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Abstract

Increasing financial relations and transactions, which constitute one of the
important components of income inequality, is the leading factor that should be
considered in analyzing the transformations of internal dynamics of current economies.
In this sense, the linkage of the changes in financial sector, which is examined under the
concept of financialization, with income inequality is the basis of this study. The
financialization-income inequality nexus deals with the period of 1991-2014 for 97
countries by way of analyzing with the fixed effects method. According to the empirical
results, which include labor market variables as well as economic variables, there is a
positive correlation between financialization and income inequality. In other words,
increasing the scale of financial relations and transactions has a positive effect on income
inequality. The empirical outputs point out that this fact mainly depends on the current
transformation in the labor markets. The reduction in the bargaining power of labor is
assumed to have an increasing effect on the level of income inequality within the
framework of financialization.
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Finansallasmanin Gelir Esitsizligi Artis1 Uzerine Cok Boyutlu Etkileri:
97 Ulke i¢in Yeni Ampirik Kanitlar

0z

Gelir esitsizligi olgusunun 6nemli bilesenlerinden birini olusturan artan finansal
iliskiler ve islemler mevcut ekonomilerin i¢ yapisinda yasanan déniisiimlerin analiz
edilmesinde g6z 6nilinde bulundurulmasi gereken faktorlerin basinda gelmektedir. Bu
cercevede, finansallasma kavrami altinda incelenen finans sektoriinde yasanan
degisimlerin gelir esitsizligi ile olan baglantisi mevcut ¢alismanin temelini
olusturmaktadir. Sabit etkiler yontemine bagl olarak incelenecek olan finansallasma-
gelir esitsizligi bagintis1 97 iilke icin 1991-2014 yillar1 arasim ele almaktadir. iktisadi
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degiskenlerin yani sira emek piyasasi degiskenlerinin de icerildigi ampirik sonuclara gére
finansallagma ile gelir esitsizligi arasinda pozitif bir korelasyon bulunmaktadir. Diger bir
deyisle, artan finansal iligkilerin ve islemlerin gelir esitsizligini artirict bir etkisi
bulunmaktadir. Ampirik ¢iktilar bu durumun temel olarak emek piyasalarinda yasanan
doniisime bagh olduguna isaret etmektedir. Emegin pazarlik giiciindeki diislisiin
finansallasma c¢ergevesinde gelir esitsizligini artirict  bir etkide bulundugu
varsayllmaktadir.

Anahtar Kelimeler: Finansallasma, Gelir Esitsizligi, Pazarhk Giicii, Emek
Piyasalari, Kiiresellesme

JEL Kodlan: F65, D31, C33

1. Introduction

The financialization-income inequality nexus gains significant attention during
recent years, especially after the post-crisis period of 2007/2008. Indeed, the growth of
income inequality along with the increasing scale of financial relations and transactions
has been analyzed through different sources in which the topic was pointed to various
channels in the economic discipline since the late 1980s. Therefore, the relationship
between financialization and income inequality has been positioned as a conflicting
interest area in the existing literature associated with different fields such as economics,
politics, and culture as well. In this sense, the prior issue for the investigation of both
theoretical and practical dimensions of a given link among these two topics needs to solve
different problems in the methodological framework. For instance, the financialization
term has still no common explanations in the literature. In consideration of this enigma,
the examination of positive and negative aspects of that concept hinges on the limits of
the totality to a large extent in the literature. Therefore, this study basically focuses on the
economic side of the relationship between financialization and income inequality in order
to statistically indicate that increasing the scale of financial relations and transactions
over the different economic units leads to more uneven development in income
distribution over time. Figure 1 shows the linkage between finance-led growth and
income inequality from the beginning of the 1970s, by considering the fact of economic
crises.
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Figure 1: The Process of Finance-Led Growth and the Increasing Income Inequality
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The economic policies formed in the historical process differ on the basis of the
changes in productive forces and thus each of these policies is in a constant renewal to
adapt to the course of the capitalist system. Whereas they are integrated with each other,
the main assumption of the economic-political framework, however, carries the
ingredients of specific factors, which are to a large extent related to the changes in socio-
political and cultural themes. Therefore, in case of that the ownership structure remains
constant, it is imperative that the particular elements of the historical periods should be
analyzed in coherence with differing economic policies of distributional issues and also
should be comparatively examined with given determinants within the framework of this
integrity, which is necessary to obtain reliable outcomes from the prediction of future
problems in economic structure.

One of the common mistakes of the recent literature for the financialization-
income inequality nexus is the lack of determining the multidimensional linkage among
different fields. In particular, the economic structure of the post-1980s neglects to
determine the reasons behind the changes in the labor share of income accruing in
aggregate income and also ignores the rules that are influential in the determination of
income distribution between capital and labor. Figure 2 represents the changes in income
inequality from 1991 to 2014. Moreover, Figure 3 shows the potential determinants of
financialization on the effects of the changes in income inequality.
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Source: Solt (2019), Author’s Own Representation
Figure 2: The Change in Income Inequality over the 1991-2014 Period
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Figure 3: Hypothesized Relationship Between Financialization and Income Inequality

The traditional wisdom implies that one of the most efficient ways to provide an
equal distribution of income among capital and labor basically depends on the smooth
functioning of free-market economy and the proper implementation of interventions
within private and public sectors, which are substantially influential for the changes in
productive forces and thereby the production system. The whole set of rules that
determine the equal distribution of an aggregate income among factors of production
depends on the harmony of the operation with the distribution of resources along with
the independence of the economic units from any kind of intervention. The intensity of
thought in this direction is prevailing for the determinants of an aggregate economic
system. Although the mainstream arguments have a mild explanation through the
changes in income distribution in terms of the changes in financial relations and
transactions, the recent literature also extends these initial arguments and empirical
findings on the basis of heterodox views, in which the counter-arguments for the
development of financial system and specifically for the term of financialization are
analyzed through the context of an integration of socio-political ingredients. For instance,
one of the critical points of these counter-arguments focuses on the effect of an increasing
scale of capital accumulation in the financial system where the profit-making process has
been substantially generated by a higher level of transactions in the financial sector. This
also directs us to argue that the capital has been centralized and concentrated in the
financial markets, in contrast to the productive sectors.

