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Abstract

This paper studies how corruption and growth affect income distribution by using time series data from 1978 to
2010 in China. The analysis reveals that corruption significantly increases the degree of income inequality,
while the economic growth is helpful to decrease the degree of income inequality. So, the key to decreasing
income inequality is to prevent and punish corruption, reduce the monopoly of the administrative powers of
economic and social resources, reduce the administrative powers of market intervention, gradually push for-
ward the reform of political system and strengthen the democratic supervision of administrative power. In the
meantime, the government should continue to deepen the market-oriented reforms, accelerate economic de-
velopment and improve people's income share of national income to narrow the income gap.
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Introduction

The current income distribution system in China
is arranged according to the rule of work as the
dominant segment; a variety of modes of distribu-
tion coexists, such as capital, labour, technology
and management. Obviously, power is not in-
volved in income distribution. However, when
public officials use their public authority to inter-
fere with the allocation, especially when the
power holders capitalize their power and take the
public resources into transactions, then power will
affect the efficiency of resource allocation,
thereby changing the pattern of distribution of
benefits, and even make a significant impact on
the distribution of income.

In the long term, the wage level of civil ser-
vants in our country is not high compared to other
industries, and the growth rate of their wage is
also quite low, especially compared to the nou-
veaux riches. In view of the fact that the overall
quality of the civil servants’ performance is higher
than most enterprise employees, the wages of
public officials cannot reflect their workload and
responsibilities. There is, therefore, a serious dis-
tortion in the incentive system. In this case, some

of the civil servants are likely to seek some extra-
wage income. In order to obtain such informal
wage income, certain sectors of civil servants may
take out some rent-earning activities by using
their public powers and resources. When public
officials or civil servants take advantage of their
power to engage in market activities, and use their
influence and public resources to participate in the
market transactions, influence is bound to yield
the excess revenue. However, this excess revenue
is at the expense of public interest. Actually, this
shows that corruption may affect the distribution
of benefits, but not in a general sense. This alloca-
tion is based on the privileged class using their
public influence to participate in the economic
resource allocation, by ways of illegal or non-
standardized operations, and is extremely unfair
and works against social justice. As a result, mis-
use-of-office-induced corruption affects both the
allocation of resources and income distribution,
and enlarges the distortion of benefits distribution.

In the empirical research, Chen & Li (2010)
used panel data for 30 provinces, municipalities
and regions (excluding Tibet) during the period of
2000-2007 to study the impact of corruption on
income inequality. Chen and Li respectively took
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the Gini coefficient, Theil index, the coefficient of
variation, and the logarithm of the coefficient of
income variation as an indicator of income ine-
quality on the one hand, and the ratio of the an-
nual filing numbers, recorded at the Peoples' Pro-
curatorates, of embezzlement and bribery, cases
of malfeasance in office to the number of public
officers, as well as the ratio of the number of in-
volved offenders to the number of public officials
as indicators of the level of corruption in China on
the other. The study found that corruption is the
main reason that causes the income inequality
between the city residents. Chen and Li estimated
the illegal and abnormal earnings (IAEs), added
this part of income to the normal income, and then
finally calculated that the Gini coefficient in-
creased from 0.403 to 0.493, and the income ine-
quality increased by 22.49%, indicating that the
IAEs increase income inequality.

Tanzi (1995) believes that corruption distorts
the redistribution functions of the government.
Furthermore, when the corruption-related earnings
are held by those groups which are closely linked
with government officials, then most of these
groups are in high-income brackets. Blackburn &
Forgues-Puccio (2007) show that the correlation
between corruption and income inequality is posi-
tive. When the high earners pay bribes to cor-
rupted officials to evade tax, then the government
revenue will reduce, so that the redistribution
functions of the government will be weakened. At
the same time, the income gap between the high-
income and low-income people will be wider than
in non-corrupted environment.

