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Abstract
The relationship between corruption, income inequality, and economic development has been a major

concern and of course an area of continuous debate because of their devastating effect on economic
development. Therefore, the broad objective of this study is to empirically ascertain the impact of
corruption and income inequality on economic development in Nigeria. This study employed a factorial
research design. The data for analysis was mainly secondary and obtained from World Bank Data, CBN
Statistical Bulletin, Transparency International and United Nation Publications. The population of this study
consists of data from 1999 to 2017 which is nineteen (19) years. Two control variables were introduced
(Education Level and Population Growth) in order to minimize omitted variable bias. The study adopted the
ordinary least square regression model. The findings of this study revealed that both corruption and income
inequality have significant effect on economic development and are both negatively correlated. This shows
that increase in corruption and income inequality will have negative impact on economic development. The
study therefore recommends that the government should intensify more efforts in battling corruption
within the country through the use of forensic investigative skills in detecting corrupt activities which will
now serve as a deterrent for any individual who may want to involve in the act. Also, technological tools
should be used to develop institutional trust and block all international loopholes to discourage money
laundering.
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1. Introduction

The relationship between corruption, income inequality, and economic development has been a
major concern and of course an area of continuous debate because of their devastating effect on economic
development of any society and inconsistent conclusion drawn by different researchers in establishing the
relationship that exist between these variables. Though these two factors are not new but they have been
ancient universal issues and considered as factors that can affect the economy of any country. Ambar
(2015) described corruption as a deadly virus which has the power to attack the vital structures required
for a society’s progress and also a major obstacle to economic development of any country. Social trust has
become a thing of the past due to corruption and this has resulted to inequalities in the system which had a
negative impact on the general public education, health care, and labourers’ wage rate (Rothstein and
Uslander, 2005).

Transparency International [TI] (2009) described corruption as the wrong use of entrusted political
power. Ambar (2015) also posited that corruption is the transfer of interest from the public for personal
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gain or the abuse of public office for individual’s private benefit. Ugur and Dasgupta (2011) described
corruption as the greatest hindrances for the long run social development and also development of
economy mostly in countries that are developing because it damages the institutional structure of
government badly.

Generally, corruption is viewed paradoxically on whether it is harmful or beneficial to the economic
development of any society. Mauro (1997) concluded that corruption is more damaging to the
development of economy as it causes slower growth. Knack and Keefer (1997) also pointed that
government parastatals, ministries and agencies involve in a very high degree of corruption which affects
economic development negatively (in terms of investment and growth).

Ritva and Jakob (2005) on the contrary posited that corruption can also grease the wheels of
prosperity, majorly in the place where bureaucracies and organizations are inefficient i.e. entrepreneur and
big firms struggle to transport or export or comply with regulations, that corruption could improve
efficiency and development or piece rate, giving better and faster service to firms with highest cost of
waiting. Chris (2014) on his argument on whether corruption can seemingly be helpful opined that it is not
necessary we call it corruption, because it can help in achieving some legs. He noted that since we are in an
imperfect world, which if corruption is a bit controlled it can function as a lubricant in overcoming some of
our worst problems. Therefore in his view, if the looted funds recovered in the past are appropriately
invested in the economy, it can in turn positively affect the economy.

Corruption does not only affect economic development but also the distribution of income which has
led to income inequality. This is because it is only those closely connected to the ruling class in the
government that belongs mostly to the high income group (Gupta et al., 2002). Moreover, as evident in a
developing country like Nigeria, political cabals and their relations are those that benefit more from the
wealth of the Nation. They embezzle the wealth that is due to the citizens of the country and save it in both
local and international banks while some hide it in a secluded place in their apartment, instead of investing
such funds into the economy which can in turn develop the economy. This has however increased income
inequality among the citizens and affects economic development negatively because the wealth of the
nation is one-sided.

Although the study of the effect of corruption and income inequality on economic development has
become prominent in research field majorly in the developed countries. Mauro (1997) stated that
corruption has both negative and significant effect on economic development because it leads to decrease
in human capital investment. Tanzi and Davoodi (1997) discovered that corruption increases government
general expenditure but reduces expenditure on maintenance which reduces economic development
because it will be difficult to put new capital into use due to lack of complementary inputs. Wei (2000)
concluded that corruption decreases private investment and human capital investment which is the
channel through which it affects economic development. Benabou (1994); Banerjee and Duflo (2000); and
Wahiba (2014) concluded that income inequality have a negative impact on economic development
because people with less social capital, educations, access to health have difficulties in accessing jobs,
credit availability for investments and so on, which is not true in an egalitarian society where everyone
have access to sound education, health and social benefit which can in turn improve economic
development. All these empirical researches mentioned above were conducted on developed countries. In
developing countries however, there are but few empirical work on corruption, income inequality and
economic development in this recent era where corruption is so rampant. For instance, the few known
empirical studies conducted on corruption, income inequality and economic development in Africa are that
of Kwabena (2002) on African countries as a whole and Egunjobi (2013) in Nigeria, they both concluded
that corruption increases income inequality and decreases economic development in African countries.