In consideration of this practical background, this study investigates the link
between a heavily concentrated financial system and an increasing level of income
inequality for 97 countries, covering both developed and developing economies from
different regions. The major hypothesis of this paper depends on the fact that an
increasing scale of financial sector and the integration of financial system over time has
negatively affected the distribution of income for labor. In other words, the increasing
hegemony of financial capital has to a large extent transferred a huge amount of revenues
from the changing conditions of economic mechanism. For instance, the downward
pressure on the wage level of workers for the post-1980s period has led them to borrow
from the financial system to fix their reducing purchasing power. Therefore, the profits in
the financial sector have been exacerbated by the transfer of incomes of that part of the
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workers who confronted with the reduction in their wage level. In particular, the lowest
income segment of the worker heavily indebted by the financial system, especially by the
banks, over time and increasingly adhered to the financial relations and transactions.
Figure 4 shows the recent trends in financialization in terms of two commonly using
indicators in the recent literature: (i) Financial System Deposits to GDP (%) (i.e.,
finance_dep) and (ii) Private Credit by Deposit Money Banks and Other Financial
Institutions to GDP (%) (i.e., finance_prv).
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Figure 4: The Change in Financialization Over Time

The handicap of this study is the lack of having long-term data for measuring
income inequality, which is proxied by the Gini coefficient. Therefore, the sample period
is restricted by the time interval for 1991-2014! to provide balanced data, which is
imperative for the method that the study uses in the empirical part. If this condition does
not hold, the regression results may possibly be inconsistent to obtain a true vision for
the financialization-income inequality nexus. Whereas this shows one of the technical
needs for the estimation of the given linkage among the variables, there is also another
reason for using this time interval. Some of the selected countries from the aggregate pool
were formerly integrated into the Soviet economic system. Therefore, the economic
functions of these countries were totally different than the other countries, which were
controlled by the capitalist components. The beginning of the sample period thus leads to
get rid of these kinds of time-based problems since these former Soviet countries were
increasingly integrated into the market system following the early-1990s.

1 The same restriction on the basis of time interval is mentioned in Ozdemir (2019), which
investigated the partial relationship between financialization and income inequality along with
using different empirical methodologies such as pooled OLS, fixed-effects, generalized methods of
moments (GMM) and IV method, which finds that each financialization variable has a negative
effect on the Gini coefficient.
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This is very crucial to point the case that the measurement of financialization is
technically complicated since there is no common agreement to define the term in the
literature. Therefore, the scale of financialization, of course, exceeds the limits of this
paper because the integrity of financialization may possibly be done by including several
economic, social, political, and cultural factors into the analysis. However, in order to
minimize this problem and to provide a sound background for the existing literature, the
study will benefit from different types of additional variables, which are substantially
associated with the financialization phenomenon. In particular, the selection of this
sample countries grounds on the fact that the financial sector should be well-developed
in terms of both institutions and markets. For instance, those selected countries have
financially integrated and their stock markets are to a large extent active in the economic
relations. To avoid the estimation problems for the financialization variable, the study
uses basic financial system data in the empirical part, which are financial system deposits
and private credit by deposit money banks and other financial institutions. The major
reason for why the study uses these variables is that both of them include different sub-
items covering the financial determinants and thus includes various sub-determinants. In
consideration of integrating these financialization variables into the regression analysis,
the dynamism and the inter-related facts of given nexus will be provided for the whole
process of the study.

Following the above-mentioned methodological and practical factors, three
hypotheses on the financialization and income inequality linkage emerge, in which the
study will be empirically analyzed them in the subsequent sections:

Hypothesis 1
There is a long-run positive relationship between financialization and income
inequality.

Hypothesis 2
There is a long-run positive relationship between openness indicators - namely
financial openness and adjusted trade openness - and income inequality.

Hypothesis 3
There is a positive link between a higher level of economic globalization and a
higher level of income inequality.

The rest of the paper is organized as follows. The second part reviews the
literature on the basis of the theoretical significance of financialization and answers the
following question: why does financialization matter? The third part elaborates on a detail
explanation of the dataset and estimation method. The fourth part presents the empirical
findings. The last part concludes.

2. Why Does Financialization Matter?

The existing literature about the financialization has always been complicated and
challenging in terms of the definition and its determinants. However, especially for the
post-1990s period, the scope of the studies on financialization has proceeded to diversify
to a large extent. In that vein, in order to analyze the theoretical background of
financialization and thus to find answers for why financialization matters, there is a need
for some classifications about this term. Those classifications should also reflect the
reasons behind an increasing scale of financial relations and transactions across
countries. For instance, some critical issues associated with an increasing scale of
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financialization depend on the following factors, which of those have substantially
reviewed by several studies in the literature: (i) an increase in debt level, (ii) a change in
the structure of capital accumulation, (iii) a transformation of financial sector in terms of
efficiency, (iv) an increase in monopolization in different sectors, (v) an increase in the
trend of centralization and concentration of capital, (vi) a change in the world economic
system, (vii) a boost in transactions in stock markets, (viii) an integration to the neoliberal
components, (ix) the ongoing economic crises, (x) an increase in international capital
flows, and (xi) a progress in technical innovations in financial sector.

