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Abstract

One of the most important indicators for evaluating any economic policy is to examine its
distributive effects, so governments try to be aware of the redistribution of revenue and the
possible effects of such policies in a quantitative and tangible manner before implementing
the policy. Therefore, in the present study, for the first time in the Iranian economy, with
quarterly data and generalized quantum method, the distributive effects of credit policies
on income inequality in the provinces of the country were investigated. Based on this, the
results showed that in the primary quantile (0.05), credit to the trade and services sector
had a positive and significant effect on income inequality and also credits to agriculture,
housing, industry and mining had a negative and significant effect on income inequality
in the provinces. In the Middle Quantile (Quantile 0.5), lending to the agricultural and
commercial sectors had a negative effect, and lending to the housing, services, industry,
and mining sectors had a positive effect on income inequality. Also in the upper quantum
(Quantile 0.95), facilities granted to the agricultural, commercial, industrial and mining
sectors had a negative effect, as well as loans to the housing and services sectors had a
positive effect on inequality in the provinces of Iran. Regarding the effect of human capital
and economic growth on income inequality, the results showed that in the provinces of the
country, increasing economic growth and human capital due to creating more opportunities
to increase income, has reduced income inequality. According to the research results, in all
quantiles, the increase in the effect of inflation and capital stock has caused more income
inequality in the provinces.
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1. Introduction

Rising inequality among developed, emerging and developing countries is a troubling
development challenge for economists and policymakers. Despite advances in technology
and improvements made so far, the benefits of increased revenue and production growth
have not been evenly distributed among the population (Asteriou et al, 2014). The threat
of rising inequality has significant implications for the growth potential, welfare, and
macroeconomic stability of countries (Berg et al, 2018). Understanding the causes of
inequality is essential for policy action to equalize income distribution and address social
welfare concerns (Sethi et al, 2021). Income distribution has wide dimensions, but what is
related to justice and economic well-being is the distribution of income between

individuals and households and even parts of a country (Balestra & Tonkin, 2018).

Based on the results of empirical research, the effects of credit policies on income
inequality are not clear and agreed. Although many empirical studies show that countries
with higher levels of credit growth have lower income inequality (Hamori and
Hashiguchi, 2012; Zhang, 2016), other studies show that there is a nonlinear relationship
between credit policies and income inequality. (Kim and Lin, 2011; Law et al, 2014), and
the growth of credit policies increases income inequality (Jaumotte et al, 2013; Dabla-
Norris et al., 2015). Also, the mechanisms and degrees of influence vary from country to
country and depend on the institutional and socio-economic contexts of each country
(Rivera, 2020).Each of the country's provinces constitutes an important part of the
country's population; Therefore, in line with regional planning, how income is distributed
in each of these areas and its changes largely determine the status of income distribution.
Identifying provinces with more unequal distribution is important to implement
appropriate policies to balance income distribution. Therefore, due to the research gap
and the lack of provincial studies in the country with quarterly data, the present study
seeks to investigate the effects of credit policies on income inequality for the first time in
the Iranian economy with the generalized Quantile method. In the provinces of the
country in the period 2014-2021. In fact, in this study, the method of allocating funds to

each of the economic sectors on income inequality has been studied.

2. Methodology
In the present study, in order to investigate the effect of credit policies and granting

facilities to different economic sectors on inequality, following some empirical studies in
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this field, including Bittencourt et al (2021) and Chia et al (2022), the research model Is

specified as follows.

AGy (1) = B1(7) + B2 (D)Crie + ¥ (D)X + & (1)

In the above equation, i represents the province (cross section) and t represents the
time. Accordingly, AY;represents the income inequality of the i-th province, Cr represents
the amount of credits granted to each province, X represents the vector of control
variables, ¢; represents the error component, and t represents the quantum.

Normally, the amount of credits granted has a positive effect on the main functions of
the financial system. For example, it is expected that its increase will improve investment,
improve and facilitate risk management and facilitate the circulation of goods and
services in the economy. However, its effect on income distribution is one of the issues
on which there is disagreement. In this regard, in the present study, following some
studies such as Sethi et al (2021) for the variable of credits, the ratio of credits granted to
GDP has been used. For this purpose, the ratio of facilities granted to the sectors of
agriculture, industry and mining, housing, trade and services by the provinces of the

country in relation to the GDP of each province has been used.

3. Conclusion
One of the challenges for countries, especially in recent decades, is the issue of income
inequality. This importance stems from the fact that increasing income inequality leads to
more economic inequality, inequality of opportunity, and ultimately social and economic
instability, all of which can ultimately lead to political instability (Solt, 2015) and
financial instability. In the framework of the principles of financial development is one of
the most important variables that can affect economic growth. Because more access to
financial resources and easier access to individuals, especially the poor, will enable the
implementation of more businesses or projects, which will reduce income inequality
(Bittencourt et al., 2019). Therefore, how to allocate financial resources between different
economic sectors has always been challenged by policymakers. Accordingly, in the
present study, the effect of facilities granted to different economic sectors on the
economic growth of the provinces was examined.

In this regard, the results showed that in the primary quantile (0.05), granting credits
to the trade and services sector had a positive and significant effect on income inequality
and also credits in agriculture, housing, industry and mining had a negative and

significant effect on income inequality in the provinces fact, these sectors have reduced
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income inequality. In the Middle Quantile (Quantile 0.5), lending to the agricultural and
commercial sectors had a negative effect, and lending to the housing, services, industry,
and mining sectors had a positive effect on income inequality. Also in the upper quantum
(Quantile 0.95), facilities granted to the agricultural, commercial, industrial and mining
sectors had a negative effect, as well as credits to the housing and services sectors had a
positive effect on inequality in the provinces of Iran. Regarding the credits granted to the
housing sector, it can be said that in the housing sector, it seems that more credits have
been given to people who have been able to repay these facilities and the poorer people
have been deprived of their benefits. . Also in the service sector, it should be noted that
part of the facilities granted by banks for non-productive purposes have been paid in this
format, and consequently more people have used these credits who have been able to
meet the initial conditions of banks. Therefore, given that these facilities have not
increased production and income, it has not been able to reduce income inequality.
Finally, the results on the effect of inflation and capital stock on income inequality
show that in all quantiles, the increase of these two variables has led to greater income
inequality. Regarding capital stock, it can be said that although the increase in capital can
lead to an increase in production and income, however, its benefits have not reduced
income inequality in the provinces of the country and a small part of the population they

have benefited.
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Chart 1. The effect of the coefficients of the variables of the research model on the income
inequality of the provinces (source: research findings).
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Chart 2. The effect of the coefficients of facilities granted to different economic sectors on
income inequality (source: research findings).
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Chart 3. The effect of the coefficients of facilities granted to different sectors on economic
growth in quantile regression (source: research findings).
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