith (Smith, 2012) 

made popular the idea of specialization by which comparative gains would be made by all 

parties. People would produce more and hence become wealthier. But if some did not partake 

in said increase or did not get their share from the increased production, inequality would 

increase.  

The specialization and the industrial increase in production caught the attention of Karl 

Marx. He focused on the specialization by industrialization and on the distribution of the 

gains. In his view the value created by the workers in the production line should stay with the 

workers. As only a part stayed with the workers and the rest was taken by the owner of the 

capital to the production line, Marx coined “the exploitation of the workers”. In Marx’s view 

the exploitation of the workers would lead to rising inequality and thereafter revolution. But if 

one looks back to the economic development from late 19
th

 century to the mid 20
th

 century in 

Europe and North America, when we experienced a big shift from agriculture to industry, this 

growing inequality is not to be found.  

In fact, the opposite has been confirmed. Based on a study of tax returns, the American 

economist Simon Kuznets theorized that as industrialization progressed, the wealth accrued at 

the top would trickle down to the workers forming an inverted U. Although this theory 

received wide coverage, the inverted U that he saw in the data, did not stem from a 

trickledown effect but rather the destruction of capital during World War I and World War II 

and the rise of the welfare state with its distribution systems.  

Based on Kuznets’s theory, however, Acemoglu and Robinson advanced a theory of a 

political Kuznets curve (Acemoglu & Robinson, 2002). Their theory is that, as the inequality 

increased so did the danger of revolution or costly political unrest which could only 

permanently be avoided by extending the voting rights. As an increasing share of the 

population was given the vote this led to larger and more wide-ranging redistribution systems 

including free education. An educated worker was more valuable for the production line 

owner, and hence received a higher salary. The combination of higher salaries and the broader 

redistribution systems caused the Kuznets curve of decreasing inequality.  

The inequality theory in vogue today is that of Thomas Piketty. In his Capital in the 

Twenty-First Century he puts forth a theory that the rate of return of capital (r) is greater than 

the rate of growth of the economy (g) (Roine, 2014). This would mean that should the 



5 

 

economy be left unhampered, inequality would always rise and wealth would concentrate. 
5
 

The critique of his theory aside, it is easier for the wealthy to invest in a prospect and thereby 

increase their wealth further than it is for the poor, because the wealthy possess the required 

capital.  

Although being an incentive for people to get ahead
6
 and functioning as a signal of 

demand, inequality entails many negative aspects. Inequality in a society correlates negatively 

with health (i.e. absence of health) and positively with violence (i.e. presence of violence). 

The Spirit Level (Wilkinson & Pickett, 2010) shows the following health issues being 

positively correlated with inequality: mental illness (including drug and alcohol addiction), 

lower life expectancy, infant mortality, obesity and teenage births. Other societal problems 

correlating positively with inequality include homicides and imprisonment rates.  

Wilkinson also puts forth the theory that it is the inequality in itself that makes us less 

healthy (Wilkinson & Pickett, 2010). This theory has found both its proponents and 

opponents, but in a summary of much of the research done in the health verses inequality area 

the conclusion was that when people give their own, subjective view of their health there is 

some support for the theory that inequality does decrease our health (Bergh, et al., 2012). 

High inequality could also hinder those without means from securing a good education 

and miss out on opportunities to get ahead, leading to less social mobility. This in turn slows 

growth since education increases the productive potential of the poor (OECD, 2016).  

If one assumes a normal distribution of abilities and luck, an unequal distribution of 

wealth could be perceived as unjust and be the cause of social instability. For the poorer part 

of the population, that cannot find the means to get ahead, it would be easy to attribute this to 

external factors, for example a corrupt law system or a skewed system of opportunities in 

education and employment. A potential consequence could be that a large part of the 

population will view the society to be inherently unfair and call for a radical redistribution 

from the haves to the have-nots (Rothstein & Uslaner, 2005). In this context such change may 

include riots and revolutions, i.e. nothing that will induce long term growth. 

Rothstein and Uslaner have also researched trust in a society. They have been able to 

prove that high levels of trust are linked to low levels of inequality (Rothstein & Uslaner, 

2005). In a society with low trust, you have to spend time and money figuring out who can be 

counted on in order to defend your assets and not to be taken advantage of. In a low trust 

                                                      
5
 To counteract this Piketty suggests a progressive tax system.  

6
 But for inequality to be an incentive there needs to be a functioning market in which to get ahead. 

Otherwise the economic information signalled by salary differences will not lead to new reallocations. 
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society, few will commit to long-term investments, believing the fruits of their investments 

would be taken by somebody else.  

Trust in a society is therefore a prerequisite for a thriving economy. It makes possible 

the commitment of resources, time, money or knowledge, to an activity where the outcome 

depends upon the cooperative behavior of others that you cannot control.  

In lieu of trust in a presumptive business partner, one can assign impersonal third party 

institutions to ensure that contracts or other business arrangements are honored. Such 

institutions and agents of government belong to the area of governance.  

3 Economic Theories on Governance 

Governance is the rules and means by which a group of people, big or small, is 

governed. Good governance will make sure that the group prospers and bad governance will 

cause the opposite. The difference in governance is why some groups get ahead or are content 

while others linger or are unhappy. Thoughts and theories of what makes good governance 

have been formulated since before Plato wrote The Republic. But as any big group or state is 

made up by smaller groups, this is where we begin. What rules and means do a group of 

people owning a common resource use in order to ensure the continuous prosperity of the 

common resource and, by implication, the group?  

When studying the problems of collective action faced by individuals using common-

pool resources, Elinor Ostrom
7
 found that there were eight criteria that separated those 

communalities that flourished from those that where overused:  

 

1. Clearly defined boundaries (effective exclusion of external un-entitled parties); 

2. Rules regarding the appropriation and provision of common resources that are adapted 

to local conditions; 

3. Collective-choice arrangements that allow most resource appropriators to participate 

in the decision-making process; 

4. Effective monitoring by monitors who are part of or accountable to the appropriators; 

5. A scale of graduated sanctions for resource appropriators who violate community 

rules; 

6. Mechanisms of conflict resolution that are cheap and of easy access; 

7. Self-determination of the community recognized by higher-level authorities;  

8. And; In the case of larger common-pool resources, organization in the form of 

multiple layers of nested enterprises, with small local common pool resources at the 

base level. (Ostrom, 1999)
8
 

                                                      
7
 The Sveriges Riksbank Prize in Economic Sciences in Memory of Alfred Nobel 2009 "for her analysis 

of economic governance, especially the commons" 
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With these principles the group can plan for a future, and have a commitment of 

participation according to known rules and means. The principles guard the common property 

rights as well as other rights and guarantee a balance of power.  

I speculate and would like to further investigate in the future that with some 

modifications these eight criteria could be applied to a well-functioning state as well. They 

would define who are citizens or similar and hence the beneficiaries of the common resource; 

in this example welfare services offered by the state. The services would be adapted to local 

conditions, e.g. what is possible given budgetary constraints. Some form of participation is 

required, e.g. democracy or open office hours at the ruler’s residence, so that feedback is 

established in the system. There needs to be a judiciary that is free, easy to access and which 

determines balanced and appropriate rulings, so that the people can be assured that justice is 

done, etc.  

However, the analogy with a common resource is flawed since a common resource is 

flourishing when it is not overused, whereas good governance from a state perspective should 

mean productivity increases
9
. For there to be productivity increases there needs to be 

incentive structures and rules of how to behave in a group. Oliver Williamson
10

 has studied 

how humans work together and how some groups structure themselves for optimum 

production or, in other words, low transaction costs. In The Theory of the Firm as Governance 

Structure: From Choice to Contract, he states:  

“The contract/private ordering/governance (hereafter governance) approach 

maintains that structure arises mainly in the service of economizing on transaction 

costs. Firms (or group) being one of these entities that will lower transaction 

costs. And property is a prerequisite for making a deal in the first place.” 