By taking account of these above-mentioned factors, the recent literature on the
importance of financialization in socio-political and economic structures has produced a
bulk of new directions to get a comprehensive outlook for this term. For instance, one of
the outstanding papers for the explanation of financialization produced by Epstein
(2005). According to Epstein (2005), financialization should be defined as an increasing
role of financial motives, financial markets, financial actors and financial institutions in
the functioning of international economics2. Those kinds of roles related to the financial
system should also consider the ongoing changes in neoliberalism and globalization
phenomena, as well as the changes in various economic systems. The major reason why
do these factors should be mutually evaluated depends on the fact that the motives for
getting more profits were strongly linked to the development of financial conduits rather
than the development of production conduits in trade sector and goods market. For
instance, Krippner (2004) attributes the development process of financialization
phenomenon to the case of exacerbated financial relations and transactions over time.
Therefore, the arguments of both Krippner (2004) and Epstein (2005) led to the
emergence of a new point of view for the channels of capital accumulation process, in
which those channels induce to the generalization of financialization term along with the
changing structure of trade sector and goods market.

In consideration of these initial arguments produced by Krippner (2004),
Krippner (2005) also extends this given framework for financialization phenomenon by
way of including some new insights on the basis of empirical analyses including both
financial and non-financial dimensions of profits, each of which indicates that the
financialization process of capital accumulation can be deeply understood by analyzing
the roles of firms and institutions, which are to a large extent interacted with the use of
foreign resources in order to make a higher level of profits. Two basic characteristics of
mentioned firms and institutions are determined by their following attitudes in an
aggregate economy: (i) the demise of their commercial dues to the financial firms and (ii)
the transfer of their resources into the financial system. Hence the structural
transformation of profit-making process was basically shifted to the financial sector,
where the aspects for capital accumulation were substantially focused on financial
conduits in contrast to trade and the production system of goods (Krippner, 2011). This
is actually represented in the historical records of trends in the sectors covering both
finance, insurance, and real estate - namely the FIRE sector - to the detriment of the share
of the manufacturing industry in total share of the aggregate economy3. The major
reasons behind this stylized fact depend on two critical phenomena: (i) the management

2 Epstein (2005) follows the same definition for financialization provided by Epstein (2001).
Therefore, it should be noted that the same paradigms are relevant for financialization over time.

3 This is what Foster (2010) and Smith (2012) further developed that case by pointing to the other
dimensions of increasing scale of FIRE sector. For instance, according to Smith (2012),
financialization implies an increase in the total profits of FIRE sector in total share of the economy.
Foster (2010), on the other hand, focuses on the growth rates of FIRE sector over time and thus
argues that the financialization phenomenon depends on different factors.
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of modern firms and/or institutions and (ii) the role of globalization on the decadence of
government autonomy (Krippner, 2005: 176).

Similar to those mentioned definitions on financialization, Palley (2007) also
defines that term as a process in which it provides a way to financial markets, financial
institutions and financial elites for getting a more hegemony in determining the economic
policies and outputs. However, the cost side of the financialization is to a large extent
much different than its positive side since a growing scale of financialization leads to an
increase in the divergence of real and financial sectors, the stimulation of income transfers
from real sector to financial sector, and the growth in the level of income inequality.
Therefore, the financialization may have a strong effect on the changing economic policies
over time and across countries. First, it changes the functioning of the financial system.
Second, it diverges the economic behavior of non-financial firms. Third, it transforms the
economic policies. In order to get a comprehensive outlook on the financialization on the
basis of these factors, there should be made some generalization for its different
dimensions. First, a growing hegemony upon the economic policies is the basis of
providing control over the financial markets. Second, the paradigm of neoliberal economic
policies strengthened through financialization requires questioning. Third, firms should
be sensitive to the financial interests of their shareholders, as well as the financial
markets. Finally, the political side of the current system needs reform to reduce the power
of firms and wealthy elites in economic processes.

Foster (2007), on the other hand, supposes that the changes for the post-1980s
period were basically linked to three specific fields - namely neoliberalism,
financialization, and globalization - which were mutually integrated with each other over
time and across countries. One of the main reasons we have to get an information on those
fields depends on the fact that the financialization, for instance, cannot be easily
understood by ignoring the neoliberalism and/or globalization phenomena since many of
the firms are characterized by the monopolistic ingredients and thus the pricing of goods
and services is subjected to the imperfect competition in markets. Therefore, Foster
(2007) suggests that this period should be named as monopoly capitalism similar to that
of Sweezy (1997) because he qualifies the financialization phenomenon as a response to
the stagnation status of the capitalist system*. In order to find out the differences in the
production system of various countries, the dynamics of the capitalist system should be
analyzed associated with financialization and the limits of a mode of production should
be investigated in consideration of class dynamics and the context of imperialism. The
origins of financialization along with the class dynamics and imperial implications can be
classified under the following factors®. First, financialization is an ongoing process of
certain financial bubbles. Second, monopoly-finance capital has a qualitatively different
structure from the concept of finance capital. Third, the ownership of financial assets is
the major determinant of the membership of the capitalist class. Fourth, one central
aspect of stagnation-financialization dynamics is the speculation on housing. Fifth, a
decrease in the importance of nation-states is basically linked to a growing scale of
financial globalization across countries. Sixth, the ideological counterpart of monopoly-
finance capital can be reflected by the neoliberalism. Seventh, the increasing effect of
financialization in the world economic system is reinforced by neoliberal globalization

4 According to Sweezy (1997), in macroeconomic dimension, the financialization depends on three
different characteristics, which are decreasing rate of overall growth, increasing hegemony of
monopolies and oligopolistic firms in an aggregate economy, and financialization of capital
accumulation process.

5 The same factors are also mentioned in Foster (2015) along with different dimensions related to
the financialization phenomenon.
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policies and leads to an increase in the imperial power and financial dependence in least-
developed countries. Finally, the unbounded process of financialization leads to
uncontrolled development in an aggregate economic system.