Moreover, findings on the relationship between corruption, income inequality and economic
development have been inconsistent over the decades, Ambar (2015); Josh (2014); and Mauro (1997) have
seen a negative effect on economic development while Chambers (2005); Chris (2014); and Forbes (2000)
found a positive relationship between corruption, income inequality and economic development. They
noted that if controlled, corruption can serve as a lubricant in overcoming some of our worst problems,
that if recovered looted funds can be appropriately re-invested into a country’s economy, it will improve
the economy of such country.
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Kwabena (2002) investigated corruption, income inequality and economic development in Africa
some years ago, where he used Panel Estimator and Generalized Least Square (GLS) model as regressor.
Though he used corruption perception index and gini coefficient to measure corruption and income
inequality but the result gotten cannot be relied upon in concluding the impact of corruption and income
inequality on economic development in Nigeria due to the facts that all these African countries put
together are not having things in common, in terms of their population, economy, education level,
corruption ranking and so on. Justice would be done, if a particular country is focused on. Focusing on
Nigeria alone will be justifiable majorly in this era where the major song is “anti-corruption crusade”. The
known study conducted on Nigeria was done by Egunjobi (2013) and covered period from 1980 to 2009. He
uses total labour force and incidence of bribery recorded to measure corruption. The question here is that,
how can incidence of bribery be reliably determined in Nigeria? This is not documented anywhere because
there are high level of unreported cases of bribery in Nigeria, therefore using this as a basis for measuring
corruption is not justifiable. This study is also different from prior studies because it uses shorter and more
recent period data. Therefore, the gap this study tends to fill is to address the problem of inconsistent
results, inconclusive findings, unreliable measuring method and outdated results gotten in the prior
studies.

2. Literature review

This chapter reviews literature on corruption, income inequality and economic development.
Different concepts were reviewed, sociological and modernization theory of corruption, the fraud and the
new fraud diamond were reviewed, and review of empirical studies was also examined. All these will be
necessary in establishing gap on which this study is based.

2.1. Economic Development

Economic development is a medium through which a nation improves both the economic, political
and social well-being of its citizen. It is also described as the major objective of the nations in the world, the
objective is quite simple: to create the wealth of a nation. Many developing countries in the years back
have experienced an improved growth rate of per-capital income but not evident in the living conditions of
the major part of the country’s population. Seers (1969) observes that the aim of development is for the
per-capital income of the citizens to increase but this have not been the case as inequality, poverty and
unemployment are still growing worse. Seers now highlighted the changes needed in setting economic
development objectives which should not be limited to just growth but to also concentrate more on the
reduction of inequality, poverty and unemployment.

Stiglitz (1998) notes that it is the kind of life people are living that determines whether people are
from developed, developing or underdeveloped country. Stiglitz further observed that the kind of death,
diseases, sickness, mal-nourishment that happens day-in-day-out mostly in developing and under-
developed nations has changed the developmental goal dramatically. Stiglitz further concluded that a shift
in developmental goal is needed by governments of developing countries so as to widen the objectives to
include improvement in income distribution, environment, health and education, and broadly to ensure
improvement in the general quality of life of the citizen. Sen (1999) observed that the very main goal of
development is to improve human capabilities, which means the freedom that a person has in terms of
choice of performing functions, giving personal characteristics into functioning and commands over
commodities.

2.2. Corruption

Association of Certified Fraud Examiner [ACFE] (2010) develops model for categorizing known frauds,
which is known as fraud tree. They listed about 49 different fraud schemes grouped by categories and sub
categories. The three major categories stated by them were: Fraudulent Financial Statements; Asset
Misappropriation; and Corruption. The study will only consider on aspect of fraud major categories, which
is corruption. Corruption involves a number of schemes, such as bribery, extortion distortion, illegal
gratuities, kickbacks, related-party activity and so on, which is committed majorly by an employee of any
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public organisation in other to gain undue advantage or benefit at the expense of the organisation damage
(ACFE, 2010).

Corruption is a form of behavior that deviate from general belief, ethics, traditions, morality, law,
civic virtue and so on, it can either be both monetary (Financial Corruption) and non-monetary (Kelly,
2015). For the sake of this research, more focus will be on the monetary aspect while to some extent the
non-monetary will be looked into. Corruption connotes different meaning to people depending on
individual’s ideology, discipline, cultural background, level of exposures and political leaning. Corruption
has been earlier defined in this paper as the abuse of public office for personal gain. Public in this context
connotes private businesses, international organisations, corporations, government ministries and
agencies, government parastatals and public liability companies.

In the public sector, corruption or level of corruption usually connotes two common meaning. The
first leg stands for those unethical practices whereby organisations or individuals bribe officials which have
responsibilities of awarding contracts or at times to be freed from punishment of a particular offence
committed (that is, getting or obtaining undue privileges as against the law or against some bureaucratic
rules) and secondly are those unethical practices where officials saddled with the responsibilities of
awarding contracts extorts organisations or individuals before awarding any contract (that is, economic
extortion). Klitgaard (1998) viewed corruption broadly as the misuse of office for unofficial ends and also
narrowly concluded that it is the achievement of several advances by the way of personal networking,
payment of gratitude, money or gift for normal services (popularly known as PR). Johnson (1994) defined it
as every dangerous, illegal and immoral act in the public and private sector.

Klitgaard (1998) gave certain formula on how corruption takes place. He said it is the monopoly of
power, and a combination of it with lack of accountability and discretion. He further gave the formula as:
C=M+D-A, where C represents corruption, M means monopoly, D connotes discretion and A represents
accountability. This formula was again modified by United Nation Development Programme [UNDP] (2004)
with the addition of two extra dimensions, which are Integrity and Transparency. UNDP now changed the
formula to C= (M+D)-(A+I+T). This means that the absence of AIT (Accountability, Integrity and
Transparency) which is primarily a major reason for weak governance. In addition monopoly and discretion
will also result in corruption. This formula is what gives strength to the theory that concluded that
corruption means an absolute failure in governance.

