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For many years, the budget deficit has been studied as an important variable in economics, and various
schools and scholars have identified its causes and influential factors. However, since the 1990s,
increasing attention has been directed toward the effect of institutional and political indicators on the
budget deficit, and corruption has been introduced as one of the key contributors. This article, by
introducing and calculating a composite index of financial corruption based on the deprivation theory
and choosing the four economic dimensions of government spending, investment, income and
economic freedom, investigates the effects of financial corruption on the budget deficit in 120 selected
countries from 2007 to 2017 using the generalized torque method (GMM). The results show that,
assuming other conditions constant, a one- unit increase in the corruption index increases the budget
deficit by an average of 49/3 units, which indicates the positive and direct effect of corruption on the
budget deficit. Also, according to the significance of the estimation, the variables of inflation,
government spending, taxes and oil revenues have a positive effect on the budget deficit, while higher
economic growth leads to a reduction in the budget deficit.
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Dependent Variable: BD
Method: Panel Generalized Method of Moments
Date: 23/08/23 Time: 10:20
Sample: 2007 2017
Periods included: 11
Cross-sections included: 120
Total panel (unbalanced) observations: 1320
2SLS instrument weighting matrix
Instrument specification: C Fcc Y Tax Oil InfG

Variable Coefficient Std. Error t-Statistic Prob.
C 182693/1 497938/1 789547/0 4337/0
Fcc 493751/3 374426/1 541971/2 0143/0
Y -894821/5 013220/0 -8890/445 0000/0
Tax 18/4E-06 45/1E-06 874175/2 0060/0
Qil 90/9E-07 18/4E-07 367043/2 0220/0
inf 005296/0 001110/0 4,770810 0355/0
G 40/8E-06 32/2E-06 628747/3 0007/0
Effects Specification

Cross-section fixed (dummy variables)

R-squared 699867/0 Mean dependent var 78062/25
Adjusted R-
squared 699842/0 S.D. dependent var 90246/14
S.E. of regression 187578/0 Sum squared resid 688911/1
Durbin-Watson
stat 955390/1 J-statistic 323520/2
Instrument rank 10
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Dependent Variable: Y
Method: Panel Generalized Method of Moments

Date: 23/08/23 Time: 11:01

Sample: 2007 2017

Periods included: 11
Cross-sections included: 120

Total panel (unbalanced) observations: 1320
2SLS instrument weighting matrix

Instrument specification: C Fcc | L

Variable Coefficient Std. Error t-Statistic Prob.
C 926117/0 058897/0 72447/15 0000/0
Fcc -196773/0 065624/0 -998485/2 0043/0
| 033639/0 011111/0 027677/3 0039/0
L 81/1E-07 71/2E-08 692880/6 0000/0

Effects Specification

Cross-section fixed (dummy variables)

R-squared 778640/0 Mean dependent var 915248/0
Adjusted R-
squared 758826/0 S.D. dependent var 049549/0
S.E. of regression 018617/0 Sum squared resid 016983/0
Durbin-Watson
stat 832755/1 J-statistic 636037/3
Instrument rank 9
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Dependent Variable: Tax
Method: Panel Generalized Method of Moments
Date: 23/08/23 Time: 11:00
Sample: 2007 2017
Periods included: 11
Cross-sections included: 120
Total panel (unbalanced) observations: 1320
2SLS instrument weighting matrix
Instrument specification: C Fcc Y inf G

Variable Coefficient  Std. Error t-Statistic Prob.
C 228665/0  244097/0 936779/0 3536/0
Fcc -024361/1 225583/0 -540946/4 0000/0
Y 169806/0  000323/0 3240/526 0000/0
inf 43/9E-08  15/6E-08 532252/1 1320/0
G -006821/0  027085/0 -251822/0 8023/0
Effects Specification
Cross-section fixed (dummy variables)
R-squared 999876/0 Mean dependent var 716500/3
Adjusted R-
squared 999852/0 S.D. dependent var 536869/2
S.E. of
regression 030819/0 Sum squared resid 045589/0
Durbin-Watson
stat 919801/1 J-statistic 535309/5

Instrument rank 10
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Dependent Variable: Oil
Method: Panel Generalized Method of Moments

Date: 23/08/23 Time: 11:01

Sample: 2007 2017

Periods included: 11
Cross-sections included: 120

Total panel (unbalanced) observations: 1320
2SLS instrument weighting matrix

Instrument specification: C 1 G

Variable Coefficient Std. Error  t-Statistic Prob.
C 81/1E-07  71/2E-08 692880/6 0000/0
Fcc -048361/2 225583/0  -960946/8 0000/0
| 002736/0  000989/0  767076/2 0080/0
G 30/6E-05 26/8E-05 762932/0 4492/0

Effects Specification

Cross-section fixed (dummy variables)

R-squared 808640/0 Mean dependent var 921248/0
Adjusted R-
squared 798826/0 S.D. dependent var 048749/0
S.E. of
regression 019617/0 Sum squared resid 009983/0
Durbin-Watson
stat 832755/1 J-statistic 52037/3
Instrument rank 9
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Dependent Variable: Inf
Method: Panel Generalized Method of Moments

Date: 23/08/23 Time: 11:01

Sample: 2007 2017

Periods included: 11
Cross-sections included: 120

Total panel (unbalanced) observations: 1320
2SLS instrument weighting matrix
Instrument specification: C Fcc

Variable Coefficient Std. Error t-Statistic Prob.
C 926117/0 058897/0 72447/15 0000/0
Fcc 30/6E-05 26/8E-05 762932/0 4492/0
Y -019734/0 031101/0 -634531/0 5287/0
Oil 81/1E-07 71/2E-08 692880/6 0000/0
BD 002736/0 000989/0 767076/2 0080/0
Effects Specification
Cross-section fixed (dummy variables)
R-squared 878640/0 Mean dependent var 915248/0
Adjusted R-
squared 858826/0 S.D. dependent var 049549/0
S.E. of
regression 018617/0 Sum squared resid 016983/0
Durbin-
Watson stat ~ 832755/1 J-statistic 636037/3
Instrument
rank 9
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