The theoretical discussion about the argument of Foster (2007) leads us to focus
on the emergence of crises in the capitalist system in case of an increasing degree of
financial relations and transactions. For instance, Milios and Sotiropoulos (2009) imply
that the source of the crisis basically depends on the mutual relationship between the
financialization and the neoliberal model. Additionally, they put forward an explanation
on the basis of the fact that the inner dynamics of financialization should be approached
together with the components of current neoliberal model. According to this case, the
labor market policies are changed by way of implementing the deregulation policies
which of those limit for more demand towards a higher level of wages and better
employment conditions. All these factors also lead to a decrease in the bargaining power
of workers. Moreover, the use of neoliberal policies basically needs to implement more
unregulated financial system, which then tends capital to highly engage in international
trade and thus to benefit from foreign resources. This is very crucial for the whole
economic structure since those kinds of policies are also led to a change in the government
sector, where the government institutions are to a large extent subject to the privatization
strategies and the composition of public activities is largely transformed through the
needs of the private sector. As part of the sectoral changes in government structure and
finance, the potential sources of the economic system have been varied along with a
change in the behaviors of the economic actors. For instance, pursuant to an increase in
uneven distribution of income across many countries, the financial sources are directed
to a part of the people who faced with negative pressure on their incomes. Therefore, the
financial system as a whole has stimulated new ways for those people to access cheap
loans under the assurance of the neoliberal model.

Many of these facts lead us to assess the financialization phenomenon
interactively with the basic elements of neoliberalism and globalization, which are strictly
supposed to deal with different aspects of socio-economic and political environment.
According to Dumenil and Lévy (2011), financialization has a duality in the context of its
meaning®. On the one hand, the term is related to the investigation of new types of
innovations emerging in financial markets and institutions. On the other hand, it indicates
that the administrative facts should be dealt with more for the case of a growing amount
of financial value accruing by shareholders. In that vein, the increasing scale of the
financial sector and the differential methods of exploration for the profits should be based
on a combination of these aspects. Therefore, the change in the determinants of financial
management should be mutually integrated to the definitions of the financialization
phenomenon, which includes both increasing degree of income of financial managers and
the integrity of financial and non-financial firms?.

Lapavitsas (2009) argues that increasing level of financial relations and
transactions in an aggregate economic structure leads to an emergence of downward
pressure on a higher level of capital accumulation, in which it intensifies with the
economic crises. Therefore, according to Lapavitsas (2009), the link between economic
crises and excessive capital accumulation should be also considered the outstanding
effects of financialization. In order to make a clear distinction for the economic
components of financialization, there is a need for the case of investigation towards the

6 This mutuality for the definition of financialization is also valid for defining the globalization
phenomenon.

7 For more information about the historical development of financialization, please see Dumenil and
Lévy (2004a, 2004b).

-221-



Onur Ozdemir, “The Multidimensional Effects of Financialization on the Growth of Income Inequality: New
Empirical Evidence for 97 Countries”, Istanbul Gelisim University Journal of Social Sciences, 7 (2),
October 2020, pp. 213-237.

dynamics of transformation between industrial entrepreneurship, financial firms, and the
labor market. The major determinant behind this tripartite relationship is substantially
based on the expansion of financial sector. Lapavitsas (2009) particularly focuses on that
point where the industrial entrepreneurship has been highly engaged in the financial
sector along with the use of resources from foreign financial markets and thus has
accelerated the financialization process of productive capital due to increasing global
competition and expanding financial networks.

Lapavitsas (2010) also extends his above-mentioned arguments to grasp the
underlying trends of financialization in the context of three fundamental topics. First,
large corporations have financed their investment largely out of retained profits, while
being able to borrow from the foreign financial resources in open markets. Second, banks
have basically transformed their lending methods by incorporating investment banking
into their usual commercial banking activities and thus have changed their visions toward
individuals rather than corporations to obtain fees and commissions. Third, associated
with these two factors, workers have largely been driven into the financial sector since
the real wages have significantly reduced or have been stagnant across many countries,
especially across mature capitalist countries, for decades. In particular, the finance-based
transformation of public provisions in pensions, housing, education, and health along with
the reduction of real wages led people to be a part of the actor for private provision, which
is mostly mediated by banks and several financial institutions.

Moreover, Dore (2002) initially syncretized different views on financialization in
order to classify its effects on corporate change just before Lapavitsas (2009, 2010).
Therefore, Dore (2002) keenly implied that the institutional fragmentations for the post-
1980s should consider the effects of financialization process and thus needs to interact
with different socio-economic and political indicators. For instance, some of them can be
ranged as follows: (i) the change in centuries-long process of ‘disembedding’ of the
economy from society, (ii) the change in the behaviors of individuals and the corporate
groups through the maximization of self-interest, (iii) the increasing dominance of the
finance industry as a share of total economic activity, (iv) the increasing hegemony of
financial controllers in the management of corporations, (v) the increasing share of
financial assets among total assets, (vi) the increasing share of marketed securities and
equities among financial assets, (vii) the increasing dominance of the stock market as a
market for corporate control in determining corporate strategies, and (viii) the increasing
scale of fluctuations in the stock market as a major factor of business cycles.

Wade (2005), on the other hand, points to the effects of financialization on various
economic indicators in consideration of mutual dependence between the real sector and
the financial sector8. One of the major outputs of the current period is an increasing
hegemony of the real sector upon the financial sector and thus has a crucial impact on the
distributional issues, which are managed by the following factors. First, there is an
increasing trend towards more tightened institutional interlock and normative
congruence in case of the interests of wealth holders. Second, the national income is
redistributed in favor of capital-owners and thereby at the expense of workers. Third, the
national income is redistributed largely towards the highest segment of income groups,
covering 10% and 1% households.

