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Abstract

The Gini coefficient is the most common index for measuring income inequality. Taxes
are considered an important instrument for improving income distribution. Calculating the
Gini coefficient based on after-tax income can provide a more accurate picture of income
distribution and its impact. Increasing investment also requires saving, which is influenced
by income distribution. In this study, the impact of relative redistribution on investment
in selected OPEC countries between 2001 and 2021 is examined using a generalized
method of moments. According to the findings, the relative redistribution index and income
inequality have a negative and significant impact on investment. It can be concluded
that taxes and transfer payments as instruments of income distribution can stimulate
investment. The relative redistribution of the more equitable can lead to higher investment.
Therefore, providing an appropriate measure of income inequality can contribute to a better
understanding and formulation of efficient policies for social and economic aspects.
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Income inequality is one of the issues that have been discussed among economists and
concerning its pervasive, OPEC countries like other regions of the world are not safe from
its consequences (Odusanya, 2020). In general, huge revenue from natural resources should

1. Introduction

lead to wealth increase, progress, and poverty reduction. Many economists believe that low
levels of investment limit economic development (Lewis, 1955; Rostow, 1960), others
believe that even national savings cannot simply lead to investment and growth as savings
with domestic currency cannot lead to foreign direct investments that require foreign
exchange “dual gap analysis” (Joshi, 1970; El Shibley & Thirlwall, 1981). There is also
another approach to economic development, suggesting that poor countries should face a
“strong push forward” to break the vicious circle of poverty and achieve development
(Rosenstein-Rodan, 1943 ,1961; Murphy et al., 1989). Therefore, the great windfall
resulting from natural resources should overcome the constraints of initial capital and
exchanges to create “pressure” (Stevens, 2003). Thus, despite oil revenues, the
redistribution of income through the channel of saving can lead to investment.

Income redistribution affects economic growth by adjusting the income of the rich and
increasing the income of the poor. The interaction between economic growth and income
redistribution can answer one of the fundamental questions of economic planners,
especially in developing countries (Rahimi & Esfandiyari, 2022).

Income inequality leads to changes in capital accumulation due to the changes in
savings, consumption, and relative prices. Recent research highlighted the different effects
of income inequality on economic growth. In the previous studies on the relationship
between inequality and economic growth, the effects of relative redistribution have been
generally neglected (Glenn Hubbard et al., 1986).

Some researchers, such as Alesina and Perotti (1996), found an inverse relationship
between investment and income inequality. Considering that investment is the primary
engine of economic growth, income inequality through political-economic uncertainties
causes economic growth to be reduced. On the other hand, Galor and Zeira (1993) show
that an equitable distribution of income increases investment and economic growth. Barro
(1999) indicates that income inequality relates to growth and investment positively in poor
countries, but for rich countries, there is a negative relationship.

The Gini coefficient has been used in most studies to measure inequality based on
market income. Because of the effect of tax on households' savings and producers'
decisions, we use GINI after tax in this research which assesses income redistribution.

2. Economic growth, income inequality, and investment

Any distribution policy that affects saving will also affect growth. Income distribution, as
one of the most important economic variables, therefore influences the distribution of
resources and the dynamics of the economy. Some studies show that an unfair distribution
of income reduces economic growth and investment (Alesina et al., 2004). Redistribution
can compensate for the failure of the labor market and capital by increasing taxes to finance
public investment, increasing the cost of social insurance for poor and risky people, and
increasing spending on health care and higher education for the poor (Benabou, 2000). In
such cases, redistributive policies can increase equality and growth. (Browning, Majd,
2020; Berg et al., 2014; Rahimi & Esfandiari, 2021). Some studies show that inequitable
income distribution increases economic growth (Cingano, 2014; Yang & Greaney, 2017)
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because higher taxes and subsidies reduce incentives to work and invest. The losses are
likely to be an additive function of the tax rate, so that as the tax rate increases, the losses
due to redistribution will increase sharply (Barro, 1990; Okun, 1975).

