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Abstract 

Inequalities within the society demonstrated to be traditionally, main reasons for 

conflicts between social classes, leading most of the time to strikes, riots, or even chaos 

or civil wars, all of which hinder the society's development. So, lessening the inequalities 

or at least controlling them is a subject for each country. Highlighting this issue, our 

work considers the role of urban population, financial inclusion, financial development, 

industrialization, economic openness, and unemployment rate in Asian countries. OLS 

results point out that urban population, foreign direct investment, and trade openness 

lead to a decrease the income inequality. However, financial inclusion, financial 

development, and unemployment rate have increased the unequal distribution of 

income in these Asian countries. The study suggests for more stable political and 

economic system for attracting more employment and foreign investments. 

Furthermore, there was also a need for an improved financial system for more provision 

of finance. The government should provide more jobs to the segments of the population 

to achieve high growth and development, and to lessen poverty.  
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Introduction 

Financial inclusion has been widely known as a major measure to cope with this matter. Financial inclusion 

definition changes. Several studies describe financial inclusion at the same time, while others explain the 

concept of financial exclusion. Mohan (2006) recognises financial inclusion as a condition that persons who 

have no access to the financial system are offered inexpensive, secure, and fair monetary goods. Similarly, the 

Rangarajan Committee (2008) explains that financial inclusion is financial services provided to persons who 

are not privileged to make use of these facilities because of a lack of information and finance in a timely and 

profitable way. Ajide (2015) refers to financial inclusion as the process by which financial facilities are provided 

to every person in a society. Trade openness and human capital are actually substantial in affecting economic 

growth (Cohen & Soto, 2007). It comprises buying and exchanging of supplies and amenities, develops 

contemporary technical know-how, and movements of original thoughts and information. The idea of trade 

openness is a very considered matter for totally economies. If a country adopts trade openness, such a state is 

more perhaps to grow. The word openness specifies the non-appearance of limitations or an elastic 

performance for exchanging activities. Consequently, trade openness displays the extent to which the 

government permits trade with new countries (Goldberg et al., 2009). 
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Technological development and globalization are extensively observed as two of the chief drivers of new 

economic growth. Technical progress is defined as the growth and spread of novel thoughts and approaches 

that improve output and competence, and globalization as a substance of technology that eases the 

dissemination of thoughts and approaches everywhere in the world through, for instance, openness to trade 

and FDI (Burns & Timmer, 2009). Though much of high-tech invention happens in a handful of progressive 

nations (Helpman, 1997; Hoffmaister and Roldos, 1997), emerging states can possibly and excessively benefit 

from imitation of current technologies. The role of the urban population is also substantial in high 

development and less inequality. Urban population enhances the requirements of novel production and also 

participates in making additional goods for the overall population. Like this, it endorses improved growth, 

living standards, and development of the nation.  

A lot of factors like education, health expenditures, growth rates, investments, and inflation have been noticed 

affecting the growth and development of countries. Though our research work highlights the major factors, 

such as financial inclusion, with other variables affecting income inequality positively or negatively in Asian 

countries. Pan-Long (1995) examined a link between foreign direct investment and income inequality by using 

panel data in a few developing countries. The result showed that foreign direct investment gave rise to a more 

unequal distribution of income among these less-developed countries. Reuveny and Li (2003) highlighted the 

role of economic openness and democracy on income inequality by using data from 1960 to 1996. The result 

showed that democracy and trade reduced income inequality, but foreign direct investments tended to 

increase the unequal distribution of income. Levine (2004) showed how did financial sector affects the growth 

of countries. The report pointed out that the financial sector has increased savings and economic growth. It 

has also lessened the transaction costs.  

Barro (2008) conducted a study to show an association between economic development and income 

inequality. This study found that political influence was more consistently disseminated as compared to 

economic power. Rent-seeking and corruption prevented income inequality from decreasing during growth. 

In a study by Klein et al. (2010), it was found that trade openness exacerbated wealth disparities by reducing 

employment and earnings of less educated and less skilled labourers, making them more vulnerable to 

globalization's influences. Franco and Gerusi (2013) focused on the role of trade and inward foreign direct 

investments in affecting income distribution in 17 Transition Countries from 1990 to 2006. The study result 

showed that trade seemed to be affecting income inequality. Jaumotte et al. (2013) used data from 1981 to 2003 

to analyse the relationship between trade and income inequality. The result showed that trade globalization 

and income inequality were negatively associated with income inequality. However, financial globalization 

and foreign direct investment led to an increase in inequality. 