Mehrara, Firouzjace, & Gholami (2011) use
panel data for 11 OPEC countries, as well as 32
OECD countries during the period of 2000-2007
and find that corruption increases the degree of
inequality in the OPEC countries, but stands in a
significantly negative correlation with income
inequality in the OECD countries. Using the mul-
tinational panel data during 1980-1997, Gupta,
Davoodi, & Alonso-Terme (2002) find that cor-
ruption widens the income gap, increases poverty,
inhibits the economic growth rate, distorts the tax
system and programs which benefit the poor peo-
ple, worsening the human capital gap, and in-
creasing the uncertainty during the escalation of
the phenomenon. They demonstrate that these are
the main reasons that raise the degree of income
inequality, and policies which reduce corruption
may restrain income inequality and poverty. Li,
Xu, & Zou (2000) and Chong & Calderon (2000)
discover that corruption affects income distribu-
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tion in an inverted U-shaped form: corruption in
high-income countries maintains a positive corre-
lation with income inequality, while corruption in
low-income country stands in a negative correla-
tion with income inequality. Based on the data for
OECD, Asian, African and Latin American coun-
tries Gymiah-Brempong & Gymiah-Brempong
(2006) and Glaeser & Saks (2006), Dincer &
Gunalp (2008) based on the data for America, all
find that corruption is an important reason which
increases income inequality. Ullah & Ahmad
(2007) use panel data for 71 developed and devel-
oping countries during the period of 1984-2002
and find that corruption not only affects economic
growth, and also affects income distribution, so
that it increases the degree of income inequality.

This paper is organized as follows: Section 1
presents the situation of power corruption and
income inequality in China. Section 2 empirically
analyses the effect of the power corruption on
income inequality. Finally, section 3 summarizes
and proposes conclusions in terms of policy.

1. An analysis of power corruption
and income inequality in China

1.1. The wage level of civil servants and
public officials

Before the analysis of corruption and income ine-
quality, it is necessary to consider the wage situa-
tion of the public officials.

The per capita wage of public officials in-
creased from 655 RMB yuan in 1978 to 38242
RMB yuan in 2010. The average salary of civil
servants is 1.05 times the national average wage
of urban workers during 1978-2010, and the ratio
has not changed much. Over this period, the per
capita wage of civil servants grew 1.72 times the
per capita GDP in comparison with 1978, then
decreased to 1.08 times in 1996, and increases to
1.49 times in 2002, and finally decreased to 1.28
times in 2010 ( see Figure 1).

Next, we analyzed the industry ranking of the
per capita wage of public officials. By ranking the
annual per capita wages in various industries, we
can find that the average wage of public officials
ranked 7" in 16 industries in 1978, took up the
best ranking at the 5™ place in 1983 and the worst,
at the 13th, in 1988. After that, the ranking in-
creased gradually and took up the 7™ place in the
ranking till 2002. Overall, the ranking of public
officials’ per capita during 2003-2010 fluctuated
from 7 to 11 in 19 industries.
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Figure 1 The ratio of the average wage of public officials
to average wage of employed persons in urban environ-
ments and to the per capita GDP.

Source: China Statistical Yearbook Database, 2010

The analysis above shows that the average
wage of public officials was only slightly higher
than the national average wage of the industries
during 1978-2010. However, by comparing the
ranking of the average wage of the various indus-
tries, we can find the average wage of public offi-
cials ranked at the central position in general.

As the wages of public officials are relatively
low, and the wage gaps between different levels
of officials are small, so the wages cannot reflect
the public officials’ abilities and contributions
from every level. Besides, the average wage of
public officials does not have any priority in rela-
tion to other industries, so some bad consequences
may arise. For example, government agencies
may lose or cannot attract talented people, which
leads to a decline in the quality of government
services. Moreover, some public officials use their
influence to interfere with income distribution,
impose monopoly on some categories of re-
sources, let rent and rent-seeking and so on. They
achieve lot of abnormal income by all means so
that distort the income allocation and increase the
income inequality. In addition, it is a motive for
corruption.