(Williamson, 2002) 

Like Williamson, Douglass North
11

 considers the protection of private property to be 

one of the most important rules. In Structure and Change in Economic History (North, 1981), 

he states that the first step towards prosperity was taken when we moved from only having 

common resources to having private property. When all is common property there is little 
                                                                                                                                                                      
8
 Additional variables that mean much for the success of the self organized governance system include 

effective communication, internal trust and reciprocity, and the nature of the resource system as a whole. 
9
 While I think that the road to prosperity will need to include productivity increases and growth not all 

think this is true.  
10

 The Sveriges Riksbank Prize in Economic Sciences in Memory of Alfred Nobel 2009 Oliver E. 

Williamson "for his analysis of economic governance, especially the boundaries of the firm". 
11

 The Sveriges Riksbank Prize in Economic Sciences in Memory of Alfred Nobel 1993 Robert W. Fogel 

and Douglass C. North "for having renewed research in economic history by applying economic theory and 

quantitative methods in order to explain economic and institutional change" 
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incentive to improve and learn, but if the outcome of improvement and learning befalls to the 

person who has made the effort, there is incentive to change.  

Some groups developed better rules than others; in Understanding the Process of 

Economic Change (North, 2010). North discusses the study by Avner Grief comparing 

Genoese traders with Mahgribi
12

 traders in the 11
th

 and 12
th

 century. As the Mahgribi traders 

continued to rely on the tight knit personal connection trade they lost out on the 

Mediterranean trade to the Genoese traders that started to enforce their contracts in court 

allowing for a more flexible and impersonal choice of trading partners. The Genoese traders 

were in this aspect more cost efficient than the Mahgribi traders. They developed better 

institutions
13

.  

In the words of Douglass North: “Institutions are the humanly devised constraints that 

structure political, economic and social interaction. They consist of both informal constraints 

(sanctions, taboos, customs, traditions, and codes of conduct), and formal rules (constitutions, 

laws, property rights)” (North, 1991). Aside from the protection of private property, which is 

of major importance for there to be incentive for improvement, the next major rule is that 

there is credible commitment.  

Because the protectors of private property rights are the rulers, and the rulers usually 

have the force to take it all, there needs to be a credible commitment by the rulers that binds 

across space and time (North, 1993) (North & Weingast, 1989).  

One way to make a credible commitment across time is to extend the franchise so that 

also the ruled can protect their interest. Acemoglu and Robinson make the claim that the 

extension of voting rights in Europe was a strategic decision by those who had the political 

power to prevent social unrest or even revolution (Acemoglu & Robinson, 2000). Credible 

commitments and stable institutions must also reflect the bargaining powers so that no 

enforcement issues arise. It must be in the interest of all the parties to the institution to abide 

by it after it is created. In the case of Europe, an increased redistribution without the political 

change would not have guaranteed future redistribution, but a sharing of the political power 

did just that.  

On the very same note Acemoglu et al. found that political equality or inequality was 

important for determining long term developments. In studying different regions in Columbia 

they found that it was the political equality rather than the economic equality in the 19
th

 

century that determined how developed the region was today. Those regions where there was 

                                                      
12

 Jewish merchants but in a Muslim culture 
13

 For a state, governance is the social institutions and the actions of government agents. 
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a balance in the political arena where more developed today, whereas those regions that had 

the political power concentrated to one family or group where less developed today. In this 

study development was measured on secondary schooling (Acemoglu, et al., 2007). The 

positive effect of a balance of political power was also shown in research by Pinto and 

Timmons. They showed that the result of political competition “decreases the rate of physical 

capital accumulation and labor mobilization but increases the rate of human capital 

accumulation and (less conclusively) the rate of productivity change. This indicates that that 

political competition systematically affects the sources of growth” (Pinto & Timmons, 2005). 

It should be noted that as institutions and behavior goes hand in hand, one cannot just 

change the institutions and hope for the best; governance is a bottom up process (Easterly, 

2008). To apply “western institutions” as a recipe for success without considering the local 

conditions, such as the local powerbase, can disrupt a power balance and make things worse 

(Herbst, 1990). In non-functioning economies, the ruler might hand out jobs in order to keep 

people happy. Non-merit appointment will probably make the government offices run poorly - 

and thus hurt the economy. But to take away such handouts when the country is not ready for 

it could result in violence that needs to be met with repression (Acemoglu & Robinson, 2010). 

The above is one reason why nations do not adopt better institutions. Another reason is 

that the gains are long term, not short term. In a study by Richer and Timmons, they found 

that improving institutional quality by one standard deviation only increased a country’s 

average annual growth rate by 0.4% from 1820 to 1995. (Kelleher Richer & Timmons, 2012) 

But 0.4% in compounded interest amounts to a massive increase in the long term, e.g. by 

approx. a factor of 2 over the time span studied in the example (1820-1995). The poor 

performance of many Third World economies can be accounted for by no secure rights and no 

trust in the future. A good introduction to why some nations get ahead and some fail can be 

found in Acemoglu and Robinson’s Why Nations Fail (Acemoglu & Robinson, 2013). 

4 Previous Studies 

In this section I have summarized four previous studies that in some way have looked at 

governance and inequality or development.  

In “Why Do Some Countries Produce So Much More Output per Worker than Others?” 

The Quarterly Journal of Economics, Hall and Jones took data for 127 countries for the years 

1986-1995 from the Country Risk Guide from the Political Risk Services. They built an 

average of the categories law and order, bureaucratic quality, corruption, risk of 
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expropriation, and government repudiation of contracts and combined it with the Sachs-

Warner index of country openness to trade with other countries. When controlling for distance 

from the equator
14

, the Frankel-Romer predicted trade share
15

, and the fractions of the 

population speaking English and/or a European language
16

, they found a “powerful and close 

association between output per worker and measures of social infrastructure” (Hall & Jones, 

1999).  

In “Governance and Growth: A Simple Hypothesis Explaining Cross- Country 

Differences in Productivity Growth”, Public Choice data from the World Bank and the 

International Country Risk Guide
17

 were combined with secondary enrolment rate
18

. A 

dummy variable for growth based on labor and capital stock for each country was created. 

This model was then regressed on the following parameters: The Risk of Expropriation, Risk 

of Repudiation of Contracts by Government Quality of Bureaucracy Corruption of the 

Government, Law and Order. The regression controlled for openness, the size of the 

government, the 1960 GDP per Capita
19

, “culture”
20

 and the secondary school enrolment 

percentage in 1960 as an explanatory variable. The authors were left “with the presumption 

that the structure of incentives given by the institutions and economic policy regimes - and 

thus by the governance - of a country are a major determinant of their rates of growth of 

productivity and economic performance” (Olson, et al., 2000). 

In “Finance, governance and inequality: A non parametric approach” International 

Strategic Management Review data from 39
21

 countries from the years 1996-2009 were used 

to determine the relation between finance, governance and inequality. The study used the 

Gini
22

 measurement, the World Bank’s Worldwide Governance Indicators and the following 

five measurements as indicators of financial development. 1) Ratio of liquid liabilities to 

GDP, 2) Private credit by deposit money banks and other financial institutions to GDP, 3) 

Demand, time and saving deposits in deposit money banks and other financial institutions as a 

                                                      
14

 The Geography Theory; as made popular by Guns, Germs and Steel: How the Inequalities of Wealth 

and Power Among Modern Peoples Were Moulded by Prehistory Jared M Diamond. For repudiation see 

“Institutions Rule: The Primacy of Institutions over Geography and Integration in Economic Development” 

(Rodrik, et al., 2004) 
15

 A constructed measure of countries geographical components of trade, see (Frankel & Romer, 1996). 
16

 The European theory; could also be source of Code  
17

 The data from International Country Risk Guide was available for 58 countries. The years used were 

1960-87. 
18

 The school data was taken from Barro (Barro, 1991). 
19

 Catch-up opportunities.  
20

 Regional dummies to reflect cultural, climatic, or other factors common to regions 
21

 Nota Bene. It was a small sample.  
22

 From UNU-WIDER World Income Inequality Database 
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share of GDP, 4) Claims on domestic real nonfinancial sector by deposit money banks as a 

share of GDP, 5) Private credit by deposit money banks as a share of demand, time and saving 

deposits in deposit money banks. The result was a positive relationship between governance 

and financial development, and negative between governance and inequality. The authors also 

tested financial development and inequality. This relationship was positive with exception of 

two of the studied years. In other words inequality was lower in countries with less developed 

financial system and an improvement of the financial development increased the income 

inequality (Ben Hamida Nadiaa & El Ghak Tehenib, 2014).  