However, Glyn (2006) implies that even if the financial sector has become the
leading sector in total economic activity, this was basically done through the development
process of financial liberalization and the distinguishing innovations emerged in

8 For more information about the mutual dependence of real and financial sectors, please see
Stockhammer (2004). Yeldan (2010) also notes that the primary way to accumulate capital has
largely shifted from real sector to financial sector.
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telecommunicating services, which was stimulated by the growing impact of globalization
movements all over the world. Glyn (2006) particularly points to the privileged position
of finance in an aggregate economy by considering the fact that the financial sector has
substantially effective on the change of aggregate demand and firm behaviors. Therefore,
by taking into account these facts, consumers can easily adapt their potentials to economic
decisions, in which they are subjected to a limited budget. Additionally, the role of newly
updated financial markets within the frame of globalization policies depend on three
specific factors, each of which has a potential effect on the change of socio-economic and
political ingredients: (i) increasing control over the management of corporations, (ii)
increasing forces for the reduction of costs, and (iii) increasing potentials to maximize
their short-term profits.

According to Paincheira (2009), all of these factors are also prevailing for
developing countries, as well as developed countries. In particular, a growing scale of
international capital flows can be considered as the major determinant of the
financialization process. Therefore, by considering this fact, the financialization process
can easily be divided into two periods. While the first period is resulted with high rates of
current account deficit and financial and exchange rate crises, the second period is
designed by the change in international reserves that many of the developing countries
are highly depended on these reserves to avoid the problems of capital outflows. Related
to the second case, the major determinants, for which the increases in the volume of
international reserves depends, are basically faced to a growing scale of interventionism,
and wide-spreading effects of real depreciation of exchange rates. Actually, the main
stimulate of developing countries towards having a higher level of reserve accumulation
depends on their increasing effort for integration to the global financial markets. This
reveals one of the important case that the accumulation of reserves directs the capital
transfer from developing countries to developed countries, which leads to debt increases
in the public sector. On the basis of this given context, the financialization phenomenon
has crucial importance since that those countries equipped with an excess amount of
reserves control the economic mechanism for funding and thus have a crucial role in the
development of financial relations.

Finally, Albo et al. (2010) investigate the financialization phenomenon on the
grounds of the relationship between the globalization of capital and the economic crises.
The main rationale behind this linkage is to show the important role of the government
sector. In particular, the functioning of the law of value and the existing forms of national
currencies depends on the fact that the protection of the capitalist interests and of the
property have national characteristics and thus subjects to national components of the
state. The functions of financialization into that context are basically imposed externally
by the autonomous international markets and thereby strengthen the national
dependency on a growing degree of financial relations and transactions across the
countries. Additionally, those functions of financialization have both the internalized
relations existing in national units and political norms.

3. Data and Empirical Method

The financialization phenomenon does not only include the economic components
in itself but also covers different types of factors which are political, social and cultural as
well. Therefore, this study comprises various indicators in the regression analysis, each
of which has a substantial impact on income inequality and is also directly and indirectly
associated with the financialization variables. First, the income inequality data is obtained
from the Standardized World Income Inequality Database (SWIID) provided by Solt
(2019), which covers the Gini coefficient. The major advantage of this database for
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estimating the Gini coefficient is to have balanced data for many years and in many
countries. It should be noted that the difficulties in obtaining the Gini coefficient restrict
a bulk of empirical studies and thus narrows the scope of many others, which of those are
estimating the effects of several economic, political, social and cultural factors on income
distribution over time and across countries. In particular, the existence of getting
balanced data for the Gini coefficient has led many researchers to focus on industrialized
and high-middle income countries in order to evaluate the changes in income distribution
since the data is very limited for least-developed countries. This is a very crucial point for
that study because the number of groups in the models is also captured the least-
developed countries. The dataset produced by Solt (2019) provides a new opportunity to
get rid of excluding the least-developed countries into the regression analysis, and
therefore, it is of great importance in terms of enabling low-income countries to
participate in this study. Basically, Solt (2019) classifies the Gini coefficient into two
different cases such as pre-tax, pre-transfer and post-tax, post-transfer. By considering
these differences in calculating the Gini coefficient, this study will be based on using the
post-tax and the post-transfer Gini coefficient, which is also called as “Gini_Net” in the
estimation procedure. According to Solt (2019), the Standardized World Income
Inequality Database maximizes the comparison of available income inequality data, based
on the highest possible number of country groups and time series. However, it should be
noted that the current problems are still prevailing to compare the level of income
inequality among various countries and thus they sometimes reach a point where they
are very important in the empirical framework. The ongoing comparison problems for
income inequalities across countries arise in the standard errors of the estimates of SWIID
and encourage researches to address such uncertainties when they make cross-country
analyses (Solt, 2009; 2016; 2019).

Second, the measurement of financialization and the issue on which data should
be used to get full information about the financialization is another important channel in
which the study investigates it on the basis of two aspects. However, as it was mentioned
in the previous section that there is no widely accepted definition about the
financialization, the same theoretical problem is prevailing in the empirical side of the
literature. Therefore, there is a large number of studies, which of those use different types
of variables for estimating financialization. Indeed, the empirical results should be thus
interpreted on the basis of the lack of a single definition of financialization. In
consideration of these facts, the financialization variables are obtained from the Financial
Development and Structure Dataset provided by Beck et al. (2000; 2009) and Cihak et al.
(2012). These variables are twofold and can be ranged as follows: (i) Private Credit by
Deposit Money Banks and Other Financial Institutions to GDP (%) and (ii) Financial
System Deposits to GDP (%).

Third, the relationship between financialization and income inequality is
estimated by including different macroeconomic and finance-based variables in the
model. For instance, one of the most important variables is the globalization index. The
data are basically divided into three categories, which are obtained from the KOF
Globalization Database (Gygli et al., 2019). In other words, globalization data consist of
indicators formed by taking the weighted average of the variables affecting both
economic, social, and political fields. In that vein, the sub-variables of economic
globalization that concern us consist essentially of four variables: (i) capital account
openness, (ii) trade openness, (iii) foreign direct investment, inflows, and (iv) foreign
direct investment, outflows. Although economic globalization is the main component of
the relationship between financialization and income inequality, the exclusion of
globalization phenomenon from its social and political contexts may lead to produce
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partial results. Therefore, the average globalization index will be used in the regression
analysis, which includes both economic, social, and political globalization indicators.