The unequal distribution of income can reduce savings and thus reduce the supply of

resources for investment in industry, innovation, and research and development and thus
impair economic growth.

As aresult, investment, income distribution, savings, and economic growth are interrelated.
On the other hand, governments play an important role in economic growth, investment,
income distribution, and savings through their economic policies. In this respect, taxes are
a means for governments to change savings, allocate the financial resources of capital, and
achieve economic growth. Tax changes have an impact on income distribution. Indices
such as the Gini index are mainly used to measure inequality. To examine the inequality of
income distribution, The Gini coefficient is measured based on income before tax
deduction, while income after tax deduction is more suitable for measuring inequality. For
this purpose, relative redistribution is used. Therefore, this study examines relative
redistribution instead of income distribution.

3. Model Specification

Investment, income distribution, savings, and economic growth have mutual relations with
each other. On the other hand, governments have played an important role in economic
growth, investment, and income distribution through economic policy. In this regard, taxes
as a means by the governments to change the financial resources of capital and achieve
economic growth. Tax change affects income distribution. indices such as the Gini index
are used mainly to measure inequality. To study income inequality, the Gini coefficient is
used before tax deduction, while income tax is more suitable for measuring inequality for
this purpose, partial redistribution is used. Therefore, in the present study, the relative
redistribution instead of income distribution is studied. And, the Gini coefficient, the
growth rate of GDP per capita, inflation, trade openness, and rational redistribution are
considered exogenous variables, and investment is an independent variable. Due to a lack
of data, Iran, Indonesia, and Ecuador, are considered for the period 2001-2021. The effect
of redistribution on investment is estimated by equation (1):

investyy = Bo + Pr1Xie + Uie + 1y (1)

Where, invest;,; stands for investment and is a border of exogenous variables including
inflation, GDP per capita growth, trade openness, Gini coefficient, and rational
redistribution.

According to the research findings, GDP per capita growth and trade openness have
significant effects the investment. Although the Gini coefficient has no significant
influence on investment, the influence of relative redistribution on investment is negative
and significant. Fairer relative redistribution therefore leads to more investment. The results
of this study show that planning for equitable income distribution (after tax deduction) can
stimulate economic growth and investment in OPEC member countries.

4. Conclusion

To investigate the equitable distribution of income in most studies, the Gini coefficient has
been considered based on market income. Since the Gini index is calculated based on a
market income, the impact of taxes on social security is not considered. This deficiency is
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addressed with the relative redistribution index based on the Gini index after tax deduction.
Income distribution based on income tax and mandatory payment can be a more realistic
measure of income distribution. Therefore, the present study examines the impact of
income distribution on investment with annual data over the period 2001 - 2021 in OPEC

countries using the generalized moments technique. The findings of the study show that
the effects of income distribution based on market income and disposable income (after
taxes and transfer payments) are different. The result of this study confirms the importance
of taxes in income distribution. In addition, relative redistribution increases the size of the
landing and boosts investment. The increase in GDP per capita also leads to an increase in
savings and investment -savings- GDP growth cycle is completed by relative redistribution.
Tax policies can alter income redistribution, which leads to growth and investment
increases through saving. Therefore, in countries that are dependent on oil revenues, the
use of tax instruments can pave the way for appropriate income distribution and increase
production and investment by reducing the policies of optimal policies. For more success
in the context of capital investment, the volatility of the index is controlled and inflation is
reduced. Also, the concentration of trade policies on the export-oriented can increase
investment by increasing production, Income, and saving and decreasing the exchange rate
so it can show a more accurate picture of income distribution in the society and improve
income distribution can lead to an increase in saving, investment and production. In
conclusion, strengthening fiscal policies, facilitating access to investment financing, and
more attention to the social impacts of taxes and government policies are recommended.
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Tab. 2: GMM estimates
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