1.2. Power-induced corruption in China

It is difficult to obtain and estimate information
on corruption, as individuals involved in corrup-
tion activities do not wish to be identified. Hence,
it is really hard to estimate the accurate scale and
scope of corruption. However, we can still use the
information published by the discipline inspection
and supervision organs, the prosecutorial organi-
zations and judicial organs annually to analyze the
situation of corruption to a certain degree in our
country, including the number of public officials
violating law and discipline cases, suspected of
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the crime of corruption, bribery and malfeasance
cases, the trial corruption cases, and the number
of officials and money which are involved in
these cases.

Here, we only use the data published by the in-
terim report of the Supreme People’s Procurator-
ate every calendar year and the China Statistical
Yearbook to analyze the changing trends of cor-
ruption since the reform and opening up in China.

Figure 2 shows the cycle trend of the number
of corruption cases filed by the discipline inspec-
tion and supervision organs during 1980-2010.
From that we can see the number of corruption
cases changed substantially before 1990, and the
period of 1990-1998 is the peak period of corrup-
tion activities. After 1999, the number of corrup-
tion cases decreased and has maintained a rela-
tively stable trend since.

The number of corruption cases
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Figure 2 The trend in the number of corruption cases.

Source: Based on the interim report of the Supreme People’s Procura-
torate every calendar year, the China Statistical Yearbook of the relevant
years, and the Chinese Procuratorial Yearbook of the relevant years

The number of cases of bribery and malfea-
sance increased from 7000 in 1980 to 63953 in
1995, and then decreased to 32909 in 2010. Dur-
ing this time, the number of major cases increased
from 89 in 1980 to 48066 in 1997, and then de-
creased to 18224 in 2010. In addition, there were
50000 people in total who were former leaders at
section and country level involved during 1980-
2010, including 3000 department and bureau level
officials, and nearly 100 provincial and ministerial
officials. Incurred economic losses in the period
1983-1987 1.63 billion RMB yuan, incurred eco-
nomic losses in the period 1998-2002 amounted to
2292 billion RMB yuan, incurred economic
losses in the period 2003-2007 amounted to 24.48
billion RMB yuan, while incurred economic
losses in 2009 and 2010 amounted to 7.12 billion
and 7.4billion RMB yuan respectively.

Figure 3 reports the trend in the number of
people involved in corruption cases who were

STRATEGIC MANAGEMENT, Vol. 19 (2014), No. 1, pp. 003-011

5



6

Qunli Sun

former leaders at section and country level during
1988-2010. We can see that the number of people
increased from 194 in 1988 to 2903 in 1997, de-
creased to 1714 in 1998, and then increased to the
peak amount of 3375 in 2002." After that, the
number of people decreased to an average amount
0f 2700 and levelled off.

The number of corruption key cases
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2000

1000

Figure 3 The trend in the number of people involved in
corruption cases who were former leaders at section and
country level.

Source: Based on the interim report of the Supreme People’s Procura-
torate every calendar year, the China Statistical Yearbook of the relevant
years, and the Chinese Procuratorial Yearbook of the relevant years

1.3. Corruption Perception Index (CPI) of
China

Above, we analyzed the scale of corruption in our
country objectively, and now we will use subjec-
tive indicators to analyze it. There are numerous
subjective indicators to estimate the scale of cor-
ruption in one country, where the Corruption Per-
ception Index published by Transparency Interna-
tional (TI) from 1995 is the most influential and
representative one. Besides, TI also published a
Bribe Payers Index (BPI) to describe corruption.
There are many other international organizations
publishing a variety of subjective indicators, such
as the Control of Corruption Index published by
the World Bank, the Bribery, Corruption and
Transparency indices published by the World
Economic Forum, Irregular Payment, Legal Cor-
ruption, Bribes and Kickbacks indices published
by the Swiss International Institute for Manage-
ment Development, Business International Index,
the corruption index published by International
Country Risk Guide and so on. In this article, we
use CPI to analyze the scale and scope of corrup-
tion in China.