In “A Comparative Study of Inequality and Corruption” American Sociological Review 

data from 129 countries, for which both the Gini for the years 1971-1996 and World Bank 

Institute's Control of Corruption Index for the years1996-2002 were available, were used as a 

base. The controlling indicators were 1) the Political Risk Service's International Country 

Risk Guide index of corruption, 2) four questions from the World Values Surveys, 3) GDP 

per Capita, 4) trade openness, 5) natural resource abundance, 6) democracy/federalism, 7) 

religion, 8) legal origins of code, and 9) Ethno linguistic fractionalization. The result was that 

inequality is likely to be a significant and no less important determinant of corruption than 

economic development. The effect of inequality is likely to be greater in more democratic 

countries (You & Khagram, 2005). 

5 Empirical Analysis 

This section starts with an introduction to the regression models, followed by an 

explanation of the variables and my hypothesis for the outcome of regression. The section 

closes with the actual results and interpretation thereof. 

5.1 Regression Models 

My base model is a pooled ordinary least squares (OLS) regression with either Market 

Gini or Net Gini as a dependent variable and the World Bank’s Worldwide Governance 

Indicators as independent variables, combined or independent, controlled for growth by GDP 

per capita annual per cent (%) change.  

I also run three different variations of the above OLS regression models. First I check if 

the result is stable over time by running the model for four (4) selected years, 1996, 2000, 

2005 and 2013 for the Net Gin measurement. I then test if the result is stable over different 

sets of countries by running the model when the countries are divided into quartiles based on 
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the national income level, for both Gini measurements. Lastly I run the OLS regression model 

(both Gini measurements) with forty-one (41) countries from Africa, Middle East and Asia, 

that are known to have significant tribal elements
23

 within them and that are defined as 

developing, compared to a Net Gini model with a selection of twenty-five (25) countries from 

Europe, North America and Asia that are defined as developed known not to have tribal 

elements within them. In addition to the control models I run a quantile regression with the 

Gini measurements as a divider and a fixed effects regression. The results of these two are 

found in appendix 8.  

5.1.1 Formulas 

GMAR = α + β1WGI + β2GDPpC +ε 

GNET = α + β1WGI + β2GDPpC +ε 

GMAR = α + β1GDPpC +β2CC + β3RL + β4GE + β5RQ+ β6PV+ β7VA + ε 

GNET = α + β1GDPpC +β2CC + β3RL + β4GE + β5RQ+ β6PV+ β7VA + ε  

 

Explanation of variables 

GMAR = Market Gini, before taxes and redistributions 

GNET = Net Gini, after taxes and redistributions 

α = intercept  

βn = correlation coefficient  

GDPpC = Gross Domestic Product per Capita, annual change in per cent (%) 

CC = Control of Corruption  

RL = Rule of Law  

GE= Government Effectiveness 

RQ = Regulatory Quality 

PV= Political Stability and Absence of Violence/Terrorism 

VA= Voice and Accountability 

ε = error measure/omitted variables 

 

5.2 Data and Specification for Chosen Variables 

5.2.1 Gini coefficient 

The Gini coefficient is a well know measurement of inequality
24

. In this paper we 

discuss the Gini coefficient that deals with the income and/or wealth distribution, i.e. 

inequality or equality, in a country. If everyone in a country had the same income/or wealth 

the Gini coefficient would be zero. They would have perfect equality. If one individual 

received or had everything and everyone else nothing the country would have a Gini of 1. 

They would have perfect inequality. The Gini coefficient is population size independent and 

                                                      
23

 See section 5.3.4 for discussion. 
24

 The method of calculating a Gini can be applied to anything that measures distribution, biodiversity, 

quality of education etc.  
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mean independent. The measurement is limited between 0 and 1 or 0 and 100. Over time, 

even a small change will have considerable impact.  

The Gini coefficient will change if part of the population will start producing more (or 

less) or if that which is produced gets more (or less) redistributed. The Gini can be affected by 

movements of a part of the population in the economy. In other words, if a large group 

receives a higher or lower income while the rest of the economy stays the same the Gini will 

move, for example if a major industry disappears.  

The other way the Gini could move is if there is a big change in demography. For 

example if those of working age continue to work and receive the same salary but suddenly 

have fever children so that the nonworking part of the population decreases, the Gini would 

then move without the salaries having changed. There is also low inequality when a large 

portion of workers are unionized and when there is a large public sector (Gustafsson & 

Johansson, 1999).  

Aside from the Gini coefficient before taxes and redistribution, hereafter called Market 

Gini (GMAR), and the Gini coefficient after taxes and redistribution, hereafter called Net Gini 

(GNET), one can also use estimated consumption Gini, trying to capture the informal market, 

subsistence farming and bartering or a Net Gini including services provided free of charge 

(education, health etc).  

This paper looks closer at Market Gini and Net Gini. Market Gini is of interest because 

it corresponds to how the economy really functions, in this study how the economy actually 

behaves after a change in governance, whereas Net Gini is of interest as it reflects the de facto 

change in distribution of wealth in the population. To illustrate the difference; in 2015 the 

Market Gini for Sweden was 0.50 while the Net Gini was 0.25.  

These numbers and all the data for Market Gini and Net Gini is taken from the 

Standardized World Income Inequality Database (SWIID) created and maintained by 

Frederick Solt
25

 (Solt, 2016). (Solt, 2016). The SWIID is a combination of several Gini 

databases, including: the United Nations University’s World Income Inequality Database, the 

OECD Income Distribution Database, the Socio-Economic Database for Latin America and 

the Caribbean generated by CEDLAS and the World Bank, Eurostat, the World Bank’s 

PovcalNet. Any missing information has been filled in using as much information as possible 

and data collected by the Luxembourg Income Study as a standard.  

                                                      
25

 Associate Professor in the Department of Political Science at the University of Iowa 
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SWIID contains Market Gini and Net Gini for 176 countries for as many years possible 

from 1960 to present. It was the most complete and for my purposes most suited income 

inequality database I could find. I have used both Market Gini and Net Gini for the years and 

countries
26

 that are covered by my independent variables, the Worldwide Governance 

Indicators (WGI) from the World Bank. In all, one hundred and fifty-six (156) countries, and 

one thousand seven hundred forty-seven (1747) observations were used.  

As an introduction to the development of the Market and the Net Gini in countries and 

years studied, the below diagram depicts the development of the annual Market and Net Gini 

average. 

 

Figure 5.1 Market Gini and Net Gini average over 1993-2013 

The diagram shows a development where Net Gini decreases whereas Market Gini 

increases slightly, meaning that the difference between what people earn before taxes and 

redistribution has widened whereas the difference between what people have left after taxes 

and redistribution has decreased. To see if this trend can be observed in different income 

quartiles, I downloaded the income level per capita from the World Bank (Bank, 2016)
27

.  

                                                      
26

 15 years and 160 countries: Data was not available for, among others, smaller islands, the Middle East, 

and protectorates. 
27

 With expectation of Taiwan, which I found at (Statistical database, 2016) 
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Figure 5.2 Market and Net Gini average 

1993-2013, 1
st
 Quartile 

 

Figure 5.3 Market and Net Gini average 

1993-2013, 2nd Quartile

 

Figure 5.4 Market and Net Gini average 

1993-2013, 3rd Quartile 

 

Figure 5.5 Market and Net Gini average 

1993-2013, 4th Quartile 

 

As seen above the movement in the different income quartiles varies. In the first quartile 

both measurements fall sharply after 2010, indicating that inequality both before and after 

taxes have decresed. In the second income quartile the two indices fall in tandem indicating 

that inequality both before and after taxes have decreased. In the third quartile the Market 

Gini has gone down and the Net Gini increased during the time period, indicating that the 

difference in income has decreased before taxes but increased after taxes. The last quartile 

shows an almost flat development where both inequality before and after taxes have increased 

slightly. Be noted however, that it is in the fourth quartile that inequality after taxes and 
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redistribution is the lowest. The regression results for these income quartiles will be discussed 

in section 5.3.4 

As I also run a control model on developing countries known to have tribal elements 

and compare them against developed countries (without such tribal elements), I include 

diagrams of the results for these two groups over the studied time period. As seen below, the 

results for the developed countries are similar to those for the fourth quartile, most likely due 

to an overlap of countries, whereas the results for developing countries resemble the first 

quartile, for the same reason. 

