Journal of Advances in Finance and Investment
Volume 5, Issue 4, 2024

pp. 59-84.

Paper type: Research paper

The effect of institutional quality on the relationship between
corruption control and stock market development in selected
Countries

Asghar Karimi Khorami!

Received: 10/02/2023 Accepted: 15/09/2024

Extended Abstract

Introduction

Regarding the role of institutional quality in the effect of rent on financial
development, it has been done. Rent is one of the forms of corruption in
organizations and companies and does not include all corruption. Also, the results
of previous studies support the negative relationship between corruption and
institutional quality and show that institutions become weaker as corruption
increases. Also, the results of some previous studies indicate that the effect of
corruption is moderated by institutional quality. Meanwhile, according to the
researcher's studies, the impact of corruption on stock markets has been less
investigated and the analysis of the role of institutional quality in the relationship
between corruption and stock markets has been neglected. Therefore, this research
gap is considered, to fill this gap, the present research investigates the effect of
institutional quality in the relationship between corruption control and stock
market development in selected countries.

Literature Review

The theoretical literature about the relationship between the phenomenon of
corruption and economic growth can be divided into two groups. The first group
are theories that believe that corruption can lead to increased economic growth by
circumventing inefficient and inflexible laws and regulations imposed by the
government - especially in less developed countries. But the second group are the
theories that consider corruption as a force that harms the proper functioning of
the markets and in this way causes the reduction of economic growth. Corruption

1. Department of Accounting, Abarkouh Branch, Islamic Azad University, Abarkouh, Iran. (Corresponding Author).
Karimi4946@gmail.com

How to cite this paper: Karimi Khorami, A. (2024). The effect of institutional quality on the relationship between corruption
control and stock market development in selected Countries. Advances in Finance and Investment, 5(4), 59-84. [In Persian]

4 https://doi.org/10.71729/afi.2024.1088504


mailto:Karimi4946@gmail.com
https://doi.org/10.71729/afi.2024.1088504

\f'\”u‘.uu.a)/\‘o)l.w»/Wo)gb/d)lﬁdJla)A»nglLodmew s

reduces growth through its negative effect on investment in physical capital,
human capital, and political instability, and this negative effect of corruption on
growth is reduced by low levels of governance or high levels of supervision. In
addition, corruption affects growth in a positive way by reducing government
consumption and increasing the degree of trade openness.

Research Methodology

The current research is included in the group of applied, descriptive and analytical
research. In order to achieve the goal of the research, according to Lakshmi et al.
(2021), the development of the stock market is considered as a function of
corruption control, institutional quality, the interactive effect of institutional
quality and corruption control, per capita income and foreign exchange rate. Then,
the data was collected in a library manner by referring to the World Bank website
and the research model was estimated using the panel data econometric model for
a selection of countries in the world during the years 2005 to 2019. It should be
noted that the basis for choosing the countries and the time period was access to
data. In this research, following Lakshmi et al. (2021), below model is used to
identify factors affecting the development of the stock market in selected
countries:

SMD = F (CRR,INS,CRR x INS, GDP, EXR)

Results

Institutional quality has a direct link with economic growth, and by reducing
exchange costs, which is the main obstacle to the prosperity of production, it
provides space for productive activities. In countries where institutions encourage
productive sectors, property rights are sufficiently secure, laws have the necessary
transparency and quality, policies are in line with the long-term interests of
society, a healthy judicial system and the rule of law are the same for all, fighting
is fought seriously. Society and mass media have freedom of speech and the
government is accountable to society, the movement in the path of development
is accelerating. On the other hand, the ineffectiveness of institutions imposes
many costs on the society, such as the reduction of economic growth, lack of
productive investment and lack of trust in institutions. In addition, institutional
quality moderates the relationship between corruption control and stock market
development, so that with the increase of institutional quality, the effect of
corruption control on stock market development is strengthened. Also, per capita
income has a positive and significant effect on the development of the stock
market. In this regard, the results confirm the view of following the demand
(following the demand), according to which, the change of financial markets is a
passive reaction to economic growth. In other words, the development of financial
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markets is caused by the increase in demand for their services, which originates
from economic growth.

Discussion and Conclusion

According to the results of a study on the positive effect of institutional quality
and corruption control on stock market development, it is expected that
economists and politicians in Iran will work to improve corruption control and
other indicators of good governance, including government. Efficiency, political
stability and non-violence, quality of regulation, rule of law and right to comment
and reply help to strengthen financial development. Considering the positive
effect of GDP per capita on the development of the capital market, it is suggested
that economists and policymakers in Iran provide a framework to strengthen
financial development through the implementation of programs and policies that
stimulate production. In this regard, the data shows that increasing the
productivity of production factors is one of the most effective ways to achieve
production growth. Also, this study can be a framework for future studies in the
field of financial development.
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