1 The number of people here is calculated from the total
number of people from 1998 till 2002, minus the number of
people between 1998 and 2001.
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The Transparency International investigates
the views of observers from all over the world,
including entrepreneurs, risk analysts and the gen-
eral public, and then scores countries and territo-
ries based on how corrupt their public sector is
perceived to be on a scale of 0-10, where 0 means
that a country is perceived as highly corrupt and a
10 means that a country is perceived as very
clean. Usually we take the CPI score of 5 as a
critical value. Specifically, when the CPI of a
country is between 8 and 10, then it is a clean
country; when the CPI is between 5 and 8, then it
is a less clean country; when the CPI is between
2.5 and 5, then it is a country with serious corrup-
tion; when the CPI is less than 2.5, then it is a
country with extreme corruption.

Table 1 The CPI scores and rankings of China, 1978-2010

) NEEIN N E:

5] S
1978 | 5.78 | 4.22 1995 | 216 | 7.84 | 40 41
1979 | 5.77 | 4.23 1996 | 243 | 7.57 | 50 64
1980 | 5.73 | 4.27 1997 | 288 | 712 | 41 52
1981 | 5.66 | 4.34 1998 | 3.5 6.5 52 85
1982 | 5.57 | 443 1999 | 34 6.6 59 99
1983 | 5.45 | 4.55 2000 | 341 6.9 63 90
1984 | 5.3 4.7 2001 | 35 6.5 58 91
1985 | 514 | 4.86 2002 | 3.5 6.5 59 | 102
1986 | 4.96 | 5.04 2003 | 34 6.6 66 | 133
1987 | 4.77 | 5.23 2004 | 34 6.6 71 | 146
1988 | 4.57 | 543 2005 | 3.2 6.8 78 | 158
1989 | 4.35 | 5.65 2006 | 3.3 6.7 70 | 163
1990 | 4.3 5.7 2007 | 35 6.5 72 | 179
1991 | 3.94 | 6.06 2008 | 3.6 6.4 72 | 180
1992 | 3.58 | 6.42 2009 | 36 6.4 79 | 180
1993 | 3.03 | 6.97 2010 | 3.5 6.5 78 | 178
1994 | 2.46 | 7.54

Note: The 1978-1994 CPI data are quoted from Guo, 2007, p. 223.
The 1995-2010 CPI data are from the website of Transparency Interna-
tional, 2013

Table 1 presents the ranking of the CPI score
of China.” During 1978-1985, the CPI scores of

! CPI is published by the Transparency International since
1995. And the CPI data of China before 1995 is given by TI
periodically from 1980-1996. Specifically, 1980-1985 scored
5.13, 1988-1992 scored 4.73, and 1993-1996scored 2.43. The
corruption index= 10-CPIL.
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China were between 5 and 6, showing China was
a less clean country. However, the CPI scores
went down since 1986 from 4.96 and reached a
minimum value of 2.16 in 1995 with a ranking of
40 in 41 countries, presenting a rocketing trend of
corruption in China. Subsequently, CPI increased
year by year from 2.43 in 1996 to 3.5 in 1998, and
during 1999-2010 the CPI scores were quite sta-
ble, with an average score of 3.4, showing the
degree of corruption had somewhat decreased.
However, China is still a country with serious
corruption, ranking 78 in 178 countries in 2010.

The release of the CPI deepens the awareness
of corruption in the society and provides the data
base for the study of corruption, enabling cross-
country comparisons and annual comparisons of
the extent of corruption. However, the CPI only
measures the perception of corruption held by
people, rather than being based on the objective
data such as number of cases of corruption, effects
of corruption and so on. Besides, as different peo-
ple maintain different opinions, awareness and
evaluations regarding corruption, and the subjec-
tive perception of corruption cannot equal to the
corruption in reality. Because of the secretive na-
ture of corruption, and coupled with the informa-
tion asymmetry, it is impossible to find and pun-
ish all the corruption activities. So the data such
as number of cases of corruption, the number of
people involved in corruption cases etc. published
by the government only reflect a small part of the
real scale of corruption, constituting the “Corrup-
tion Black Number”.’