 

 

Figure 5.6 Market and Net Gini average 

1993-2013, for a selection of developed non-

tribal countries 

 

Figure 5.7 Market and Net Gini average 

1993-2013, for developing countries with 

tribal elements 

 

When looking at the available data (1747 observation over 15 years and 156 countries) 

Market Gini and Net Gini have the following statistics: 

 

Table 5.1 Market Gini and Net Gini 

 

But the Gini does not tell us anything but the distribution of inequality. What is 

important is the wealth of the people within the inequality spectra. That leads us to economic 

Descriptive Statistics

Variable Mean Median Maximum Minimum

Standard 

Deviation

Market Gini 45.43 45.76 71.13 17.99 7.0566

Net Gini 38.31 37.97 68.16 19.23 8.6605
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growth. Many researchers have demonstrated that better governance improves economic 

growth. Olson et al. saw that countries with better governance had a higher productivity 

growth (Olson, et al., 2000). Hall and Jones saw that the differences in capital accumulation 

and productivity are driven by differences in institutions and government policies (Hall & 

Jones, 1999). With better governance people will invest in their future. As better governance 

affects the population as a whole and most countries have a bigger part of the population 

being poor, the Gini should go down with improved governance. However, this need not 

always to be the case; if a small group benefits more from improved governance than the 

population at large, then the Gini will go up. So improved governance could either increase or 

decrease Market Gini, it really depends on the kind of improvement.   

As stated, the difference between Market Gini and Net Gini is taxes and redistribution 

so Net Gini is affected firstly by the movement of the Market Gini and then by taxes and 

redistribution. As my theory is that better governance should improve and invest in the life of 

the poorest, better governance should lower the Net Gini controlled for the economic 

development even if only a small part have benefited from the economic upswing.  

5.2.2 Per cent change in GDP per Capita 

As earlier stated, good governance will promote economic growth and good growth will 

influence the Gini measurements. As it is desirable to separate the effect on the Gini by the 

Worldwide Governance Indicators from the indirect effect by the economic growth I control 

for the annual per cent (%) change in the GDP per Capita. If there for example is three per 

cent (3%) growth per capita in the country and the Gini stays the same, everyone has 

increased their income by three per cent (3%). If the Gini falls, the growth has mostly 

benefited those that were worse off. If the Gini increases, the increase in wealth will have 

gone to those groups that were already wealthy.  

As the measurement is a change, where no change in GDP per Capita is zero (0), it 

corresponds well with the indicators as they too represent a change where no change is zero 

(0). The data for the annual GDP growth per capita was also taken from the World Bank (The 

World Bank, 2016) with exception of the data for Taiwan, which was taken from the National 

statistical database of the Republic of China (Taiwan) (Statistical database, u.d.). Regarding 

GDP growth, I speculate that growth will benefit the masses and thus I expect a negative 

effect on the Gini measurements and vice versa for recession. For the observations used in 

this study the descriptive statistics for GDP per Capita found in table 5.2. 
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Table 5.2 Per cent change in GDP per Capita 

 

5.2.3 The Worldwide Governance Indicators 

The World Bank’s Worldwide Governance Indicators represents a notable research 

effort in the area of governance. From the start in 1996 the World Bank’s Macroeconomics 

and Growth Team, a part of the Development Research Group, have annually
28

 collected and 

released data on perceptions of governance.  

The data consists of several hundred variables gathered from thirty-one (31) different 

sources with survey takers from governments, nongovernmental organizations (NGO) and 

business sectors. In order to compare different countries in a given year and how they move 

vis-à-vis each other over the years it is assumed that the world average is the same every year. 

The variables have a mean of zero (0) and run from a negative two and a half (-2.5) to a 

positive two and a half (2.5).  

The research team, defining governance “the traditions and institutions by which 

authority in a country is exercised” (Kaufmann, et al., 2010) looked at six measures of 

governance; how governments are selected, monitored and replaced, the capacity of the 

government to effectively formulate and implement sound policies and the respect of citizens 

and the state for the institutions that govern economic and social interactions among them.
29

 

In this paper a total of 1,747 observations from 156 countries, all having a complete set 

of estimates during a time frame of fifteen years
30

 will be used. For the countries and years 

used in this study the descriptive statistics of the Worldwide Governance Indicators are as 

seen in table 5.3.  

                                                      
28

 With exception of 1997, 1999 and 2001  
29

 Definitions are taken from (Kaufmann, et al., 2010) 
30

 1996, 1998, 2000, 2002-2013 

Descriptive Statistics

Variable Mean Median Maximum Minimum

Standard 

Deviation

GDP per Capita annual 

growth % 2.905 2.779 92.361  -29.635 4.8902
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Table 5.3 Worldwide Governance Indicators 

 

Since all indicators belong to the area of governance it is not surprising that they 

influence each other. If for example the rule of law is very strong it follows that there are not 

so many attempts to bypass the law with a bribe. As seen in the table below, the correlation 

values are high.  

Table 5.4 Correlation values Worldwide Governance Indicators 

 

In the following introductions to the estimates, all definitions are taken from the World 

Bank. 

5.2.3.1 Control of Corruption 

“Capturing perceptions of the extent to which public power is exercised for private gain, 

including both petty and grand forms of corruption, as well as "capture" of the state by elites 

and private interests.” 

Regarding Control of Corruption, there is plentiful research. Corruption is found to 

lower investment and thereby lowering growth (Mauro, 1995). You and Khagram argue that 

corruption contributes to income inequality and income inequality increases levels of 

corruption, creating vicious circles (You & Khagram, 2005). Gupta et al. found that high and 

rising corruption increases income inequality and poverty (Gupta, et al., 2002). A common 

argument is also that the better-off may even favor a weak rule of law (Sonin, 2002).  

Based on the above, when there is an improvement in control of corruption, the 

economy should receive a boost in particular for the poor; I therefore expect negative signs on 

both of the Gini measurements. 

Variable Mean Median Maximum Minimum Standard 

Deviation

Control of Corruption 0.1088 -0.2135 2.5856 -1.6372 1.0539

Rule of Law 0.0666  -0.1383 1.9996  -2.0719 1.0227

Government Effectiveness 0.1795 -0.0473  2.4297  -1.7269 1.0131

Regulatory Quality  0.2026 0.0550 2.2474 -2.2102 0.9596

Political Stability and Absence of 

Violence/Terrorism

 -0.0590  -0.0127 1.6681  -2.8121 0.9397

Voice and Accountability 0.1151 0.0466 1.8264  -2.0157 0.9409

Descriptive Statistics Worldwide Governance Indicators

Correlation index

Control of 

Corruption

Rule of Law Political Stability 

and Absence of 

Violence/Terrorism

Government 

Effectiveness

Regulatory 

Quality

Voice and 

Accountability

Control of Corruption 1.0000000 

Rule of Law 0.9509294 1.0000000 

Political Stability and Absence of Violence/Terrorism 0.7687032 0.8036547 1.0000000 

Government Effectiveness 0.9190863 0.9326120 0.7220023 1.0000000 

Regulatory Quality 0.8606817 0.8955680 0.7023300 0.9356040 1.0000000 

Voice and Accountability 0.8029285 0.8401264 0.7143250 0.8511836 0.8689496 1.0000000
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5.2.3.2 Rule of Law 

“Capturing perceptions of the extent to which agents have confidence in and abide by 

the rules of society, and in particular the quality of contract enforcement, property rights, the 

police, and the courts, as well as the likelihood of crime and violence.” 

