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Abstract

Income inequality is one of the most important and stable
problems in societies, and neglecting this issue can have many
adverse effects. Nowadays, financial inclusion as a factor affecting
income inequality has attracted the attention of financial
institutions and policymakers. The literature on financial
inclusion, especially in developing countries, is still in the early
stages. Using the panel data model, this research investigates the
effect of financial inclusion on income inequality in 18 selected
developing countries from 2005 to 2019. Since financial inclusion
is a multi-dimensional concept with different indicators in each
dimension, this study examines the two dimensions of access and
usage separately. Additionally, the effect of inflation, economic
growth, unemployment, and trade openness on income inequality
has been investigated. The results indicate that financial inclusion
has a negative and significant effect on income inequality in terms
of access and usage. Moreover, findings revealed that expanding
financial inclusion helps to reduce income inequality.
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1. Introduction

Reducing income inequality is one of the
main goals of sustainable development. In
recent studies, financial inclusion has
received much attention as a factor
affecting income inequality. According to
the definition of the World Bank, financial
inclusion is the access and use of quality
and affordable financial products and
services by individuals and companies,
including payments, bank accounts,
credits, and insurance, which are provided
responsibly. Financial inclusion is a multi-
dimensional concept examined in
different dimensions, such as penetration,
access, usage, and quality. Many studies
show that unequal access to financial
resources can be an essential obstacle to
achieving and using economic
opportunities and reduce entrepreneurial
activity, which is an important and
determining factor in economic success.
In fact, easy access and free use of
financial services can help people
experiencing poverty build capital and
assets to protect themselves better in dire
economic conditions. Households with
financial inclusion can change their
consumption slowly in case of financial
shocks, do not need to sell their assets, and
are less damaged than households
deprived of financial inclusion. Some other
studies argue that due to issues such as
collateral, costs associated with financial
services, and information asymmetry,
economic development may favor the rich
and increase inequalities between the rich
and the poor.

2. Methodology

In this study, each of the dimensions of
access and usage has been examined
separately. The indicator used in the
access dimension is a composite index of

four variables (retail bank branches per
100,000 adults, number of ATMs per
100,000 adults, commercial bank branches
per 1000 km? and number of ATMs per
1000 km?), which is made using the
principal component analysis method. The
indicator used for the usage dimension is
the banks’ domestic credit to the private
sector (% GDP). In this research, the panel
data model is used, and according to the
results of Chow, Hausman, and Breusch-
Pagan tests, the final model selected in
both dimensions of access and usage is the
Random-Effects Model. Before estimating,
this research performed the unit root and
collinearity test, and it was confirmed that
there is no collinearity and unit root.

3. Findings

In both access and usage dimensions, the
coefficients of all variables are significant.
Financial inclusion in access and usage
dimensions and inflation negatively affect
income inequality and show that the
increase of each variable causes income
inequality to decrease. The coefficients of
the GDP, unemployment, and trade
openness are positive and show that the
rise of each variable increases inequality.
The value of the F statistic and its
probability value also indicate that the
whole estimation is significant.

4. Conclusion

The results indicate a negative and
significant effect of financial inclusion on
income inequality in the two dimensions
of access and usage of financial inclusion.
In the access dimension, the coefficient of
financial inclusion is -0.0412, and it is
interpreted as that a unit increase in
financial inclusion by 0.0412 units reduces
the Gini Coefficient. Additionally, in the
usage dimension, the coefficient of
financial inclusion is -0.0012, and it shows
that with the increase of one unit of
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financial inclusion, income inequality
decreases by 0.0012 wunits. Economic
deprivation may be voluntary and due to
culture, lack of financial literacy, religion,
etc., people do not voluntarily see the need
for financial services. It may also be
involuntary and due to insufficient income
and expenses related to financial services,
etc. Reforms to create an inclusive
financial system usually emphasize
removing barriers related to involuntary
exclusion. However, some voluntary
rejections are caused by a lack of
information, and providing conditions for
education and raising awareness can
remove the obstacles related to voluntary
rejection. According to the results of this
study regarding the inverse relationship
between financial inclusion and income
inequality, expansion and strengthening of
financial and banking infrastructures,
especially in deprived areas and villages,
can effectively reduce income inequality.
Also, the availability of credit and its use
for lower income groups, in turn, helps
these people to participate in productive
activities and smooth their consumption
in the face of adverse shocks.
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