1.4. Income inequality

Gini coefficient is the most widely used indicator
for measuring income inequality, while some re-
searchers use the revenue gap between urban and
rural populations to estimate the degree of income
inequality (Lu, Chen, & Wan, 2005; Wei & Wu,
2001). The Chinese Residents Income Distribu-
tion Group sampling surveyed the households and
estimated the Gini Coefficients of China were
0.382, 0.45 and 0.47 in 1998, 1995 and 2002 re-
spectively. (Li, Sicular, & Gustavsson, 2008, p.

’ The “Corruption Black Number” measures the ratio of
public officials who are engaged or involved in corruption
activities but not been investigated or punished. That is, the
ratio of officials, who have already been corrupted but remain
undetected due to various reason, or investigated but got away
without punishment, amounts to the whole number of public
officials. It is usually expressed as a percentage, which means
how many proportions of the public officials are out of
statistics. (Hu & Guo, 2002)
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13) Different Gini coefficients estimated by dif-
ferent researchers (Hong, 2008; Wang, 2009) all
show that the overall Gini coefficient of China is
increasing, and the degree of income inequality is
rising.
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Figure 4 The Gini coefficients of the national residents’

incomes.
Source: Ravallion & Chen, 2007

Li & Yue (2004) divide the overall personal
income gap of China into three parts: inner-urban,
inner-rural and urban-rural income gap, and find
the contribution of urban-rural income gap to the
total personal income gap had increased by 7 per-
cent, rising from 36% in 1995 to 43% in 2002.
World Bank (1997) points out that the urban-rural
income gap can account for more than half of the
total personal income gap of China in 1995, and
the changes of urban-rural income gap can ac-
count for 75% of the changes of the total personal
income gap.

Figure 4 shows the Gini coefficients of the na-
tional resident incomes. (Ravallion & Chen, 2007)
If we do not adjust the cost of living between ur-
ban and rural areas, then the Gini coefficient was
0.31 at the beginning of reform and opening up in
1981, and 0.42 in 1993 which exceeded the inter-
national warning line of 0.4. Despite a slight re-
duction to 0.4 in 1996, the Gini coefficient gradu-
ally increased to 0.45 in 2001. However, if we
adjust the cost of living between urban and rural
areas, then the Gini coefficient was 0.28 and 0.39
in 1981 and 2001 respectively. Although the in-
come gap had widened, yet it had not exceeded
the international warning line.
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Figure 5 The trend of the per capita income of urban and
rural residents during 1978-2010.

Source: calculated from the China Statistical Yearbook Database, 2010

Since the reform and opening up, the incomes
of Chinese urban and rural populations have en-
joyed a significant improvement. The per capita
disposable income of urban residents rose from
343.4 RMB yuan in 1978 to 19109.4 RMB yuan
in 2010, an average annual growth of 13.38%.
The per capita net income of rural residents rose
from 133.6 RMB yuan in 1978 to 5919 RMB
yuan in 2010, an average annual growth of
12.58%. During this period, the Chinese GDP
shared an average annual growth rate of 15.82%.
If we take the prices of 1978 as the comparable
prices,4 we can calculate that the annual growth
rate of the real per capita disposable income of
urban residents is 7.6%, the annual growth rate of
the real per capita net income of rural residents is
6.83%, and the annual growth rate of the GDP is
6.83%. That is, both at the current and comparable
prices, the growth rate of the income of the urban
residents is lower than the growth rate of the
GDP, while the growth rate of the income of the
rural residents is not only lower than that of the
income of the urban residents, but also the growth
rate of the GDP.

Although the per capita income of urban and
rural residents has been greatly improved, yet it
cannot be ignored that the per capita income gap
between urban and rural residents is expanding.
Figure 5 shows the trend of the per capita income
of urban and rural populations as well as urban-
rural income ratio during the period 1978-2008.