To be able to count on the judicial system to protect one’s investment in the future is 

fundamental for people making investments, big or small. Rule of Law is has strong impact 

on economic growth and incomes (Rigobon & Rodrik, 2005). 

An improvement here should give a boost to the economy overall so I expect negative 

signs on the Gini measurements.  

5.2.3.3 Government Effectiveness 

“Capturing perceptions of the quality of public services, the quality of the civil service 

and the degree of its independence from political pressures, the quality of policy formulation 

and implementation, and the credibility of the government's commitment to such policies.” 

It is in the definition of effectiveness, as the government increases its effectiveness that 

the economy will function better. 

If it is a small part of the population or the whole population that benefits, in economic 

terms, from this increase in effectiveness I cannot say, but once again I speculate that after 

taxes and redistribution the effect should be negative. 

5.2.3.4 Regulatory Quality 

“Capturing perceptions of the ability of the government to formulate and implement 

sound policies and regulations that permit and promote private sector development.” 

If a country’s legislation is deemed to be of higher quality it should pave way for a 

better functioning market. 

Since the emphasis is on promoting private sector development, I speculate that the 

effect on Market Gini will be positive. I speculate that the improvement in the Market Gini 

will not entirely be taken away by taxes and redistribution; that would take away the 

incentive, so the sign should be positive for Net Gini as well.  

5.2.3.5 Political Stability and Absence of Violence/Terrorism 

“Capturing perceptions of the likelihood that the government will be destabilized or 

overthrown by unconstitutional or violent means, including politically-motivated violence and 

terrorism.” 



21 

 

Domestic social conflict is a hindering for growth as it lowers the country’s ability to 

deal with external shocks (Rodrik, 1999) and violence and terrorism discourages investments. 

An improvement in this indicator should spur economic growth, as I am inclined to 

think that the economic growth that comes from this is a broad movement affecting the big 

masses. I therefore speculate that the sign should be negative for both Gini measurements.  

5.2.3.6 Voice and Accountability  

“Capturing perceptions of the extent to which a country's citizens are able to participate 

in selecting their government, as well as freedom of expression, freedom of association, and a 

free media.” 

In a stable democracy there is an expectation that the security of property and contract 

rights will continue to be respected. In a dictatorship the assessment needs not only consider if 

the rights are protected but also if the dictatorship is stable. In dictatorships based on a 

personality there is always the uncertainty regarding the succession. (Olson, 1993) This 

insecurity will slow down growth and investment. Democracy in itself, however, is no 

guarantee for lower inequality. Timmons (Timmons, 2010) reviewed old research with new 

improved Gini measurements and more countries and found no correlation with increased 

democracy and less economic inequality. This corresponds to the finding that it is only in high 

trust countries universal redistribution systems are adopted (de Mello & Tiongson, 2006).  

In line with the previous reasoning that improved economic growth could affect 

inequality both ways, I offer no theory for Market Gini, but I do think something will be done 

for those at the bottom so the sign should be negative for Net Gini.  

5.3 Regression Results 

5.3.1 Both Ginis run against combined WGI controlled for GDPpC 

GMAR = α + β1WGI + β2GDPpC +ε 

GNET = α + β1WGI + β2GDPpC +ε 
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Table 5.5 Results - both Gini measurements run against combined WGI controlled for GDPpC 

 

5.3.2 Market Gini run against WGI controlled for GDPpC 

GMAR = α + β1GDPpC +β2CC + β3RL + β4GE + β5RQ+ β6PV+ β7VA + ε 

 
Table 5.6 Results - Market Gini run against WGI controlled for GDPpC 

 

Dependent variable: Market Gini Net Gini

Models: 1 2 1 2

Independent variables Estimated 

coefficient

Estimated 

coefficient

Estimated 

coefficient

Estimated 

coefficient

Constant 45.3030 *** 45.8681 *** 38.79332 *** 39.06772 ***

(0.1678) (0.19362) (0.18037) (0.20949)

WGI 0.2018 *** 0.18517 *** -0.78693 ***  -0.79551 ***

(0.0302) (0.02996) (0.03247) (0.03242)

GDP per Capita annual growth % -0.20449 *** -0.10796  **

(0.03385) (0.03663)

R-squared 0.02495 0.04581 0.2519 0.2573

Adjusted R-squared 0.02439 0.04472 0.2515 0.2564

F-statistic 44.63 41.72 587.5 301.2

P-value 3.199e-11 < 2.2e-16 < 2.2e-16 < 2.2e-16

OBS. = 1746 1741 1747 1742

Standard error in parentheses

Signif. codes:  0 ‘***’ 0.001 ‘**’ 0.01 ‘*’ 0.05 ‘.’ 0.1 ‘ ’ 1

Dependent variable: Market Gini

Models: 1 2 3 4 5 6 7

Independent 

variables

Estimated 

coefficient

Estimated 

coefficient

Estimated 

coefficient

Estimated 

coefficient

Estimated 

coefficient

Estimated 

coefficient

Estimated 

coefficient

Constant 46.04647 ***  45.86264 *** 45.77283 *** 45.72975 ***  45.5522 *** 45.551572 *** 45.52877 ***

(0.19349) (0.19351) (0.19366) (0.19949) (0.1998) (0.202202) (0.20079)

GDP per Capita 

annual growth % -0.22646 *** -0.20117 *** -0.19651 *** -0.19672 *** -0.1991 *** -0.199049 *** -0.18472 ***

(0.03402) (0.03388) (0.03373) (0.03373) (0.0334) (0.033434) (0.03331)

Control of 

Corruption 0.99881 ***  3.06247 *** 2.92554 *** 3.4047 *** 3.405551 *** 3.55340 ***

(0.15712) (0.50378) (0.52624) (0.5272) (0.528818) (0.52579)

Rule of Law -2.23500 *** -2.49019 *** -3.3387 *** -3.333632 *** -3.62170 ***

(0.51868) (0.59103) (0.6022) (0.648253) (0.64602)

Government 

Effectiveness 0.42133 -1.8426 ** -1.844249 ** -2.14771 ***

(0.46776) (0.5987) (0.603915) (0.60247)

Regulatory Quality 2.9370 ***  2.937268 *** 1.96177 ***

(0.4922) (0.492527) (0.52468)

Political Stability 

and Absence of 

Violence/Terrorism -0.006224 -0.30025

(0.293968 ) (0.29743)

Voice and 

Accountability 1.89709 ***

(0.36996)

R-squared 0.02485 0.047 0.05708 0.05752 0.07648 0.07648 0.09028

Adjusted R-squared

0.02428  0.04591 0.05545 0.05535 0.07382 0.07328  0.08661 

F-statistic 44.31 42.86 35.05 26.49 28.74 23.93 24.57

P-value 3.752e-11 < 2.2e-16 < 2.2e-16 < 2.2e-16 < 2.2e-16 < 2.2e-16 < 2.2e-16

OBS. = 1741 1741 1741 1741 1741 1741 1741

Standard error in 

parentheses

Signif. codes:  0 ‘***’ 0.001 ‘**’ 0.01 ‘*’ 0.05 ‘.’ 0.1 ‘ ’ 1

When the formula was tested for heteroskedasticity the result was robust
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5.3.3 Net Gini run against WGI controlled for GDPpC 

GNET = α + β1GDPpC +β2CC + β3RL + β4GE + β5RQ+ β6PV+ β7VA + ε  

 
Table 5.7 Results - Net Gini run against WGI controlled for GDPpC 

 
 

5.3.4 Control Models  

In order to better understand the above results from the pooled regression, I ran a 

number of control models. 
31

 

The first four (4) models are to discern the effect of the different governance indicators 

in the selected years 1996, 2000, 2005, and 2013 Net Gini. This in order to see if there is a 

noticeable trend or if the effect remains the same over time. Then I ran an OLS based on 

income quartiles for both Gini measurements. For the last two (2) control models I selected a 

number of countries to represent developed and developing countries, also for both Gini 

measurements. For these models it is the model with developing countries that is of interest as 

developed countries in have compared to the rest of the world are wealthy and have a low 

inequality. The developing countries where selected on the base that they are known to have 

tribal or strong religious affiliations within the country. As stated in the introduction those 

                                                      
31

 In addition to these control models I also ran a quantile regression and a fixed effect model, the result 

and discussion of these are found in appendix 8. 