Jenny and Erlinda (2006) see corruption as the result of politics of privilege and rent seeking. He said
corruption is nurtured by the so-called politicians who through lies and deceit played on the intelligence of
their supporters and followers so as to engage in corruption and restrict the benefit to some certain people
(favoritism), whereby those derivable benefits are majorly concentrated on only small section of the
population while leaving large number of the population in hunger and poverty.

Owolabi et al., (2013) note that many countries had enacted laws to eradicate the existence of
corruption by setting up tribunals, probe panels and anti-corruption institution. They pointed that in
Nigeria, there are institutions such as Economic and Financial Crime Commission (EFCC) and Independent
Corrupt Practices and Other Related Offences Commission (ICPC), yet this does not reduce the existence of
corrupt practices which shows that most of this commission lacks forensic investigative skills to ensure
successful prosecution of person charged for corrupt practices, which could have served as a lesson to all
others who have such intent.

Dada (2014) posits that there is a need for an effective investigation of skills and techniques that can
actually help the anti-corruption institution in successfully curbing the menace of corruption which might
have significant and positive relationship on income inequality and economic development. He suggests
that forensic accounting techniques have an antidote to curbing this menace because it gives an accounting
analysis that is suitable in the court and form basis for debate, discussion and financial dispute resolutions.

2.2. Drivers of Corruption as it relates to Economic Development

There are so many variables that drive corruption and have affected economic development greatly;
some of these variables are public procurement corruption, bribery, nepotism. These variables are
discussed below:
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a. Public procurement corruption: public procurements are various kinds of acquisition that is done
on public goods and services. Such procurement is expected to be carried out in accordance with the laid
down principles of the International Competitive Bidding (ICB). ICB covers each procedure by designing
tender for the evaluation and contract award. Public procurement corruption occurs when we have a clear
misuse of public office, and that the person involve derive a direct identifiable benefit from the act and that
such benefit must be a direct return from the act. Such a corruption is negatively affecting economic
development, also distort market mechanisms and create inefficiencies by reducing competitiveness,
foreign direct investment and trade (Soreide, 2002).

b. Bribery: Hamra (2000) defines bribery as the offering, promising or giving an item of value so as to
induce or influence a public official in the executions their official duties. Bribe can be in form of money,
material items and other pecuniary or non-pecuniary benefits. Mauro (1995) finds a negative relationship
between bribery and economic development which later concluded that prevalence of bribery is a barrier
to economic development; therefore a reduction in bribery can have a cleansing effect on the economic
environment in the conduct of economic activities. Hamra (2000) opined that bribery is a deterrent to
trade, investment and commercial activities within the country and that bribery is taking much lower in
countries with higher incomes because most employees will be well satisfied with what they earn.

c. Nepotism: is described as that variety of practices that relates to favoritism, it simply means to
hire and advance unqualified or under-qualified family members based on familiar relationship. Taha-
Barakat (2016) points out that nepotism is the acceptance of public employee to please or pressurize
others on the violation of law to implement the request of their needs without any right and therefore it is
considered a breach of the functional lead to looting right or the realization void and ultimately a waste of
public money which is harmful to economic development.

Gjinovci (2016) noted that nepotism is the reason behind political and family influences on the
various forms of employment to different public positions in a country. He pressed further that this
employment includes those ones to: important sectors in the economy; public administrations;
management staff of the ministry; security bodies; public corporations; and public media without
necessarily reviewing the qualifications, technical know-how and the skills of such personnel. This has in
turn had a negative impact on the economic development because these personnel are inefficient and
ineffective which has resulted into low output.

2.3. Income Inequality

Inequality means the state of not being equal, mostly in status, rights and opportunities (Jorge,
2011). It is however prone to confusion majorly in public debate because it connotes different meaning to
different people, though there are common distinction. Many scholars see economic inequality to be the
same thing as income inequality or monetary inequality or more broadly seeing it as inequality in living
conditions, but for this study, income inequality will be used and focused on. Income inequality is the
unequal distribution of individuals’ income among the various participants of the economy (Jorge, 2011).
Based on history, income inequality has affected or was affected by economic development of average
income earner of the nation. Some other studies show that development had an inconclusive effect on
inequality, but income inequality is seen to be detrimental to economic development.

Christian (2013) defines income inequality as the means of distributing money income which is quite
different from economic inequality. Atkinson (1970) noted that income inequality idea is based on how
income is improperly distributed among the individuals or groups in a society, state or country. In
measuring income inequality data can be gotten from different settings, different classes within a society,
different professions, or different genre, and that income inequality has a propensity to look at the
economic conditions for both groups and individuals while economic inequality is the different between
economic condition of different individuals or different groups, the reason is that income appears to have
substantial significance for a person’s standard of living. What originates or determines income inequalities
can be some factors such as the structure of political governance, corruption, political governance,
institutional stability, inborn ability, race, education, labour, culture, gender, population and so on
(Christian, 2013).
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2.4. Drivers of Income Inequality as it relates to Economic Development

