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Abstract

In recent decades, promoting economic growth has become the main goal of all countries in the world.
However, despite the achievement of desirable economic growth in many countries, poverty and the problems
arising from it is one of the most important problems all over the world. The main cause of this problem is
income inequality and the significant gap between high and low income groups. Accordingly, economic
researchers and policymakers have paid special attention to reducing income inequality and improving equity
along with economic growth. For this purpose, one of the essential prerequisites for improving economic
welfare and reducing poverty is to identify the determinants of income inequality. Therefore, given the
importance of reducing income inequality on the one hand, and the important role of financial development in
income distribution on the other hand, this study aims to investigate the direct and indirect role of financial
development on income inequality in oil-exporting countries during 2000-2022 applying generalized method of
moments (GMM). Based on the results, Greenwood-Jovanovic hypothesis is confirmed. It means that there is
an inverted U-shaped relationship between financial development and income inequality. In addition, Kuznets
hypothesis based on an inverted U-shaped relationship between economic growth and inequality, is also
confirmed. Moreover, the results indicate that education and ICT indicators significantly increase inequality

and the corruption control index significantly reduces income inequality in oil-exporting countries.
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Introduction: In recent decades, promoting economic growth has become the main goal of all countries in the
world. However, despite the achievement of desirable economic growth in many countries, poverty and the
problems arising from it is one of the most important problems all over the world. The main cause of this
problem is income inequality and the significant gap between high and low income groups. Accordingly,
economic researchers and policymakers have paid special attention to reducing income inequality and
improving equity along with economic growth. For this purpose, one of the essential prerequisites for improving
economic welfare and reducing poverty is to identify the determinants of income inequality. Therefore, given
the importance of reducing income inequality on the one hand, and the important role of financial development
in income distribution on the other hand, this study aims to investigate the direct and indirect role of financial
development on income inequality in oil-exporting countries during 2000-2022 applying generalized method of
moments (GMM).

Methods: The model used in this study is an improved and modified model of Akpa et al. (2024) with an
adjustment based on Bampinas et al. (2017). An important point to consider is that, based on the theories
available in previous studies, income inequality can be a dynamic variable. So it can be affected by explanatory
variables as well as the dependent variable of previous periods. Accordingly, in order to estimate the dynamic
model, generalized method of moments is applied. GMM is a common econometric method that is widely used
for estimating dynamic panel data models due to its flexibility and its need for few initial assumptions. This
estimator is used in models in which endogeneity resulting from the estimation of period-specific unobservable
effects and the existence of dependent variable lags among explanatory variables, is a major problem. (Barrow
and Lee, 1996). GMM can control endogeneity by using variable lags as instrumental variables. In addition, it
can include the dynamics of the model.

Results: Based on the results, Greenwood-Jovanovic hypothesis is confirmed. It means that there is an
inverted U-shaped relationship between financial development and income inequality. In addition, Kuznets
hypothesis based on an inverted U-shaped relationship between economic growth and inequality, is also
confirmed. Moreover, the results indicate that education and ICT indicators significantly increase inequality
and the corruption control index significantly reduces income inequality in oil-exporting countries.

Conclusion: Based on the results, the following policy recommendations are offered:

Focusing on economic growth can be considered the most important economic strategy for reducing inequality.
In other words, promoting economic growth is essential as a prerequisite for financial development and
reducing inequality.

e Policymakers can simultaneously focus on adopting policies to ensure financial development and
promote economic growth. For example, governments can, in addition to adopting policies related to
financial development, also focus on policies related to quick-return investments to achieve higher
economic growth. The simultaneous increase in economic growth and financial development can also
help reduce economic inequality.

e Given the trade-off between economic development and inequality at lower stages of economic, it is
necessary to focus on financial inclusion in oil-exporting countries, especially those with lower
economic growth. Therefore, it is necessary to adopt policies to direct financial resources towards
increasing financial access for disadvantaged groups.

e Adopting policies such as subsidizing can help direct financial resources towards entrepreneurs and

small and medium-sized firms, and as a result, increase job opportunities and reduce inequality.



e Given that inequality in access to education, irrelevant education, and lack of access to appropriate
jobs increase inequality, adopting policies to improve educational infrastructure can be an effective
step to reduce inequality. In fact, reducing education inequality and improving access to free
education for poorer people can eliminate the negative impact of education on economic inequality.

e Increasing ICT-related knowledge for the public can enable people to benefit equally from ICT
technologies and help reduce economic inequality by increasing productivity and employment.

e Adopting appropriate policies to control corruption and reduce rents in oil-exporting countries is
essential to reduce economic inequality.
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