Dependent variable: Net Gini

Models: 1 2 3 4 5 6 7

Independent variables Estimated 

coefficient

Estimated 

coefficient

Estimated 

coefficient

Estimated 

coefficient

Estimated 

coefficient

Estimated 

coefficient

Estimated 

coefficient

Constant  38.30019 *** 39.00297 *** 38.72437 *** 38.87477 *** 38.79868 *** 38.75974 *** 38.77254 ***

(0.24028) (0.21540) (0.20754) (0.21330) (0.21541) (0.21795) (0.21764)

GDP per Capita annual growth 

% -0.01375 -0.11026 ** -0.09553 ** -0.09477 ** -0.09576 ** -0.09410 ** -0.10200 **

(0.04225) (0.03771) ( 0.03614 ) (0.03607) (0.03602) (0.03604) (0.03611)

Control of Corruption -3.81480  *** 2.61340 *** 3.09188 *** 3.29697 *** 3.34579 ** 3.26337 ***

(0.17490) (0.53971) (0.56255) (0.56838) (0.56986) (0.56978)

Rule of Law -6.96108 *** -6.07010 *** -6.43359 *** -6.13186 *** -5.97186 ***

( 0.55558) (0.63169) (0.64911) (0.69859) (0.70010)

Government Effectiveness -1.47156 ** -2.44439 *** -2.54221 *** -2.37429 ***

(0.50021) (0.64572) (0.65106) (0.65314)

Regulatory Quality 1.26187 * 1.27978 * 1.81809 **

(0.53072) (0.53088) (0.56863)

Political Stability and Absence 

of Violence/Terrorism -0.37005 -0.20748

(0.31691) (0.32244)

Voice and Accountability -1.04783 **

(0.40104 )

R-squared 6.087e-05 0.2149 0.2799 0.2835 0.2858  0.2864 0.2892

Adjusted R-squared -0.0005138 0.2139 0.2787 0.2818 0.2837 0.2839 0.2863

F-statistic 0.1059 237.9 225.2 171.8 138.9 116 100.8

P-value 0.7449 < 2.2e-16 < 2.2e-16 < 2.2e-16 < 2.2e-16 < 2.2e-16 < 2.2e-16

OBS. = 1742 1742 1742 1742 1742 1742 1742

Standard error in parentheses

Signif. codes:  0 ‘***’ 0.001 ‘**’ 0.01 ‘*’ 0.05 ‘.’ 0.1 ‘ ’ 1

When the formula was tested for heteroskedasticity the result was robust
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countries that managed to keep in-group trust when growing in to a state or those states that 

have manage to include different groups in to a bigger state group, do better than others.  

Table 5.8 Results - OLS for Net Gini, Year 1996, 2000, 2005, and 2013. 

 

Note: The 27 countries registred in SWIID for the year 2013 the 27 all developed 

countries. The result should thus be considered as representative of developed countries 2013 

rather than representative for a year without further specification. 

Dependent variable:

Net Gini 

Year 1996

Net Gini 

Year 2000

Net Gini 

Year 2005

Net Gini 

Year 2013

Models: 1 2 3 4

Independent variables Estimated 

coefficient

Estimated 

coefficient

Estimated 

coefficient

Estimated 

coefficient

Constant 39.088369 *** 41.36265 *** 39.52314 *** 38.6332 ***

(0.829770) (0.90386) (0.88857) (1.2963)

GDP per Capita annual growth % -0.079472 -0.95089 *** -0.21881 0.1989 *

(0.081513) (0.21867) (0.15704) (0.3216)

Control of Corruption -0.206903 0.28956 4.60657 * 5.2861

(1.884042) (2.27594) (2.24437) (2.3096)

Rule of Law -4.760006 * -3.73364 -7.38716 ** -3.4103

(2.354996) (2.48255) (2.82315) (3.4858)

Government Effectiveness -2.160095 -1.67818 -3.27371 -4.4305

(2.457062) (2.51361) (2.71546) (3.0285)

Regulatory Quality 2.654823 3.94813 * 1.30243 4.1101

(1.959456) (1.96332) (2.54673) (2.7014)

Political Stability and Absence of 

Violence/Terrorism 0.009989 -0.06089 0.78723 -3.2161

(1.430461) (1.27760) (1.15475) (1.9925)

Voice and Accountability 0.072081 -2.23648 0.03723 -6.6540 ***

(1.921815) (1.67287) (1.48446) (1.6336)

R-squared 0.2765 0.359 0.2889 0.8422

Adjusted R-squared 0.2363 0.3248 0.2523 0.784

F-statistic 6.879 10.48 7.893 14.48

P-value 6.312e-07 2.059e-10 5.129e-08 2.089e-06

OBS. = 135 141 144 27

Standard error in parenttheses

Signif. codes:  0 ‘***’ 0.001 ‘**’ 0.01 ‘*’ 0.05 ‘.’ 0.1 ‘ ’ 1
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Table 5.9 Results - OLS on the two Gini models divided in income quartiles  

  

Table 5.10 Results - developed non tribal countries and developing tribal countries.  

 
 

Dependent variable:

Market Gini 

1st Quantil

Market Gini 

2nd Quantil

Market Gini 

3nd Quantil

Market Gini 

4nd Quantil

Net Gini 1st 

Quantil

Net Gini 

2nd Quantil

Net Gini 3rd 

Quantil

Net Gini 4th 

Quantil

Models: 1 2 3 4 5 6 7 8

Independent variables Estimated 

coefficient

Estimated 

coefficient

Estimated 

coefficient

Estimated 

coefficient

Estimated 

coefficient

Estimated 

coefficient

Estimated 

coefficient

Estimated 

coefficient

Constant 44.93843 *** 47.42449 *** 45.995705 *** 46.17152 *** 42.03923 *** 44.25229 *** 40.413290 *** 39.03429 ***

(0.72710) (0.65461) (0.452382) (1.15973) (0.69683 ) (0.63321) (0.485975) (1.12438)

GDP per Capita annual growth 

% -0.17827 *** -0.34978 *** 0.002389 -0.22604 *** -0.16905 *** -0.35260 -0.001541 0.01176

(0.04747) (0.08605) (0.077967) (0.06685) (0.04549) (0.08324) (0.083737) (0.06481)

Control of Corruption 3.38557 ** 8.85597 *** 3.569284 ** 2.78113 ** 2.72761 * 8.37462 *** 8.909262 *** 2.73610 **

(1.20777) (1.49861 ) (1.209539) (0.89765) (1.15748) (1.44962) (1.297280) (0.87029)

Rule of Law -3.56783 ** -9.05203 *** -1.400517 -0.52979 -2.79708 * -9.21462 *** -5.484747 *** -0.74208

(1.17659) (1.50951 ) (1.462762) (1.39647) (1.12760) (1.46016) (1.568175) (1.35390)

Government Effectiveness 0.18309 0.87951 -1.357793 -6.89090 *** 0.04625 1.67753 *** -1.214071 -4.63374 ***

(1.10529) (1.62730) (1.217596) (1.10600) (1.05926) (1.57410) (1.307513) (1.07229)

Regulatory Quality -1.55133 1.79710 0.424470  6.80042 *** -2.17022 * 1.57277 -0.579911 5.31294 ***

(1.05626) (1.18284) (1.098326) (0.90462) (1.01227) (1.14417) (1.176998) (0.87705)

Political Stability and Absence 

of Violence/Terrorism 0.65915 -0.27777 -1.241462 -3.37110 *** 0.52184 -0.36677 -3.532199 *** -2.20413 ***

(0.53981) (0.61381) (0.801402) (0.43067) (0.51733) (0.59374) (0.860985) (0.41754)