There are many variables that drive income inequality which have greater effect on economic
development; some of these variables are poverty, social welfare, education and health, and so on. These
variables are discussed below:

a. Poverty: this is the deprivation from certain basic things of life, such as clothing, food, good
shelter, good drinking water, health care and basic minimum education opportunities. Dollar, David and
Kraay (2001) notes that economic development may reduce poverty by raising the incomes of every citizen
in the country. Ugwu (2012) also in agreement with the above posited that higher growth could be
associated with increased standard of living and asserted that economic development can enhance poverty
reduction. The most effective tool for reducing poverty is economic development and can thereby improve
the quality of people’s life because growth can generate prosperity and employment opportunities that will
improve people’s living standard. Though, the extent and level to which growth reduces poverty depends
on the level or degree of poor people participation in the growth process and what they get in its proceeds
(Besley and Cord, 2007).

b. Social Welfare: this is concerned with the well-being of the entire society, though it is not the
same as living standard but it is more concerned with the quality of life which includes factors such as
quality of the physical environment in terms of air, soil, water and availability of certain essential social
services. Bambra (2004) notes that well-being is one of the most germane aspects of human lives and that
as economic development creates wealth; social welfare is that one important factor that ensures effective
distribution of that wealth. It is mostly measured as happiness, satisfaction with life, having a meaningful
life, fulfilling one’s potential and feeling that we live a worthwhile life (Eckersley, 2004). Therefore, the
availability of social welfare is an indication of effective economic development.

¢. Health and Education: increased productivity is what indicates economic development which can
be achieved through appropriate investment in labour and capital. Meanwhile, investment in capital can be
fully utilized if there is healthy and educated workforce in the economy. Health and education are very
germane instruments in the productivity improvement and economic development; good health will not
only give longer life span but also helps in raising returns on investment in education because a healthy
educated person will work hard to ensure productivity of the economy. Education also speeds up
technological advancement and increases the probability of more healthy productive children which will
enhance economic development (Tato, 1998).

Arias et al., (2013) notes that poor people tend to under-invest because they are always myopic in
their decision making process which causes an inability to effectively internalize the returns on education
and health. For this reasons, many children from developing African countries have a sub-standard
education level and health attainment. Children born in lower class families are prone to experiencing
malnutrition, illness, environment less conducive for learning and lower quality of schooling. They
therefore have lesser motivation to learn which result to increase income inequality and affects economic
development negatively. Jorge (2011) notes that the most important determinants of any individual’s
future income is education. That the prevailing policies on education and several variations to accessing
quality education in any country can significantly affect income inequality positively. Jorge also pointed out
that in a society where there are poor access to education by the general masses, that it is only the few
citizen who were able to sponsor themselves to obtain education and required skills that will be allocated a
good working position that gives high income and thus widening the gap between the incomes of the
educated and uneducated population.

2.4. Relationship between Corruption, Income Inequality and Economic Development

Corruption has continually been attracting a great number of attentions because many studies have
present persuasive evidence as regards its negative effect on some economic variables such as income
growth. The likes of Knack and Keefer (1995); Mauro (1995) and Hall and Jones (1999) find out that
corruption reduces income growth significantly. Shleifer and Vishny (1993) noted that, a weak central
government ministries, departments and agencies to impose bribe on the sales of complementary
government goods such as licenses and permits. He further noted that the increased in the number of
these agencies day in day out has given rise to corruption resulting to reduction of investment and
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development. In the studies by Huntington (1968), he argues that the modernization of politics from an
autocratic government to a democratic one has over the years weakens the central government power and
thereby increasing corruption through the changes it produces on the output side of political system. Gupta
et al. (2002) was of the opinion that corruption does not only have effect on economic development but
also have a greater effect on the income distribution because the benefits from corruption are likely to
accrue to the better connected individuals. Inequality affects development in three ways: redistribution,
weaker institution handling external shock and credit market imperfection (Sachs, 1989).

Li et al. (2000) examine corruption effect on income and the Gini coefficient of income distribution
using data from Asian, Organisation for Economic Co-operation and Development (OECD), and Latin
American countries. They were able to conclude that corruption increases the Gini coefficient in a quadratic
way; the Gini coefficient is higher for countries with intermediate level of corruption while it is low for
countries with high or low levels of corruption. They also opined that corruption affects the Gini coefficient
through government consumption. They however, do not allow economic growth to influence the Gini
coefficient. Gupta et al. (1998) posited that corruption enhances income inequality using developing
countries sample and also concluded that increased corruption is associated with decreases in the share of
government expenditures devoted to education and health care. Hendriks, Keen and Muthoo (1998) found
that the distributional effects of corruption and tax evasion are regressive, hence increases income
inequality. Studies in Gupta et al. (2002); Li et al. (2002); and Kwabena (2002) shows that both corruption
and income inequality influence economic development, they found out that corruption increases income
inequality and concluded that income inequality is another channel through which corruption hampers
economic development. All these studies concluded that these variables have negatively affected economic
development.

2.5. Theoretical review

Generally, this work is centered on four basic theories which are sociological theory of corruption,
modernization theory of corruption and the fraud and the new fraud diamond theory of corruption and is
discussed below:

2.5.1. Sociological Theory of Corruption

It was propounded by two sociologists which were Karl Marx and Wright Mills in the 18th and 19th
centuries, which covers the areas of development social life, social relationships of individuals, groups
institution (Kendall, 2000). Karl Marx theory explained that human cultural values are very germane in a
society and also noted that power and money are what shape the social structure of any society by
developing struggles among different levels in the attainment of the best. He believes that the urge to
attain wealth and power had negative effect on the society and also that the materialism and power make
the difference in the society. The materialistic view is that people earn food, shelter, clothing and work for
their living, this struggle is what brought about owners and labourers relationship, whereby the owners
tend to gain abnormal profit by paying the labourer lesser than their worth which led to exploitation in the
society.