Figure 5 shows the per capita income ratio of
urban residents to rural residents was 2.57 in
1978. As the reform and opening up of China first
started from the Rural Household Contract Re-

! Here we use the GDP Deflator Index of 1978 to deflate GDP
and the income of the urban and rural residents and then get
the real GDP and the real income of the urban and rural
residents.
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sponsibility System, the income of rural residents
enjoyed a significant improvement during 1979-
1985, and the urban-rural income ratio decreased
to 1.86 in 1985. However, after 1985, with the
beginning and deepening of urban system reform,
the income of urban residents increased rapidly,
and the urban-rural income gap expanded again.
The urban-rural income ratio increased to 2.86 in
1994. After the mid-1990s, due to the large-scale
reform of the state owned enterprises, lots of ur-
ban residents were laid off, and the urban-rural
income ratio decreased to 2.47 in 1997. Subse-
quently, the income gap between urban and rural
areas further expanded. The urban-rural income
ratio rose to 3.33 in 2009, and then went down
slightly to 2.23 in 2010.

o
=
T

o
w

I
[}

Gini coefficients
urban-rural income ratio

1 05

0 year

—=— Gini coefficients —&— The urban-rural income ratio

Figure 6 The urban-rural income ratio and the national
Gini coefficients during 1978-2008.

Source: The national Gini coefficients are from Wang, 2009 and the
urban-rural income ratios are calculated from the China Statistical Year-
book Database, 2010

Figure 6 shows the trend of urban-rural in-
come ratio during 1978-2008. As it can be seen,
changes of the national income gap are consistent
with the changes of the urban-rural income ratio.
Besides, we have calculated that the correlation
coefficient between the national income gap and
the urban-rural income gap during 1978-2008 is
0.967, showing a robust correlation with each
other. Consequently, we can conclude the national
income gap is determined by the urban-rural in-
come gap to a great extent.

2. The effect of the power corruption
on income inequality

Corruption leads to unequal opportunities, inhibits
the economic growth rate, reduces social welfare
spending, decreases the educational opportunities
of the marginalised groups, increases poverty, and
decreases the opportunities and potentials of the
marginalised groups to earn income. Therefore, a
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considerable part of the income gap is caused and
expanded by corruption. Besides, in the previous
studies, most of the researchers ignored the im-
pact of economic growth on income inequality,
and some scholars believe that the pursuit of high
efficiency of economic growth may widen the
income gap. We can therefore use the following
empirical model to analyze how corruption and
economic growth affect income inequality in
practice.

2.1. Model, variables and data description

To analyze how corruption and economic growth
affect income inequality, we can establish the fol-
lowing model:

Inequality = P +PCorruption, + p,GDPRate+ X, +&,

In the formula above, ¢ is time, while Inequal-
ity, the explained variable, represents income ine-
quality indicators; here we use Gini coefficient
and the real urban-rural income ratio. Corruption,
the main explanatory variable, represents corrup-
tion; here we use Corruption Perception Index.
GDPRate is the real economic growth rate; X is a
set of control variables, which we can use the in-
dicators such as trade dependence (open), the ratio
of government expenditure to GDP (govsize), and
the degree of denationalization’ (reform) and so
on. & is the random error term. Table 2 shows the
descriptive statistical results of the variables.

Table 2 The descriptive statistical results of the variables

@ § 2 S Py
g S| ¢ |=s5| £ | B g2
& @ s n > = = ER
> 2 @ 3 > 3
o = -]
gini6 31 | 037 | 007 | 024 | 0.46 | Gini coefficient
inequality | 33 | 262 | 048 | 1.82 | 333 | theurban-rural
income ratio
corruption7 33 | 599 1.07 | 422 | 7.84 | corruption=10-CPI
gdprate 32| 010 | 003 | 0.04 | 015 2?; GDP growth
government size =
govsize 33 | 019 0.05 | 0.1 0.32 | total fiscal
expenditure/ GDP
trade depend-
open 33 | 034 0.16 | 0.10 | 0.65 | ence=total imports
and exports/ GDP
reform 33 | 085 | 004 | 081 | 092 | Inedegreeof.
denationalization

5

We use the ratio of employee numbers in non-state-owned
economy to the total numbers of employees to represent the
degree of government expenditure.