Voice and Accountability 2.28091 ** 1.92387 * 2.036171 * 0.84299 2.43423 ** 0.76039 -1.452373 . -8.38003 ***

(0.80646) (0.80250) (0.806834) (0.63941) (0.77288) (0.77627) ( 0.865787) (0.61992)

R-squared 0.07997 0.1863 0.07517 0.2966 0.0793 0.1697 0.2125 0.5144

Adjusted R-squared 0.06478 0.1729 0.05994 0.285 0.0641 0.1561 0.1996 0.5064

F-statistic 5.265 13.9 4.935 25.6 5.217 12.41 16.43 64.31

P-value 8.83e-06 2.98e-16 < 2.2e-16 < 2.2e-16 1.009e-05 1.728e-14 < 2.2e-16 < 2.2e-16

OBS. = 432 435 433 433 432 435 434 433

Standard error in parenttheses

Signif. codes:  0 ‘***’ 0.001 ‘**’ 0.01 ‘*’ 0.05 ‘.’ 0.1 ‘ ’ 1

Dependent variable:

Developed, 

Non Tribal 

Market Gini

Developed, 

Non Tribal 

Net Gini

Developeing, 

Tribal,  

Market Gini

Developeing, 

Tribal,         

Net Gini

Models: 1 2 3 4

Independent variables Estimated 

coefficient

Estimated 

coefficient

Estimated 

coefficient

Estimated 

coefficient

Constant 49.57094 *** 37.68852 *** 52.3670 *** 48.95970 ***

(0.85286) (0.69760) (0.7678) (0.72452)

GDP per Capita annual growth % 0.04484 0.10625 * -0.2824 *** -0.23240 ***

(0.05346) (0.04372) (0.0735) (0.06936)

Control of Corruption -2.82251 *** -0.34787 9.2828 *** 8.35291 ***

(0.77156) (0.63110) (1.4588) (1.37661)

Rule of Law 3.73735 ** 3.19193 ** -6.6212 *** -5.39477 ***

(1.36556) (1.11696) (1.4637) (1.38120)

Government Effectiveness -4.56571 *** -4.09166 *** 2.5992 . 2.16563

(0.76733) (0.62764) (1.5160) (1.43058)

Regulatory Quality 4.89350 *** 5.70526 *** -1.7882 -2.53868 .

(0.68626) (0.56133) (1.4798) (1.39645)

Political Stability and Absence of 

Violence/Terrorism -3.14391 *** -3.72119 *** 2.7090 *** 2.36307 ***

(0.55345) (0.45269) (0.7100) (0.67002) .

Voice and Accountability -0.36179 -8.10340 *** 1.5999 1.87020

(0.48996) (0.40076) (1.0708) (1.01045)

R-squared 0.4034 0.7634 0.2739 0.2498

Adjusted R-squared 0.3915 0.7587 0.26 0.2354

F-statistic 33.91 161.8 19.67 17.36

P-value < 2.2e-16 < 2.2e-16 < 2.2e-16 2.2e-16

OBS. = 359 359 373 373

Standard error in parenttheses

Signif. codes:  0 ‘***’ 0.001 ‘**’ 0.01 ‘*’ 0.05 ‘.’ 0.1 ‘ ’ 1
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5.4 Regression Findings 

In the model with the indicators combined and Market Gini as the dependent variable 

the intercept was 45.8681 and the model explains four per cent (4%) of the change. In the 

model with the indicators combined and Net Gini as the dependent variable the intercept was 

39.06772, and the model explains twenty-six per cent (26%) of the change.  

In the model with the indicators standing on their own and Market Gini as the 

dependent variable the intercept was 45.52877 and the model explains nine per cent (9%) of 

the change. In the model with Net Gini and all the indicators separate, controlled for growth 

the intercept was 38.77254 and the model explained twenty-nine per cent (29%) of the 

change. The value and direction of the coefficients will be discussed under the different 

indicators. For all the models the P-values were small and the heteroskedasticity tests were 

robust, hence we can conclude that the models have a good fit.  

The much higher explanatory value for the Net Gini models makes sense as the Market 

Gini can be influenced by many things directly but the Net Gini can only be influenced by 

Market Gini and governance, in this context taxes and redistribution, directly.  

On the whole, better governance did decrease inequality before taxes and redistribution 

as well as after taxes and redistribution, but there are some notable exceptions. These two 

models as well as the control models will be discussed in parallel as it is the sign and strength 

of the coefficient and whether it has the same direction that merits attention. All results 

discussed are controlled for economic growth.  

5.4.1 GDP per Capita 

In the model with the indicators combined, GDP per Capita had a negative 0.20449 

effect on Market Gini and a negative 0.10796 effect on Net Gini, meaning that inequality falls 

as economic growth rises and the effect is stronger before taxes and redistribution. In the 

model with the indicators on their own GDP per Capita had a negative 0.18472 effect on 

Market Gini and a negative 0.10200 effect on Net Gini, repeating the previous result.  

That the effect is slightly stronger before taxes and redistribution was not a given as one 

of the goals of redistribution is to smooth out differences. 

In the control models the result was a negative effect for all but two higher income 

quartiles, for developed nontribal countries and for the year 2013 (which as previously said 

should be considered more as a subgroup of developed countries than as a time period). 
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5.4.2 Worldwide Governance Indicators 

While the below numbers may seem small, one should remember that the Gini 

coefficient has a maximum of 100 and a 0.7 change could mean a significant increase or 

decrease in relative and/or absolute income.  

When the indicators were combined and the result controlled for economic growth they 

had a positive 0.1517 effect on Market Gini and a negative 0.79551 effect on Net Gini, 

meaning that improvements in governance will increase inequality before taxes and 

redistribution and decrease it after taxes and redistribution.  

5.4.2.1 Control of Corruption 

Control of Corruption had a positive 3.55340 effect on Market Gini and a positive 

3.26337 effect on Net Gini meaning that inequality rises as control of corruption increases. 

The effect is slightly stronger prior to taxes and redistribution.  

In the control models the result was positive in all regression with exception of the 

regression for the year 1996 and for developed non tribal countries. In the control model with 

developing countries known to have tribal elements there was a positive and significant 

9.2828 effect for Market Gini, the highest coefficient in this study, and a positive and 

significant 8.35291 for Net Gini. 

With exception of the result for the year 1996 and for the developed countries, that 

control of corruption should increase inequality is contrary to earlier results and to my theory. 

That control of corruption has such a strong and positive effect for the Gini measurements for 

developing countries known to have tribal elements should be furthered investigated. 

5.4.2.2 Rule of Law 

Rule of Law had a negative 3.62170 effect on Market Gini and a negative 5.97186 

effect on Net Gini meaning that inequality dropped for both measurements but that the effect 

was stronger after taxes and redistribution.  

In the control models all results were negative, with the exception of the model with 

developed countries. Excluding the developed countries, the result was in line with the theory 

that Rule of Law has a strong effect on increasing income equality. As this is the indicator 

that together with control of corruption had the highest coefficient overall, it shows that Rule 

of Law is indeed important. 
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5.4.2.3 Government Effectiveness 

Government Effectiveness had a negative 2.14771 effect on Market Gini and a negative 

2.37429 effect on Net Gini. So the effect on inequality was greater after taxes and 

redistribution.  

In the control models the results where significant and negative for developed non tribal 

countries and for the two fourth income quartiles. It was significant and positive for Net Gini 

second income quartile. The non significant results varied. The result was largely in line with 

my hypothesis. 

5.4.2.4 Regulatory Quality 

Regulatory Quality had a positive 1.96177 effect on Market Gini and a positive 1.81809 

effect on Net Gini, so an improved regulatory quality will increase inequality both before and 

after redistribution.  

In the control models the results were mostly positive, with exception of the model with 

the developing tribal countries, which gave a negative result. The result was hence largely in 

line with my hypothesis. 