This exploitation is what further leads to political domination which create classes in power for those
people who are economically strong, stable and gain so much power to control the country economy while
the general masses are being exploited which in turn affects economic development negatively (Campbell,
1981). Wright Mills theory on the other hand posited that people who have lots of power are in the
position of making decision that has greater effect on economy (Stephens et al., 1998). These people with
their power and resources shape the society and exploit people through corrupt means and thereby
affecting economic development negatively. Kendall (2000) noted that a good society will only come into
existence if the difference in powerful and powerless people are erased which will therefore bring about
equality among the people. The latter action will reduce corruption and increase income inequality.

2.5.2. Modernization Theory of Corruption

One of the best ways to view corruption is when individual behavior go against the moral principles
that guide their official obligations, therefore this theory view corruption as the breach of ethical rules that

310



International Journal of Academic Research in Accounting, Finance and Management Sciences
Vol. 9 (4), pp. 304-319, © 2019 HRMARS (www.hrmars.com)

bind the conduct of individual’s official duties (lyanda, 2012). Agubamah (2009) noted that there are
several factors which would make successful way of fighting corruption difficult; these factors are the
uniqueness of each society or country, the dynamic or changing nature of the socio political and economic
interactions within the global community and the differences in the perception of the corrupt practices.

Modernization theory was propounded by Huntington in 1968, this theory was cited by Adefulu
(2007) and he pointed that the process of economic and political development in modern societies has
brought about inequality, corruption and political instability. Modernization theorist observed that the
causes and incidence of corruption and corrupt practices in pre-colonial African communities in terms of
the logic of patrimonialism, neo-patrimonialism, prebendalism and patro-clientelism. The main proportion
common to all these theories majorly centers on the view that extractive corruption in African developing
countries is one of the un-salutary consequences of grafting modern political structure and processes on
indigenous socio political structure which functions on the basis of old values and responsibilities (lyanda,
2012). Adefulu (2007) sees corruption as an outcome of public officials’ behaviours that deviate from the
accepted values, norms and culture of the society, which also signifies ineffective political institutional
structure presence that allows officials of the public to divert public funds for private use.

Huntington sees corruption as the origin of menace, and justified corruption as a political under-
development and inclinations of traditional societies which engage gift giving that is believed to be almost
common in patrimonialism societies. He concluded his theory that corruption in African states generates
inequality, political instability which has a negative effect on economic development.

2.6. Empirical review

Dincer and Gunalp (2005) carried out study on corruption, income inequality and growth with
evidence from United States, using ordinary least square (OLS) method for data analysis and measured
corruption through the use of the objective measure of corruption by considering the numbers of public
officials convicted in a state for corruption related crimes and measured income inequality by employing 4-
year to 5-year panels of income inequality and growth in order to control for unobserved state
characteristics. They found that an increase corruption will increase income inequality and decreases
growth.

Viorica et al. (2011) analyze the relationship among corruption, economic growth and foreign direct
investment (FDI) and also looked at the determinants of corruption using Romania time series data
between year 1997 and 2009. The variables explored in this study were corruption, economic growth, FDI,
education, governance economic freedom. They obtained their data from sources such as World Bank,
Romanian Institute of Statistics and Eurostat. The findings showed there is both significant and positive
relationship between corruption and FDI but found insignificant relationship between corruption and
economic growth but they are correlated. The result also suggested that corruption have a significant
relationship but negatively correlated to level of education, economic freedom and has a positive
correlation with governance.

Kwabena (2002) examine corruption, economic growth and income inequality in Africa using the
panel data that cater for different African countries and used ordinary least square (OLS) method as the
regressor. The result showed that corruption decreases economic growth both directly and indirectly
through the reduction of investment in physical capital. The findings also showed that an increased
corruption will have a positive effect on income inequality. He noted that the combined effect of a
decreased economic growth and an increased income inequality means that corruption really affects the
poor negatively than the rich in African countries.

Kelly (2015) investigates into fraud and corrupt practices in public sector, focusing on the
Cameroonian experience. The paper used agency theory to examine the level of fraud and corrupt practices
in Cameroonian business and also carried out an evaluation on the effect of government anti-corruption
policies on the menace of fraud and corrupt practices. The study adopted a survey research method to
obtain data and the findings in this study showed that mostly all the segment of public sector involved in
highly corrupt practices and have a negative effect on the economic development. He gave some examples
that the Tax Administrators, Police and Customs are the most corrupt institution in the country. He
concluded by saying the anti-corruption initiatives by the government are so ineffective which must have
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been as a result of the government insincerity and lack of political will to war against fraud and corruption
in the system. Egunjobi (2013) investigates on the econometric analysis of the impact of corruption on
economic growth in Nigeria. He used time series data from 1989-2009 and used GDP as a proxy for
economic development, corruption index as a proxy for corruption and also developed some control
variables such as government capital expenditure, foreign private investment, expenditure on education,
total labour force and bribery. He use simple regression for the model estimation and found that
corruption have direct effect on economic growth but indirect effect on education expenditure, capital
expenditure and foreign private investment.

