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Abstract

This study aims to measure the role of governance in the relationship between
public debt and income inequality in both developing and developed countries.
Panel data was used for the period 2000-2023 for a selected group of countries,
employing a fixed effects model (FEM). A regression analysis was conducted
for the income distribution equity index as the dependent variable. The
independent variables included a range of economic and institutional variables.
Economic variables included the public debt-to-GDP ratio, average years of
schooling, unemployment rate, and government spending-to-GDP ratio.
Institutional variables included indicators of voice and accountability,
government effectiveness, rule of law, transparency (anti-corruption), political
stability, and organizational management. Furthermore, interactive variables
were included to measure the moderating role of institutions in the relationship
between public debt and income distribution. These variables included the
interaction between public debt and the Voice and Accountability Index,
government effectiveness, rule of law, anti-corruption index, political stability,
and organizational management. The study found a long-term cointegration
relationship between public debt, institutional indicators, and the distributional
equity index in both developed and developing countries. This suggests that
income distributional equity is determined by a stable interaction between
economic performance and institutional quality over the long term. The results
showed that public debt has a significant impact on the distributional equity
index, with this impact generally being negative and stronger in developing
countries compared to developed countries. This reflects the sensitivity of
developing countries to the accumulation of public debt and its repercussions on
social conditions. The results also indicated that institutional indicators have a
varying impact on the distributional equity index. Some had a positive impact in
developed countries, while their impact was weak or insignificant in many
developing countries, reflecting the difference in the maturity and quality of
institutions between the two groups. The study confirmed that the interplay
between public debt and institutional indicators plays a pivotal role in modifying
the impact of public debt on income distribution. It revealed that improved
governance enhances the ability of public debt to contribute to greater
distributive equity. Overall, the study concluded that achieving income
distribution equity depends not only on fiscal policies but also requires a robust
institutional environment capable of allocating public resources efficiently and
equitably, particularly in developing countries.
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HIGHLITS

GRAPHICAL ABSTRACT

Public debt (% of GDP)
significantly affects
income distribution,
with a stronger negative
impact in developing
countries. While it can
temporarily support
equality during crises, it
generally increases
inequality over time.

Comparing developing
and developed countries
shows that governance is
not only essential for
managing the impact of
public debt, but also
crucial for achieving
income distribution
equity. It also highlights
that fiscal policies
should be designed
according to each
country’s institutional
context
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ABSTRACT

This study analyzes the role of governance in shaping the relationship between
public debt and income inequality in both developing and developed countries,
using panel data for the period 2000-2023 and a fixed effects model. The model
includes economic variables such as public debt-to-GDP, education,
unemployment, and government spending, alongside institutional indicators and
interaction terms.

The findings reveal a long-run equilibrium relationship between public debt,
institutional quality, and income distribution equity. Public debt has a significant
and generally negative impact, particularly in developing countries due to their
vulnerability to debt accumulation. Institutional indicators show stronger positive
effects in developed countries, while their role is weaker in many developing ones.
The study also finds that improved governance can reduce the adverse effects of
public debt and support more equitable income distribution, highlighting the
importance of strong institutional frameworks alongside fiscal policy.
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