Fourth, in addition to the globalization variable, the labor market indicators that
are likely to explain the change in income distribution over time are included in the model
because of the fact that each variable may have a considerable effect of wages and profits
and may also have an indirect effect on income inequality. The labor market variables,
which will be used in the regression analysis, can be ranged as follows: (i) the logarithm
of total employment, (ii) logarithm of labor productivity, and (iii) human capital index.
The importance of labor market data stems from the fact that workers always try to
protect their bargaining powers against the capitalists in the production system. The
bargaining power of labor declines when the capital is strong, and thus the share of total
national income increases in favor of capital. In particular, this phenomenon, which has
great importance especially in the context of the functional income distribution, needs to
be examined in terms of its power to affect income inequality indirectly.

All in all, Table 1 summarizes the data, abbreviations, and sources used in the
regression analysis. In addition, Table A1 ranges the list of sample countries on the basis
of their income categories and Table A2 presents the summary statistics of the variables
used in the models. Considering the data as a whole, it is important to note that having
different theoretical meanings of variables and having their potential effects on income
inequality in various ways consist of the main subjects of that study. In that vein, a
comprehensive dataset is tried to be obtained in order to understand several dimensions
of financialization-income inequality nexus.

No. of No. of

Abbreviations  Data . .
observations countries

gini_disp Income Inequality Index 2328 97
finance_prv Private Credit by Deposit Money Banks and 2328 97
Other Financial
Institutions (% of GDP)

finance_dep Financial System Deposits (% of GDP) 2280 95
overall_glob Overall Globalization Index 2328 97
fin_dev Financial System Development Index 2328 97
log(emp) Total Number of Employment (Logarithmic 2328 97
Scale)
gov_share Government Expenditure (% of GDP) 2328 97
log(prod) Labor Productivity (Logarithmic Scale) 2328 97
log(gdp) GDP per Capita (Logarithmic Scale) 2328 97
human_cap Human Capital Index 2232 93
tfp Welfare-Relevant Total Factor Productivity 2088 87
Index
tfp*log(emp) Interaction Term 2088 87
econ_glob Economic Globalization Index 2328 97
depbank_asset Deposit Bank Assets (%) 2304 96
fin_open Financial Openness Index 2304 96
adj_tradeopen (Adjusted) Trade Openness 2328 97
inw_fdi Foreign Direct Investment, Inflows (% of GDP) 2328 97
ex_rate Exchange Rate Stability Index 2304 96
mon_indep Monetary Independence Index 2304 96
crisis Crisis Dummy (Pre-Crisis=0 ve Post-Crisis=1) 2328 97

Table 1: Variables and Abbreviations
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The aim of this study is to test three hypotheses ranged in the introduction on the
basis of the relationship between financialization and income inequality over the 1991-
2014 period for the sample includes 97 countries, covering both developed and
developing economies. To estimate this relationship, the regression analysis considers the
panel data model in Eq. (1) as follows:

INEQy = Bo + B1FINANCE,;; + B, GLOByr + B3 LABOR3; + BaXaie + a; + Uy 1)

where i represents the country and t represents the year. In Eq. (1), INEQi:shows the Gini
coefficient which is adjusted from taxes and transfers; FINANCE;: includes the
financialization variables; GLOB;: shows the globalization indicators; LABOR:: shows the
labor market indicators; Xic refers to the set of other macroeconomic and structural
variables. The model is estimated by the fixed-effects method since there might a possible
econometric problem related to the omitted variables, which change across units but do
not vary over time. Additionally, the fixed effects method also controls the bias problem,
which affects the coefficients of the explanatory variables. In that vein, by using the fixed-
effects method, the net effects of given explanatory variables can easily be deduced from
the estimation since the time-invariant effects are eliminated. Each unit has n different
intercepts representing by a set of explanatory variables, each of which has a statistical
power to change the estimation results of the outcome variable.

The fixed effects regression model representing by Eq. (1) estimates the unit-fixed
effects, which is represented by «i. In particular, the existence of omitted variables leads
to a change in the unit fixed-effects that vary across the number of groups but are constant
over time. For instance, in order to get rid of the unit fixed-effects, the first-differencing
method can be used as an alternative statistical way in the estimation. Additionally,
another way is based on some certain assumptions and is called as the fixed effects
(within) transformation. In consideration of this latter technical way, the unobserved
effects are removed from the estimation. In that vein, the econometric findings are
produced by the fixed-effects linear regression model estimated by Driscoll and Kraay
(1998) method using time-series cross-sectional data. The major reason for using this
method depends on the fact that the panel data series may be characterized by complex
error structures which means that the disturbances are likely to be heteroskedastic and
contemporaneously correlated across panels. In order to adjust these kinds of diagnostic
problems, the method is based on the Newey-West type of correction for the average
cross-section series. Since the standard error estimators are corrected by this method, the
consistency of the covariance matrix estimators is substantially provided in the
regression analysis, which is independent of the cross-sectional dimension of the sample.
Therefore, the covariance matrix estimators are consistent even if the standard errors are
suffered from heteroskedasticity and thus are adjusted in the analysis along with the
production of robust standard errors when there is a spatial and cross-sectional
dependence.

4. Empirical Findings

Table 2 and Table 3 present the empirical results produced by the fixed-effects
method of Driscoll and Kraay (1998), in which the variables are in levels. The relationship
between financialization and income inequality is approached separately within each
specification. However, the estimates in each model, including Table 2 and Table 3, differ
based on the measurement of financialization variables. Therefore, the models presenting
in Table 2 and Table 3 follow each other and their structures do not change for the case of
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including several variables. Each model includes both time-fixed effects and country-
specific effects. It should be noted that since some data may follow a non-stationary trend
in unit-root tests, the IPS test produced by Im et al. (2003) is used to determine whether
the series is stationary. Thus, the empirical findings to be obtained in terms of the
reliability of the estimation results leads to effective assumptions.