3. Methodology of research

This study employs a factorial research design. Factorial research design involves in a number of
considerations such as different countries, the hypotheses being tested and also helps in understanding the
effect of two or more independent variables on a single dependent variable. The source of collecting data
for analysis was mainly secondary (from World Bank data, Transparency International, United Nation
Publication and CBN Statistical Bulleting) which explore data on Nigeria for a particular period of time from
1999 to 2017. Ordinary Least Square Model was used for the data analysis. The whole population of the
study will also be picked as sample because the population is just considering Nigeria for just nineteen (19)
years. Two (2) control variables (Education Level and Population Growth) are introduced in order to
minimize the omitted variable bias. Also, these control variables were added because they contribute to
determining country’s GDP per capita growth level (that is, they affect the speed at which a country
economy converges towards its steady state and thereby resulting in economic development) (Eatzaz et al.,
2012).

3.1. Model Specification

This study adapts and modifies a similar model applied by economic development equation that was
popularized by Barro (1991) and estimated by other researchers (Caselli et al., 1996; Gyimah Brempong and
Traynor 1999; Levine and Renelt 1992; Mankiw et al., 1992; Sachs and Warner 1997; Egunjobi, 2013). In its
simplest form, the growth rate of income is assumed to depend on investment rate (k), initial level of
income (yo), growth rate of real export (x), government consumption (govcon), and the stock of human
capital which was proxied by the level educational attainment of the adult in the population (edu). In
addition to these variables, corruption (cor) to measure the quality of institutions in an economy. The
economic development equation in their studies in a linear form for the sake of simplicity is given as:

Edv = ap + a1k + oedu + asx’ + ascor+ asyo + asgoveon + U (1)

However, there are other several important variables that also determine economic development in
Nigeria. The levels of corruption, income inequality, literacy level, as well as population growth are some of
these important determinants as far as Nigeria is concerned. In order to grasp the relevance of the
objectives proposed in this study, these aforementioned variables are incorporated into the model and
modifies as follows:

EDV =f (COR, INQ, POPG, EL) (2)
Equation (ii) above can be specified in a linear stochastic term as follows:
EDVi=Bo+ B1COR: + B2INQ: + BsPOPG; + B4EL: + fl; (3)

Where:

EDV= Economic Development (proxy with GDP per capita growth)
COR= Corruption (proxy with Corruption Perception Index)

INQ = Income Inequality (proxy with Gini index)

POP = Population Growth (population growth rate)

EL = Education Level (education index)

Bo = Constants/Intercepts
B1-Coefficient of Corruption
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B. - Coefficient of Income Inequality
Bs- Coefficient of Education Level
B4- Coefficient of Population Growth

fl = Error Term
The A-priori sign

of the variables are: 1< 0; 2<0;B320B4>0

Table 1. Operationalization of Variables

S/N VARIABLES OPERATIONAL DEFINITION SOURCE
1 Economic Gross domestic product per capita growth of Nigeria for the period Haq (1995)
development stated.
Corruption perception index (CPI) of Nigeria for the period as stated by
Transparency Organisation. The CPI scores relates to perception of the .
. . . . . Jain (2001);
2 Corruption degree of corruption by as experienced by business people, Auditors,
. . . Knoema (2018)
Forensic Accountants, Financial analysts and so on. It ranges between
100 (highly clean) and 0 (highly corrupt)
Gini Coefficients of Nigeria for the period gotten from CBN Statistical | Wu et al. (2002)
3 Income Bulletin. It measures 0 where everyone has equal income (perfectly Jorge (2011)
Inequality equality) and 100 when individual has all the income (perfectly Ewubare and

inequality)

Okpani (2018)

Education index as published by United Nation: combining average

OECD (2004)

4 Education Level adult years of schooling with expected years of schooling for children. Hoffmeyer—
Zlotnik and Uwe
(2006)
5 Population Population growth rate of Nigeria as published by United Nation. Sinding (2009)
Growth O’Sullivian (2012)

3.2. Data presentation and analysis of results

Table 2. Descriptive Statistics

EDV COR INQ POPG EL
Mean 3.594737 21.42105 45.66789 2.601053 47.79474
Median 2.600000 24.00000 45.08000 2.580000 48.40000
Maximum 30.40000 28.00000 56.00000 2.700000 53.20000
Minimum -4.200000 10.00000 40.06000 2.520000 41.50000
Std. Dev. 7.069455 5.757274 4.704209 0.067897 4,149628
Skewness 2.976678 -0.605696 0.950370 0.115604 -0.332960
Kurtosis 12.26411 1.983183 3.036782 1.454764 1.875450
Jarque-Bera 96.00238 1.980266 2.861212 1.932627 1.352216
Probability 0.000000 0.371527 0.239164 0.380483 0.508593
Sum 68.30000 407.0000 867.6900 49.42000 908.1000
Sum Sq. Dev. 899.5895 596.6316 398.3325 0.082979 309.9495

Observations 19 19 19 19 19

Descriptive statistics of the variables investigated in the analysis as displayed above. For instance, the
average values for economic development stood at 3.594 and ranges from -4.200 to 30.40 while that of
corruption stood at 21.42 and ranged from 10.00 to 28.00. In addition, the mean value of income inequality
stood at 45.66 but ranged from 40.06 to 56.00 over the years. It was discovered from the result that
population growth rate has the lowest mean of 2.61 and this ranged from 2.52 to 2.70. The result revealed
marginal contribution of population growth rate to economic development in-spite of the growing
population. However, the mean values of income inequality and education level was very high.

