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Abstract

The main purpose of this study is to investigate the effect of financial development
dimensions on income inequality. Studies show that domestic research on financial
development usually uses a monetary index. However, the financial development index
is a multidimensional concept that includes both monetary indicators and capital market
components. Accordingly, in this study, using the data of companies listed on the Tehran
Stock Exchange and combining it with provincial monetary statistics, various indicators
of financial development, which include monetary and financial components, are created
and distributed over income has been tested. For this purpose, panel data in the period
2010 to 2018 and the EGLS method (cross-sectional weight data based on fixed effects)
is used. Indicators of financial access, financial depth, financial instability and financial
liberalization have been used as dimensions of financial development. The variables of per
capita income, inflation, free trade, geographical distance and government size have also
been used as control variables. The results show that the variables of ratio of private credit
to production, facilities granted to the private sector and the number of privately owned
industrial workshops have a positive effect on the Gini coefficient and increase income
inequality. Long-term changes in stock price fluctuations of selected companies have a
negative impact and improve the distribution of income. The per capita production variable,
the ratio of the province’s budget to production and inflation increases income inequality
and the ratio of total exports and imports to production and the per capita distance to the
center reduce it.
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During the last decades, social and economic actions have increased in most countries and

1. Introduction

have caused income inequality. According to the OECD report, (2015), the gap between
the poor and the rich has been at its highest level in the last 30 years (Chakroun, 2020). In
2015, the average income of the richest 10% of households in OECD countries was about
9.6 times higher than that of the poorest 10%; On the other hand, income inequality has
decreased in several developing countries, but the gap between the rich and the poor
remains (OECD, 2015). The stock market is vital for reducing the level of income
inequality and creating social justice in the society due to the great role it plays in increasing
capital accumulation through equipping and allocating savings. Considering the
importance of financial development in the growth and development of countries as well
as its impact on the macroeconomic sector, it is vital to know the different aspects of the
development of financial markets that affect the distribution of income and also how they
affect the real variables of the economy over time. Therefore, in this research, the main
goal is to investigate the impact of financial development in different dimensions on
income distribution. For this purpose, by using the panel data of the country's provinces
(30 provinces) in the period from 2010 to 2018, the effect of financial development
dimensions on the urban income inequality of the provinces has been discussed with an

emphasis on the companies admitted to the Tehran Stock Exchange.

1. Materials and Methods (Financial Development indicators)

1-1. Financial access

Financial access can be seen as fair access to all financial services including money
market and capital market. (Beck, Demirgiig-Kunt and Levine, 2008).

1-2. Financial depth

In the monetary and banking dictionary, financial deepening is defined as a situation
where the speed of increasing financial assets is higher than the speed of increasing non-
financial assets, which is considered synonymous with deepening financial assets.
According to the studies of Levin (1991) and Bencivenga et al. (1995), more and more
liquidity in the stock markets with lower transaction costs reduces the inhibiting factors in
the field of investment in long-term projects, so companies turn to such projects more and
this increases the demand. It becomes for the labor force and increasing the income growth

of the poor during the increase of their wages can reduce inequality (Schwartz, 1995).
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1-3. Financial stability

McKinnon (1973) and Shaw (1973) and King and Levin (1993) state that financial
development and a stable financial system play a very important role in the economic
performance of countries, which leads to economic growth (Schwartz, 1995).

1-4. Financial liberalization

McKinnon (1991) and Shaw (1973) pointed out the limitations caused by an ineffective
financial system for economic development, as well as the benefits of financial
liberalization for the economy in developing countries. They state that the main problem
of developing economies is related to their whole economy and not just the financial part
of the economies; So here, financial sector liberalization comes up as part of a broader set
of reforms. Veen and yeginberg (1983) and Taylor (1983) state that the liberalization of the

financial sector can actually hinder economic development.

4. Data

The course studied for the years 2010-2018 and for 30 provinces of the Iran, including the
provinces of West Azerbaijan, East Azerbaijan, Ardabil, Bushehr, Chaharmahal Bakhtiari,
Isfahan, Fars, Qazvin, Qom, Gilan, Golestan, Hamedan, Hormozgan, Ilam, Kerman,
Kermanshah, Khorasan. South, Razavi Khorasan, North Khorasan, Khuzestan, Kohgiluyeh
and Boyer Ahmad, Kurdistan, Lorestan, Central, Mazandaran, Semnan, Sistan Baluchistan,

Tehran, Yazd and Zanjan.

5. Discussion
In order to test the model of Banerjee and Newman (1993) and Galor and Zeira (1993) that
there is a relationship between financial development and income inequality, the

econometric model presented by Zhang & Naceur (2019) is used:
Gini,, = a+ A FD,;+ ALY, ,+ LFL, +4,GOV, .+ ATrade,,+ APD,, + ¢,

The multidimensional index of financial development includes the following

dimensions:

FD = ( financial access, financial depth, stability, financial libemlization)

Based on the results of determining the type of model, considering that the integrated
data model has been selected, and on the other hand, there is cross-sectional autocorrelation
and cross-sectional variance heterogeneity, in order to solve these effects, the GLS method

based on sections (EGLS-Cross section weight) is used. will be. Also, considering that the
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problem of cross-sectional heterogeneity may be caused by random effects, using cross-

sectional weights can solve this problem, in this case, after the test, you can use Limer's F
test to investigate between two fixed or combined effects models. Therefore, again, this

weighted estimation test is performed based on the section

6. Conclusion

- Increasing the number of access to banking facilities by the private sector increases
the Gini coefficient and worsens inequality

- The ratio of the value of the facilities granted to the private sector to the gross
production has a positive and significant effect on the urban Gini coefficient of the
provinces during the study period.

- Increasing the ratio of the value of stock exchange transactions of selected companies
to the gross output of the provinces leads to a decrease in the urban income inequality of
the provinces.

- An increase in the long-term interest rate during the study period reduces the urban
income inequality in the provinces.

- The increase in the number of private workshops has led to an increase in urban income
inequality in the provinces.

- The increase in changes in the stock price fluctuations of selected companies in the
provinces has led to the reduction of urban income inequality.

- An increase in this ratio leads to an increase in urban income inequality in the
provinces.

- The variable of free trade, the ratio of total exports and imports to the gross domestic
product of the provinces has a negative and significant effect on the urban Gini coefficient
of the provinces.

- The increase in inflation in the provinces has led to an increase in income inequality
in them.

- The per capita variable of distance from the center (Tehran) has a negative and
significant effect on the urban Gini coefficient of the provinces; Therefore, according to
the theory of the pole of growth and the penetration of development to the periphery, the

per capita increase in the distance from the center has reduced income inequality.
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Table 1. Research statistics and variables
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Table 2. Result of stationary test
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Table 3. The results of examining the diagnostic tests between the random and pooled effects
models
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Table 4. The results of diagnostic tests between the fixed and pooled effects model
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Table 5. The results of examining diagnostic tests between fixed and random effects
models
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Table 6. The results of cross-section autocorrelation tests
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Table 7. The results of cross-section heterogeneity tests
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