Jauch and Watzka (2016) emphasized how financial development affected income inequality by using data 

from 138 developed and developing economies from 1960 to 2008. Findings pointed out that financial 

development has enhanced income inequality in the sample of these economies. 

Khan and Nawaz (2019) focused on the association between trade, foreign direct investment, and income 

inequality for the Commonwealth of Independent States by utilising data from during1990 to 2016. GMM 

results showed that trade and FDI significantly affected income inequality when interacted with the Gini index. 

Educated people used technology and reduced income inequality. Regarding trade, the study found an 

inverted U-shaped curve. Filip et al. (2024) have analyzed how GDP, gross capital formation, labor force 

participation, and control of corruption affected income inequality in EU countries based on data from 2004 

and 2020. Ponce et al. (2024) focused on the role of control of corruption on income inequality, proxied by the 

Gini index. The study concluded that control of corruption resulted in less income inequality.  

Our research work has focused on the impact of urban population, financial inclusion, financial development, 

economic openness, industrialization, and unemployment rate on income inequality in Asian countries.  This 

rich contribution will offer a strategy for extra development and for lessening income inequality.   
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Research Questions 

1. How does the urban population decrease income inequality?  

2. What is the role of financial inclusion in the unequal distribution of income? 

3. How does financial development affect income inequality? 

4. Does economic openness reduce income inequality?  

5. What is the impact of industrialization on income inequality? 

6. Does the unemployment rate affect income inequality? 

Significance of the Study 

It has been noticed how investments, savings, taxes, corruption, education, inflation, and population growth 

affect the income inequality of countries. But our study reveals the role of urban population, financial 

inclusion, financial development, economic openness, industrialization, and unemployment rate in income 

inequality in Asian countries.  

Research Hypotheses 

The important hypotheses are given below. 

H1: There is a positive relationship between urban population and income inequality. 

H2: The financial inclusion and unequal distribution of income are positively associated. 

H3: The Higher the financial development, the higher the income inequality. 

H4: More economic openness tends to decrease income inequality.  

H5: Industrialization is positively linked with inequality. 

H6: The Higher the unemployment rate, the higher the income inequality. 

Methodology 

By utilizing data from 2006 to 2022, it has been examined how economic openness with other control variables 

has affected income inequality in Asian countries like Bangladesh, India, Indonesia, Iran, Jordan, Malaysia, 

Pakistan, and the Philippines. Data on dependent and explanatory factors were taken from WDI. We have 

used the Gini index as the dependent factor, and the independent variables were urban population, financial 

inclusion, financial development, economic openness, industrialization, and unemployment rate on income 

inequality. The OLS model has been used to check the relationship between dependent and independent 

variables.    

Model Specifications 

The model is provided as: 

GINI= β0 + β1 LURBPOPit + β2FININCit + β3FINDVINDit + β4FRDINDit + β5 LMANUFit+ β6 TRADOPNit +  β7 

LFPRATEit + β8 UNEMPRit + uit 

URBNPOP= Log of Urban population (Total) 

FININC= Financial inclusion (Number of commercial bank branches per 100,000 adults + Number of ATM 

machines per 100,000 adults) 

FINDVIND = Financial development index 

FRDIND= Foreign direct Investment (% of GAP) 

LMANUF= Log of manufacturing value added 

TRADOPN= Exports and imports as a percentage of GDP  

LFPRATE= Labour force Participation Rate (total) 

UNEMPR= Unemployment rate (total) 
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it = (time trend)  

ui= (error term) 

Results and Discussion  

We have shown summary statistics of the major factors influencing income inequality. Table 1 shows that 

on average, GINI index is 0.6651, parent having range from 0.5 to 0.81 in middle-income countries. On average, 

LURBPOP is 7.7123 percent across Asian countries. Likewise, variations were observed in the financial 

development index (FINDVIND) from -0.9925 to 2.7053. On average, financial inclusion (FININC) is 36.4213 

percent with a standard deviation of 24.4843, which is less than the mean value. Moreover, trade openness 

(TRADOPN) is 704163 percent. Finally, the labour force participation rate is 63.7019 percent among these 

economies. Overall, the unemployment rate (UNEMPR) is 5.724 percent in these Asian nations.   

Table 1. Summary statistics. 

