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Income  Inequality 



Technological  Changes 



Trade  Openness  Economic  Growth  Financial  Development 



Education  


Sources: Becker & Chiswick (1966), Greenwood & Jovanovic (1990), Lundberg & Squire (2003),  
Rodrikn(1998), Kuznets (1963). 



3.2.1 Education and Income Inequality 


Based  on  few  researchers,  income  inequality  could  be  influenced  by 
 education  level  (Mincer,  1958;  Schultz,  1961;  Becker,  1962),  referred  as  skill 
 deepening  (Williamson,  1991).  According  to  Sianesi  &  Van  Reenen  (2003), 
 however,  the  endowments  at  different  levels  of  education  such  as  primary, 
 secondary, and tertiary education were depended on a country’s development level 
 (Sianesi & Van Reenen, 2003). Due to imperfect competition for positions requiring 
 advanced  educational  credentials,  while  the  level  of  education  increase  highly 
 educated people, this tend to raise the wages of those educated people compared to 
 those who was less educated, thus, the income inequality increased. A higher level 
 of  education  such  as  secondary  and  tertiary  education  gives  more  opportunity  to 
 those highly educated individual, because their income tend to be higher compared 
 to less educated individuals. They also had more opportunities to engage in a higher 
 paid jobs. This may enlarge the distance of the income distribution between highly 
 educated  and  less  educated  individuals,  thus,  increase  the  income  inequality 
 (Rodríguez‐Pose, 2009).  In addition,  more  education would increase the  upward 
 mobility  which  led  to  greater  income  equality.  Hence,  the  relationship  between 
 education and income inequality was expected to be positive in both developed and 
 developing countries. 



3.2.2 Financial Development and Income Inequality


 Various theoretical models proclaimed that a better financial development 
 would lower the income inequality, which was consistent with the idea of financial 
 development might benefit to those poorer individuals (Banerjee & Newman 1993; 


Galor & Zeira 1993). For those poor income individuals who were excluded from 
getting loans previously, could access to it after financial sector developed well. In 
this case, financial development might be an effective tool to equalize the income 
distribution,  thus,  lower  the  income  inequality  (Clarke  et  al.,  2006).  Moreover, 
several researchers also concluded the negative relationship between education and 
income inequality was due to some countries that had reached a particular threshold 
level of institutional quality, so financial development only could lower the income 


inequality (Law et al., 2014; Bahmani-Oskooee & Zhang, 2015). Hence, there was 
 an  expected  negative  correlation  between  financial  development  and  income 
 inequality in both developed and developing countries. 



3.2.3 Economic Growth and Income Inequality 


In  developed  countries,  according  to  recent  studies  (Lundberg  &  Squire, 
 2003; Rubin  &  Segal,  2015; Wahiba  &  Weriemmi,  2014)  showed  that  economic 
 growth was positively correlated with income inequality in Tunisia. Based on the 
 semi  parametric  method  that  used  by  Chambers  (2010),  indicated  the  income 
 inequality for all countries increased was caused by economic growth over short or 
 medium run. With an increased in economic growth, the higher income group was 
 able  to  gain  more  wealth  income  and  the  income  inequality  rose  in  this  case. 


Generally, the results shown by the researchers proclaimed that higher economic 
 growth tend to increase the income inequality in US and Japan. Hence, the expected 
 relationship between economic growth and income inequality in long term effect 
 are positive in developed countries. 


In  developing  countries,  the  researchers  stated  that  there  was  an  inverse 
 relationship  between  income  inequality  and  economic  growth  (Majumdar  & 


Partridge,  2009; Nissim,  2007).  Furthermore,  Nissim  (2007),  revealed  that  when 
 there was an economic boost condition, workers were paid in a higher income, the 
 wages  of  low  income  group  increased,  and  so  was  able  to  minimize  the  income 
 distribution  gap  and  help  to  lower  income  inequality.  Hence,  the  correlation 
 between economic growth and income inequality was expected to be negative in 
 developing countries.   



3.2.4 Trade Openness and Income Inequality 


Due to developed countries usually had more skilled-labor, thus they could 
export  skill-intensive  goods  and  income  rate  of  skilled  labor  gap  became  wider 
which  led  to  larger  income  inequality  in  the  developed  countries.  There  was  a 
research conducted by Rodrik (1998), said that trade openness brought benefits to 
firms in developed countries because they were able to substitute unskilled workers 
with  cheap  imports,  it  weakened  labor’s  bargaining  power  and  cut  down  their 
salaries.  Therefore,  the  income  inequality  increased.  Hence,  trade  openness  was 


expected  to  have  positive  relationship  with  income  inequality  in  developed 
 countries.


In  developing  countries,  those  countries  would  close  up  the  income 
 distribution because imports would harm their capital owner and skilled labor but 
 exports would only bring advantages to unskilled workers. Trade openness brought 
 less  benefits  to  developing  countries.  Many  empirical  evidences  showed  that  the 
 impact of trade openness on income inequality were ambiguous (White & Anderson, 
 2001; Dollar & Kraay, 2002; Higgins & Williamson, 1999; Edwards, 1997). Hence, 
 trade  openness  was  expected  to  reduce  the  income  inequality  in  developing 
 countries. 



3.2.5 Technological Changes and Income Inequality


According to Schumpeterian hypothesis, technological change would lead 
 economic growth to increase. When technological changes grow rapidly, it tends to 
 increase economic growth too. Thus, it would give a drop on the income inequality 
 level.  Kuznets  (1963)  proposed  that  if  there  was  short  of  demand  on  this 
 compensation  effect,  it  would  have  a  downward  pressure  on  the  income  overall. 


The premium shrinks and eventually disappears in the labor market, and the income 
 inequality is also declined. Hence, technological changes had an expected negative 
 correlation towards income inequality in developed countries.  


Ciriaci  (2016)  suggested  that  being  innovative  supports  would  help  to 
maintain a firm’s organic employment growth pattern so the income distribution 
would be more tend to youngsters due to their fast adaption of innovation. Thus, the 
wages of the youngsters were more than those older employees. This might widen 
the gap of income between those youngsters and older employees. Based on Frey 
and Osborne’s evidence, it showed that computerization usually influenced 
low-skilled jobs. This would widen the income gap between low-skilled and unlow-skilled labors, 
thus  indicates  that  income  inequality  increased  when  technological  changes 
increased.  Hence,  there  was  an  expected  positive  relationship  between 
technological changes and income inequality in developing countries. 
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