The skewness and kurtosis in the analysis provides explanation about the deviation from normal
distribution and flatter shape or peakedness of the distribution. The result shows that corruption (-0.6056)
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and education level (-0.332) are less than zero. The result simply means that the values of the two variables
skewed to the right of the mean while the other variables values (Economic development, income
inequality and population growth) have normal distribution. The kurtosis results reveals that economic
development (12.264) has leptokurtic distribution which is sharper than a normal distribution with value
concentrated around the mean and thicker tails with high means probability for extreme values kurtosis >
3, while income inequality rate (3.03) shows mesokurtic distribution, which is normal distribution with
kurtosis approximately 3. Meanwhile, corruption and population growth and education level have
platykurtic distribution, flatter than a normal distribution with a wider peak. The probability for extreme
values is lesser than a normal distribution and the values are spread around the mean.

Table 3. Ordinary Least Square Regression Estimates

Dependent Variable: EDV

Method: Least Squares

Date: 04/10/19 Time: 11:52

Sample (adjusted): 2001 2017

Included observations: 17 after adjustments

Variable Coefficient Std. Error t-Statistic Prob.

COR -1.472422 0.557616 -2.640564 0.0216
INQ -1.282806 0.425148 -3.017318 0.0107
POPG 11.34571 15.87300 0.714780 0.4884
EL 1.326036 0.988808 1.341045 0.2047
ECM(-1) -0.666596 0.332507 -2.004756 0.0481
R-squared 0.605189 Mean dependent var 3.976471
Adjusted R-squared 0.473585 S.D. dependent var 7.352766
S.E. of regression 5.334761 Akaike info criterion 6.426294
Sum squared resid 341.5161 Schwarz criterion 6.671357
Log likelihood -49.62350 Hannan-Quinn criter. 6.450654
Durbin-Watson stat 2.409986

4. Discussion of Results and Test of Hypotheses

The table reported the Ordinary Least Squared multiple regression results. According to the result,
corruption has a negative coefficient and it is significant at the 2 percent level. The result suggests that
there is an inverse relationship between corruption and economic development over a long period of time
in Nigeria. It shows that the incessant increase in high profile corruption cases in Nigeria has damaging
effects on the economic development in the period under study. The result further indicates that a percent
incremental change in the scourge of corruption reduces the level of economic development in Nigeria by
about 147 percent. This result is consistent with our apriori proposition. This finding is in consonance with
the findings of Ambar (2015); Kwabena (2002); and Egunjobi (2013) but at variance with the findings of
Ritva and Jakob (2005); and Chris (2014) who found a positive relationship between corruption and
economic development. The finding is in line with the modernization theory of corruption that corruption
generates political instability and has negative effect on economic development.

In the same vein, income inequality also showed a negative sign and it is significant at 2 percent. This
result suggests an inverse relationship between the income inequality and economic development in
Nigeria. It shows that a percent increase in income inequality reduces economic development by 128
percent. Thus, other things being equal, unnecessary wide gap between the rich and the poor may have
contributed to low level of economic development in Nigeria. This finding is in consonance with the
findings of Banerjee and Duflo (2000) but at variance with the findings of Forbes (2000) who found a
positive relationship between income inequality and economic development. This is in agreement with
sociological theory of corruption that the wide gap between the powerful (rich or people with political
influence) and the powerless (poor or masses) brings about income inequality among people which in turn
having negative effect on economic development.
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In contrast, population growth rate has positive coefficient and it is not statistically significant at 5
percent level. This result suggests a direct relationship between population growth and economic
development in Nigeria. The result indicated that a percent increase in population growth rate increases
economic development by 1134 percent. However, population growth is not statistically significant in
explaining economic development. This is because the bulk of the population is skewed towards underage
and in most cases unemployed and as such cannot contribute meaningfully to economic growth and
consequently, development. Furthermore, education level is positively and directly related to economic
development. The implication of this is that an improvement in the level of education of the people leads
to economic development. In addition, result indicated that a percentage increase in the level of education
increases economic development in Nigeria by 12 percent.

Finally, the coefficient of error correction mechanism (-0.6665) is correctly signed, and significant at
the 4 percent level of significance. The coefficient of the error correction term indicates an adjustment of
about 66 percent from the actual changes in the previous years. Thus, the model will rightly act to correct
any deviation from a long run equilibrium relation between economic development and the regressors
(corruption, income inequality, and population growth rate and education level).

5. Conclusions and recommendations
5.1. Conclusions

The broad objective of this study was to investigate the effect of corruption and income inequality on
economic development in Nigeria. The empirical analysis revealed that both corruption and income
inequality has a significant relationship but negatively correlated with economic development. This result is
an indication that increase in level of corruption in Nigeria will cause nothing but serious damage to
economic development. Also, if income inequality (uneven distribution of the nation’s wealth) increases or
continues the way it is, Nigerian economic development will continue to suffer setbacks.