Variables Mean Standard deviation Minimum Maximum 

GINI 0.6651 0.9352 0.5 .81 

LURBPOP 7.7123 0.4911 6.6611 8.6630 

FININC 36.4213 24.4843 7.2718 119.7394 

FINDVIND -0.0472 0.7983 -0.9925 2.7053 

FRDIND 2.5902 3.2465 0.0566 23.5373 

LMANUF 10.6865 0.5252 9.6068 11.6913 

TRADOPN 704163 43.4744 25.3062 203.8545 

LFPRATE 63.7019 6.7133 52.536 76.783 

UNEMPR 5.724 4.2122 0.398 15.275 
 

Table 2 highlights the OLS results, which show the significance of factors affecting gini index in Asian 

countries. The urban population may affect income inequality in Asian economies. The majority of the folks 

from urban areas have partaken in economic actions, production, and growth, and thus have a source of 

earnings or profits. This increases their purchasing power. All this results in less income inequality. Urban area 

provides more earning chances to these people.  It is found that a one percent increase in urban population 

results in less income inequality by 0.2366 percent. Finding is favoured by Ali et al. (2022). 

Table 2. OLS Results. 

Variables Coefficients, Standard Errors, and t-values 

LURBPOP -0.2366 ⃰ 

0.0294 

(-8.04) 

FININC 0.0010   ⃰ 

0.0001 

(7.55) 

FINDVIND 0.0233 ⃰   

0.0066 

(3.52) 

FRDIND -0.0056  ⃰    

0.0013 
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(-4.38) 

LMANUF 0.1968 ⃰    

0.0235 

(8.37) 

TRADOPN -0.0004 ⃰    

0.0001 

(-2.38) 

LFPRATE -0.0001 

0.0008 

(-0.11) 

UNEMPR 0.0093 ⃰   

0.0011 

(8.82) 

C 0.3433 

0.0666 

(5.17) 

Wald chi2 

Probability 

R-Square 

Adjusted R-Square 

 

307.97 

0.0000 

0.960 

0.957 

 

T-values are in parentheses; * p<0.1. 

Financial inclusion also plays a noteworthy role in lessening income inequality in Asian countries. The number 

of commercial bank branches and the number of ATM machines prove helpful for the people in generating 

income and earnings. This reduces income inequality. However, result shows that a unit increase in financial 

inclusion has resulted in a 0.0010 increase in income inequality in Asian countries. The result is inconsistent 

with Kim (2016). Financial development may also affect income inequality in these countries. The results 

showed that one unit of increased financial development has caused more income inequality by 0.0223 percent 

in the concerned economies. People availing domestic credit to the private sector make investments and 

dominate the segment of society that avails this, and in this way, income inequality increases. The study 

finding is favoured by Jauch and Watzka (2016).   

The role of foreign direct investment cannot be ignored in lessening income inequality. It is found that people 

get job chances by participating in investments done by foreigners in a host country. People have earnings, 

and this increases their income further. So result shows that a one percent increase in foreign direct investment 

resulted in less income inequality by 0.0056 percent in Asian countries. The result is supported by Khan and 

Nawaz (2019). The result also indicates that a one percent increase in industrialization may lead to an increase 

in income inequality by 0.1968 percent. The reason may be that more investments and industrialization by the 

high or affluent segment of the population increases income inequality among people. The result is consistent 

with the study by Ali et al. (2022). 

Trade openness also seems to be decreasing income inequality among nations. The result reveals that a one 

percent increase in trade openness has decreased inequality by 0.0004 percent among Asian countries. The 

reason may be that more exports, production, investment, and growth of all types of businesses from all sectors 

have decreased income inequality. The finding is supported by Khan and Nawaz (2019). Finally, 

unemployment seems to be affecting income inequality positively. The Result highlighted that a unit increase 

in unemployment rate will cause more income inequality by 0.0093 percent. The reason may be that 
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unemployment reduces income, purchasing power, and living standard. In this way, income inequality will be 

increased. The result is supported by Maddah (2013). 

Conclusions 

Current research points out the significance of urban population, financial inclusion, financial development, 

foreign direct investment, industrialization, trade openness, and unemployment in influencing income 

inequality in the Asian countries. The authors have used data from 2006 to 2021 for selected Asian nations of 

the world. The Gini index was taken as the dependent variable. However, financial inclusion with other control 

variables was taken as an independent variable. The result showed that urban population, foreign direct 

investment, and trade openness proved very helpful in decreasing income inequality in these countries. 

However, financial development index, financial inclusion, industrialization, and unemployment rate have 

increased income inequality in these Asian nations. On the basis of the results, the study suggests more trade 

openness. There was also a need to have a stable environment for more foreign investment. There should be 

fairer allocation and distribution of funds to decrease income inequality. The government must improve more 

political, economic, and financial systems to lessen income inequality in these countries.   
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