First, the overall globalization variable (i.e., overall_glob) has a positive effect on
income inequality within the framework of a given hypothesis. In that vein, it should be
noted that the empirical results are obtained along with the effects of the weighted
average of sub-determinants, which are included both economic, social, and political
indicators. Therefore, the significance level of the estimation results in each model
supports the main view of this paper where social and political factors, as well as
economic factors, are considered in the analysis on the basis of income inequality. The
more limited aspect of globalization is examined within the framework of considering
economic variables as proxy variables. They can be ranged as follows: adjusted trade
openness (i.e., adj_tradeopen), financial openness (i.e., fin_open), foreign direct
investment, inflows (i.e., inw_fdi), the stability of exchange rates (i.e., ex_rate), and
monetary independence (i.e., mon_indep). Moreover, in Model 7, a more comprehensive
economic globalization (i.e., econ_glob) data is used as a proxy variable to produce a
specific result.

Second, the coefficient of adjusted trade openness is positive and statistically
significant in models for each financialization variable. The same conclusion can be made
for the financial openness variable. These empirical results lead us to put forward
contradictory assumptions with the orthodox view, which supports the expansion of
trade and financial channels of countries. However, it is not possible to reach the same
conclusions for inflows of foreign direct investment, exchange rate stability, and
monetary independence, which of those are effective on economic globalization. No
statistically significant results were obtained for all three coefficients in the regression
analysis. One reason for this case may depend on the fact that countries whose exchange
rate stability and monetary independence are not still at the desired point. Another
reason is that most of the countries are still in transition. On the other hand, the economic
globalization variable, which includes more comprehensive sub-indicators, has
statistically significant and positive effects on income inequality. The estimation results
obtained in Model 7 allow us to make arguments contrary to traditional views, which is
led by introducing the economic globalization variable. Although the spread of
globalization and the disappearance of its borders constitute the basis of the orthodox
view, which advocates the effectiveness in the distribution of total income, the economic
globalization is still one of the most important pillars of view. Therefore, the current
results need to be carefully considered and rethought over traditional arguments.
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‘ Model 1 I Model 2 I Model 3 ‘ Model 4 I Model 5 I Model 6 ‘ Model 7 I Model 8
Dependent variable: gini_disp
finance_prv 0.018*** 0.014*** 0.010*** 0.010%** 0.01 1%+ 0.012%** 0.009*** 0.012%**
(0.002) (0.003) (0.002) (0.002) (0.002) (0.002) (0.002) (0.002)
fin_dev 1.573* 1.748* 1.633** 0.985 0.585
(0.878) (0.889) (0.722) (0.699) (0.813)
overall_glob 0.075%** 0.060** 0.052** 0.040 0.059**
(0.024) (0.026) (0.025) (0.030) (0.028)
log(emp) -7.808*** | -6.034*** | -8.023*** | -13.844*** | -6.516*** | -6.417***
(0.825) (1.108) (1.017) (1.656) (0.852) (1.020)
gov_share -0.641 -0.442 -3.121* -2.723* -0.863 -1.847
(1.642) (1.473) (1.743) (1.464) (1.690) (2.133)
log(prod) 7.993*** 9.580*** 11.488*** | 5.972* 8.558*** 8.980***
(2.255) (2.737) (2.758) (2.897) (2.174) (2.827)
log(gdp) -4.368 -5.293 -3.218 0.880 -4.843* -3.122
(2.876) (3.164) (2.966) (3.154) (2.579) (3.231)
depbank_asset -0.011
(0.007)
fin_open 0.831**
(0.312)
adj_tradeopen 1.261**
(0.462)
inw_fdi -0.002
(0.007)
ex_rate -0.133
(0.276)
mon_indep 0.396
(0.289)
human_cap -0.578
(0.846)
tfp -4.188*** | -32.024***
(0.500) (4.065)
tfp*log(emp) 4.230%**
(0.616)
econ_glob 0.065***
(0.018)
crisis -0.731%* | -1.303*** | -0.839*** | -0.843*** | -0.738*** | -0.773*** -0.718*** | -0.980***
(0.241) (0.263) (0.187) (0.201) (0.181) (0.182) (0.183) (0.256)
constant 36.636%** | 32.359%** | 67.849*** | 54.649*** | 54.237*** | 99.738*** | 59.036*** | 53.854***
(0.167) (1.341) (6.545) (9.568) (8.966) (13.411) (5.412) (8.444)
Within R2 0.0329 0.0684 0.1508 0.1300 0.1748 0.2084 0.1665 0.1602
No. of obs. 2328 2328 2328 2232 2088 2088 2328 2256
No. of groups 97 97 97 93 87 87 97 94

Note: Robust standard errors are in parentheses. *** p<0.01, ** p<0.05, * p<0.1
Table 2: The Estimation Results of Fixed-Effects Method
(Financialization Variable: finance_prv)