This result is an indication that corruption and income inequality are parts of the major factors that
makes economic development in Nigeria to suffer setbacks. Therefore, it is crystal clear that corruption is
one of the major obstacles to ensuring an improved economic development in Nigeria, there should be
some strict and restrictive measures that must be taken in order to drastically control or reduce its negative
impact on Nigerian economic development. However, the result gotten from this study should be treated
with caution because the index of corruption used is based on perception which might not be true
sometimes. Also, this perception does not indicate whether corruption is organized or not, centralized or
decentralized, whether it involves high level or low level officials and the extent of pervasiveness in the
Nigerian economy. Therefore, the result presented should be considered indicative (that is as a sign,
suggestion or an indication) rather than explicitly or conclusive.

5.2. Recommendations

The findings in this work shows that both corruption and income inequality has a negative impact on
economic development. This deadly virus tagged “corruption” has a way of affecting income inequality to
the extent that the level of poverty increases, citizens not having access to sound health and education
(that is reduction in human capital development), and reducing citizen’s access to social welfare which is
supposed to be provided by the government. All these factors have affected the economic development in
Nigeria negatively. The government efforts in battling corruption over the years through the establishment
of anti-graft agencies and anti-corruption crusades have failed to yield major dividend. This is an indication
that, the entire actions channel towards tackling corruption and income inequality lacks forensic
investigative backing. Since we are in democratic settings, no government has the absolute power to
prosecute any corruption suspect except after being declared by the court of law that such person is guilty
of the offence. Prevention, early detection and prosecution of any public officer found guilty of such
offence would serve as a deterrent for others who may have corruption intent. In Nigeria today, some high
profile corruption cases are lost by default because they lack forensic backing (enough evidences are not
provided to justify their claims). In order to tackle this monster called corruption, which is rooted in Nigeria
economy and reduce income inequality to barest minimum, the following are therefore recommended:
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i. Government should put in place controls that will block every loophole through the establishment
of monitoring and evaluating agencies that will enforce control on over-budgetary spending and monitor
the government expenditure by ensuring that it is judiciously expended on the purposes meant for, instead
of diverting it for private benefit. That is, reforming public administration and finance management.

ii. Since corruption also increases income inequality and thereby have negative impact on economic
development. It is an indication that monies appropriated on health and education, social welfare and so
on are not effectively expended on them but rather diverted or embezzled. Therefore, government policies
should be channeled towards improving citizens’ standard of living through provision of basic social
amenities and infrastructures. They should reduce their bureaucratic impediment to importation and
legalities involve in establishing a business, this will reduce poverty rate and improve economic
development.

iii. The fraud diamond theory suggests that the very first element that motivates people to be
corrupt is pressure, which is mostly financial pressure. Corrupt activities that came as a result of financial
pressure can be reduced by increasing workers’ wages, increase incentive given for honest behavior, and
establish strong and effective controls and penalties on guilty public servant to tackle corruption.

iv. Government can also block loopholes of corruption in Nigeria through the institution of sound
corporate governance. Corporate governance focuses on the extent and nature of how people are
accountable and transparent. If good corporate governance is promoted through integrity, transparency
and accountability, the desired change can be brought into the country. To this end, the government must
promote transparency and ensure all citizens have access to quality information.

v. Anti-Graft agencies against corruption and financial crimes in Nigeria such as ICPC, EFCC, Code of
Conduct Bureau and so on should be strengthen through the establishment and use of forensic
investigative skills that aids in generating enough evidences for quick and easy detection of corrupt
activities and financial crimes in Nigeria, subsequently punishing the corrupt officials. Also, these agencies
should be truly independent of Nigerian politics if they must perform effectively. Through this, the cycle of
impunity will be broken and reduce corruption to barest minimum.

vi. International loopholes should be blocked in order to curb corrupt official access to the
international financial system. This would prevent them in laundering and hiding the proceeds of the looted
government funds.

vii. Government should use technological tools to develop institutional trust by automating tax
collections, automatically sharing information across borders, and digitalization of public service activities.
While doing this, every risk associated with technology use in fighting corruption should be dealt with
thoroughly.

Conclusively, corruption is a major hindrance to the progress of any society or country. Restrictive
measures must be put in place to reduce its’ negative effect on economic development to barest minimum.
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APPENDIX: Data Used for the Study
Selected Data Used for the study

YEAR EDV% COR% INQ% PGR% EL%
1999 -2 16.00 55.00 2.54 41.50
2000 2.7 12.00 56.00 2.52 41.50
2001 1.8 10.00 53.20 2.52 41.50
2002 1.2 16.00 45.08 2.52 41.50
2003 7.6 14.00 40.10 2.52 44.30
2004 30.4 16.00 40.06 2.52 46.20
2005 0.8 19.00 40.72 2.58 46.50
2006 5.4 22.00 41.74 2.58 47.50
2007 4.1 22.00 41.89 2.58 47.90
2008 3.5 27.00 42.90 2.58 48.50
2009 4.1 25.00 43.00 2.58 49.00
2010 5 24.00 43.90 2.68 48.40
2011 2.1 24.00 44.50 2.68 49.40
2012 1.5 27.00 45.10 2.68 51.20
2013 2.6 25.00 45.70 2.68 51.90
2014 3.5 27.00 46.30 2.68 52.40
2015 0 26.00 46.90 2.70 52.70
2016 -4.2 28.00 47.50 2.65 53.00
2017 -1.8 27.00 48.10 2.63 53.20
Source:

i CBN Statistical Bulletin (2018);

ii. United Nation Statistical Data (2018);

iii. World Bank Data (2018);

iv. Transparency International Index (2018).
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