6
The national Gini coefficients are from Wang, 2009.

;
Corruption index is quoted from Table 1 in this paper.
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The data used in the econometric analysis in-
cluding GDP, population, number of workers in
non-state-owned economy, total numbers of em-
ployees, total imports and exports, per capita dis-
posable income of urban residents, per capita net
income of rural households, financial expenditure
budget and so on are all quoted from the China
Statistical Yearbook of the relative years.

2.2. Empirical results and analysis

Table 3 shows the results of the empirical model.
The results show that the estimates in the table,
regardless of whether it is using the Gini coeffi-
cient or the urban-rural income ratio as the in-
come inequality indicator, when we control the
size of government, the openness and privatiza-
tion indicators, the effect of corruption on income
inequality at the 1% level is significantly positive.
That is, corruption leads to increased levels of
income inequality. Economic growth and income
inequality stand in a significant negative correla-
tion, which fully illustrated that with the devel-
opment of economy, the improvement of income
is conducive to shrinking the income gap.

In addition, we can find in the results that such
indicators as govsize, open and reform show a
positive correlation with income inequality, which
means these factors expand the income gap to a
certain extent.

Our empirical results show that the expansion
of income inequality is not due to emphasizing the
priority to efficiency; on the contrary, the rapid
growth of economy has narrowed the income gap.
As corruption leads to unequal opportunities and
affects the social fairness and justice, corruption is
an important reason that expands the income gap.

Figure 3 The empirical results of the effect of corruption
on income inequality

Explana- Gini coefficient as the T:goﬁzl ;;?:2::';2'
tory explained variable lained variabl
variable explained variable
() @ G 4 (©)] (6)
corruption | 0.092 | 0.042 | 0.039 0.546 0.337 | 0.321
(8.22) | (3.74) | (3.48) | (10.24) | (4.89) | (4.38)
gdprate -0.305 | 0413 | 0.314 | -1.379 | -1.926 | -1.629
(a3 | @81 @IV 14y | @O 1 (155
govsize 1.070 0.460 0.347 11.742 9.325 8.886
(4.39) | (2.38) | (1.77) | (10.32) | (8.37) | (6.94)
open 0.252 | 0.149 1125 | 0.847
(5.82) | (2.08) (3.90) | (1.75)
reform 0.443 1.244
(1.35) 0.72)
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std. 1 o351 | 0017 | 0327 | 3200 | -1.924 | 2739
deviation
G321 019) | (165 | € | BB | 29
observa- | 4, 30 30 3 3 3
tions
R2 079 | o091 | 092 | o081 | o088 | o088
statistical | 3242 | 6348 | 5555 | 3897 | 4789 | 3773
o

Note: ***, ** * represents the significance level of 1%, 5% and 10%
respectively, and the numbers in parentheses are the absolute values of
the t-statistics.

3. Conclusions and suggested policies

This article analyzed the wage level of the public
officials, the situations and trends in the area of
corruption and income inequality during 1978-
2010, and then demonstrated the effect of corrup-
tion and economic growth on income inequality.
The empirical results show that corruption signifi-
cantly increases the level of income inequality,
while economic growth is conducive to narrowing
the income gap. We believe that when influential
persons participate in the distribution of income or
interfere with the market mechanism, monopolise
certain resources, and use national policies for
private interests, increasing their excess income to
unreasonable levels, abusing their powers through
rent-earning activities and corruption, and even
distorting the principle of distribution according
to the contribution made by factors of production,
thus reducing the efficiency of resource alloca-
tion, these behaviour patterns tend to result in ex-
pansion of the income gap.

In view of the above, the government should
focus on the equitable distribution of social wealth
in the pursuit of efficiency, strengthen the democ-
ratic supervision of the executive power, intensify
efforts to prevent and punish the power corrup-
tion, reduce the monopoly of the administrative
powers of economic and social resources, inhibit
the impact of administrative power on the market
intervention, and gradually push forward the re-
form of political system. In the meantime, the
government should continue to deepen the mar-
ket-oriented reforms, accelerate economic devel-
opment, and improve people’s share of national
income so as to narrow the income gap efficiently.
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