5.4.2.5 Political Stability and Absence of Violence/Terrorism 

Political Stability and Absence of Violence/Terrorism had a negative 0.30025 effect on 

Market Gini and a negative 0.20748 effect on Net Gini. Meaning an overall lower inequality 

if political stability and no violence.  

In the control models there were both positive and negative results for an improvement 

in this variable. The result was only partly in line with my hypothesis.  

5.4.2.6 Voice and Accountability 

Voice and Accountability had a positive 1.89709 effect on Market Gini and a negative 

1.04783 effect on Net Gini. An improvement in this indicator will thus increase inequality 

prior to taxes and redistribution but decrease it after taxes and redistribution.  

In the control models the result was significant and negative year 2013, for developed 

non tribal countries and for the fourth income quartile in regards of Net Gini. But it was 

positive and significant for the first income quartile for both Gini measurements. With the 

exception of the result for developing countries the result for the Net Gini is in line with my 

hypothesis that something will be done for the poorest if there is improvement in the feedback 

to the ruler. I offered no theories in regards of the movement of the Market Gini. 
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6 Concluding Observations 

As per theory, good governance will make it possible for some or all to get ahead. With 

the proper means and incentives people will increase their productivity. With increased 

productivity, a society’s wealth will increase, and with greater wealth there will be more 

opportunities to redistribute this wealth or to invest it in a common future. In wealthy states 

most people can live like a Middle Age king. 

It is important to understand what is hindering people from getting ahead; is it the 

bureaucratic red tape, is it corruption, is it uncertainty of property rights? Once the problem 

has been identified one can try to address it. Better governance is a bottom up process and we 

need to know what our starting ground is in order to know what policies to apply. People will 

always strive to be better off, and they will fight a change that will make them worse off. 

When changes in governance increase inequality even when controlled for by growth in an 

economy, at least a part of the population will object.  

This begs us to look closer at Control of Corruption which, counterintuitively raised 

inequality, having a coefficient of a positive 3.263376 for Net Gini in the base model and 

having a coefficient of a positive 8.352968 for Net Gini in the control model with developing 

states.  

Looking at the developing countries in the control model they were picked because they 

are known to have strong tribal loyalties and strong religious affiliations. I speculate that a 

part of the corruption was disguised acts of redistribution within the group. If I am correct 

there will be resistance among the many to increase the control of corruption as it affects them 

negatively.  

To better understand the forces of corruption on inequality, future research in the area 

should probably divide it in two variables, to better know what is measured. The first would 

be petty corruption, be it a job or handout from the government and/or other limited 

corruption and does not distort the economy too much and which could possibly be seen as a 

form of redistribution. The other would study mismanagement of larger sums of money that 

makes the economy less efficient.  

Looking back on the studies on corruption, I see that You and Khagram defined 

corruption as abuse of public power (or public office) for private gain (You & Khagram, 

2005). This according to the above line of argument would be significant corruption. To care 

less about petty corruption would be in line with what Acemoglu and Verdier, (Acemoglu & 

Verdier, 2000) suggest, who argue that preventing all corruption is too costly.  
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Another author that takes a more lenient view of petty corruption would be Francis 

Fukuyama
32

. In his Political Order and Political Decay (Fukuyama, 2015) he tells of the 

congressman and later senator William Lorimer. At the end of the 19
th

 century in Chicago, 

Lorimer was running a “political machine” handing out food, coal, pensions, scholarships, 

licenses, and jobs to political supporters. He was opposed by middle and upper class 

businessmen, professionals, and social reformers seeking to professionalize government by 

making it nonpartisan. But in this case the effect of the corruption was positive, as the 

political machine’s ability to distribute resources to the newly arrived immigrants worked as a 

way to integrate them into the American society.  

As discussed earlier, to change a state’s path is a long process and what works in one 

country may not work in the next as it is a bottom up process. It takes time to build good 

institutions and it might be prudent to accept imperfections along the way as long as there is 

progress in the right direction.  

  

                                                      
32

 2015 Winner of the Johan Skytte Prize: See http://www.skytteprize.com/ 
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8 Appendix – Additional Results 

Table 8.1 Results - quantile regression on Gini measurements 

 
 

 

Table 8.2 Results - fixed effect model for the Worldwide Governance Indicators 

 

  

Dependent variable:

Market Gini 

1st Quantil

Market Gini 

2nd Quantil

Market Gini 

3nd Quantil

Market Gini 

4nd Quantil

Net Gini  

1st Quantil

Net Gini 

2nd Quantil

Net Gini 

3rd Quantil

Net Gini   

4th Quantil

Models: 1 2 3 4 5 6 7 8

Independent variables Estimated 

coefficient

Estimated 

coefficient

Estimated 

coefficient

Estimated 

coefficient

Estimated 

coefficient

Estimated 

coefficient

Estimated 

coefficient

Estimated 

coefficient

Constant  37.33802 39.98725 41.82239  43.63599 30.35578 32.60155 34.53543 36.20060 

( 0.27618) (0.23848) (0.24624) (0.23456 ) (0.22276) (0.26225) (0.25109) (0.22580)

GDP per Capita annual growth % -0.23900 -0.24889 -0.13523 -0.10591 -0.15527  -0.06761 -0.06613 -0.06773

(0.00892) (0.04718) (0.03679) (0.03654) 0.02988 (0.05281) (0.03689) (0.03840)

Control of Corruption 5.43427 2.53032 2.20204  2.58633 1.78168 1.49396 1.07824 2.00798

(0.59759) (0.69486) (0.58745) 0.45868 (0.34956) ( 0.74465) (0.54416) (0.52236)

Rule of Law -1.68525 -1.56175 -1.93475 -1.97035 -0.97659 -1.35865 -2.80433 -4.51407

(0.92806) (0.87161) (0.83182) (0.66833 ) (0.46613) (1.04864) (0.79871) (0.64917)

Government Effectiveness -2.46540 -1.00029 -0.68972 -1.65066 -4.19589 -3.47392 -2.21408 -1.85470

(0.86876) (0.79365 ) (0.72426) (0.56746) (0.42497) (1.09055) (0.83882) (0.63474)

Regulatory Quality 0.88740 1.77498 1.75489 1.87409 2.14508 1.29792 2.16499 1.60328

(0.47241) (0.66168) (0.56329 ) (0.48058) (0.34930) (0.72074) (0.59571) (0.58671)

Political Stability and Absence of 

Violence/Terrorism -0.62511 -1.00164 -0.79511 -1.37863 -0.60462 -1.23221 -1.63867 -1.58737

(0.31463) (0.41207) (0.41306 ) (0.32443) (0.27348) (0.47262) (0.36551) (0.29766)

Voice and Accountability 0.33482 1.68103 1.60223 2.07595 -1.71030 -0.92003 -1.48930 -1.04242

(0.36592) (0.53258 ) (0.35913) (0.20720) (0.22002) (0.61381) (0.39927) (0.38212)

OBS. = 437 436 436 437 437 437 436 437

Dependent variable: Market Gini Net Gini

Models: 1 2

Independent variables Estimated 

coefficient

Estimated 

coefficient

Control of Corruption -0.10366 0.0028528

(0.40536) (0.3661708)

Rule of Law 1.38900 ** 0.2212597

(0.53592) (0.4839904)

Government Effectiveness 0.67394 0.4938132

(0.48780) (0.4403914)

Regulatory Quality 0.39396 1.4122234 ***

(0.40507) (0.3659043)

Political Stability and Absence of Violence/Terrorism -0.35959 -0.1964771

(0.25342) (0.2289130)

Voice and Accountability -1.16543 ** -0.9044591 *

(0.40762) (0.3682140)

R-squared 0.014818 0.020444

Adjusted R-squared 0.013443 0.018549

F-statistic 3.97084 5.51343

P-value 0.00059861 1.1552e-05

OBS. = 1746 1747

Standard error in parenttheses

Signif. codes:  0 ‘***’ 0.001 ‘**’ 0.01 ‘*’ 0.05 ‘.’ 0.1 ‘ ’ 1
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9 Appendix – Data 

The data used in this study can be obtained by an email to carin@wimmelboda.se  

mailto:carin@wimmelboda.se