Third, the investigation of the relationship between financialization and income
inequality also stipulates the determination of the control variables. In that sense, for
instance, the labor market indicators will provide a piece of distinguishing information
about the given nexus. The major reason for why the labor market variables should be
included in the regression analysis depends on the fact that the bargaining power
measures may have potential effects on the changing income shares of households, and
on the total income distributed among capital and labor. For instance, within the models,
four basic variables are used to understand the impact of changes in the labor market on
income inequality. These variables can be ranged as follows: (i) the logarithm of total
employment (i.e., log_emp), (ii) welfare-relevant total factor productivity (i.e., tfp), (iii)
human capital index (i.e.,, human_cap), and (iv) interaction term of tfp with log_emp (i.e.,
tfp*log_emp). First, the regression results show that the increase in the amount of
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employment has a decreasing effect on income inequality. This empirical result, which can
be evaluated by the case of labor demand, is in harmony with the traditional views. An
increase in the demand for labor leads to an equal distribution of national income for
labor since it increases the bargaining power of labor. Therefore, this leads to reduce
differences in income inequality among various income groups and encourages the
emergence of equal conditions in the distribution of social income. Second, the regression
results, based on the welfare-relevant total factor productivity variable, statistically
confirm the traditional point of view. Technological development increases the real
purchasing power of the society as a whole by decreasing the unit costs of products and
increases the demand for labor by encouraging investors to invest more in the economy.
This phenomenon thus increases the bargaining power of labor and has a slowing and/or
lowering effect on income inequality, which directly increases total national income.
However, the causality between these two variables needs to be considered as a different
factor in the regression analysis since it represents a separate aspect of the given
estimation results. In this context, the interaction term of the logarithm of total
employment and welfare-relevant total factor productivity is regressed in Model 6 as an
additional variable in the case of each financialization indicator. The results show that
there is a conditional situation between the two variables. The coefficient of interaction
variable indicates that it has an increasing effect on income inequality at a high level of
significance. In other words, the empirical results show that the reduction in income
inequality is conditional on welfare-relevant total factor productivity since the former one
has a positive effect on a higher level of employment in the economy. In other words, to
provide a more equal income distribution among individuals, technological progress
should lead to stimulate a higher level of employment. The consequence of technological
development that will cause current employment to shift to the unemployed category may
adversely affect the income distribution, leading to an increase in income inequality.
Third, as another labor market variable, the human capital index is included in the model
and its correlation with income inequality is regressed in the analysis. However, the
estimation results show that the coefficient of the human capital index is negative, though
it is statistically insignificant.

Finally, as another important pillar of the financialization, the variable measuring
the degree of financial development as a control variable is included in the estimation,
which may have the potentials to affect income inequality. The overall financial
development index has an increasing effect on income inequality and the coefficients are
statistically significant in most of the regressions. The estimation results provided from
those models need to be considered to a large extent since financial development is one
of the factors that positively affect the income distribution according to the orthodox
finance theory. However, the estimation results open up a discussion on the theoretical
validity of traditional views.
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‘ Model 1 ‘ Model 2 I Model 3 I Model 4 I Model 5 I Model 6 I Model 7 ‘ Model 8
Dependent variable: gini_disp
finance_dep 0.018*** 0.011** 0.011*** | 0.010%* 0.005 0.007* 0.010*** | 0.007
(0.003) (0.005) (0.003) (0.004) (0.004) (0.003) (0.003) (0.004)
fin_dev 2.131* 2.356%* 2451+ 1.940%* 1.051
(0.844) (0.896) (0.752) (0.779) (0.798)
overall_glob 0.075*** | 0.055** 0.046* 0.035 0.057**
(0.024) (0.025) (0.025) (0.027) (0.024)
log(emp) -7.914%* | -6.046*** | -8.234*** | -14.365%* -6.599%** | -6.,048***
(0.677) (0.821) (0.920) (1.519) (0.718) (0.824)
gov_share 0.829 1.246 -0.266 0.278 0.730 -0.057
(1.747) (1.470) (1.976) (1.738) (1.730) (2.181)
log(prod) 10.022%** | 11.888*** | 14.326%** | 8.467*** 10.698*** | 11.687***
(2.020) (2.439) (2.599) (2.279) (1.936) (2.624)
log(gdp) -5.669* -6.694** -4.030 0.188 -6.443** -4.614
(2.758) (3.088) (2.838) (2.873) (2.463) (3.314)
depbank_asset -0.016**
(0.006)
fin_open 0.958***
(0.328)
adj_tradeopen 1.519%**
(0.406)
inw_fdi -0.001
(0.007)
ex_rate -0.248
(0.270)
mon_indep 0.330
(0.306)
human_cap -0.546
(0.769)
tfp -4.995%* | -33.601***
(0.657) (4.315)
tfp*log(emp) 4.3471%%*
(0.580)
econ_glob 0.065***
(0.017)
crisis -0.677** -1.241%* ] -0.873*** | -0.881*** | -0.756*** | -0.782*** -0.765*** | -1.018***
(0.250) (0.257) (0.192) (0.212) (0.184) (0.188) (0.185) (0.249)
constant 36.685%** | 32.479*%** | 64.638*** | 49.972%%* | 46.779*** | 95.229*** 56.082*** | 45.689***
(0.125) (1.325) (5.505) (7.074) (8.033) (11.237) (4.662) (6.813)
Within R2 0.0223 0.0583 0.1577 0.1386 0.1926 0.2280 0.1761 0.1684
No. of obs. 2280 2280 2280 2184 2040 2040 2280 2208
No. of groups | 95 95 95 91 85 85 95 92

Note: Robust standard errors are in parentheses. *** p<0.01, ** p<0.05, * p<0.1
Table 3: The Estimation Results of Fixed-Effects Method
(Financialization Variable: finance_dep)

Along with the explanation of the reasons behind these results, the measurement
of financial development index should be discussed in detail. The financial development
index used in the models reflects the weighted average of two main sub-components
within itself: (i) financial markets development index and (ii) financial institutions
development index. In addition, both of these sub-components are measured based on the
weighted average of three indicators: (i) financial depth, (ii) financial efficiency, and (iii)
financial access. In particular, the increase in income inequality level provided in
regression results depends primarily on the trend of these sub-components in given
sample countries. In this context, the structure of financial markets and financial
institutions in those countries should be explained in detail. All these structural features
affect the level of financial development in various aspects and differentiate the
dimensions of income inequality among countries. Therefore, the deposit money bank
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assets to (deposit money + central) bank assets (%), which measures the depth in
financial markets as a proxy variable, were used separately in regression analysis. The
regression results provided by this variable are different from the estimation results of
the variable for the overall financial development index. While the estimates are
statistically significant and negative in Table 3, the same conclusion cannot be done for
the regression results obtained in Table 2. Although the coefficient for depbank_asset in
Table 2 is negative, it is not statistically significant. All in all, these estimation results show
that fin_dev variable should be discussed in caution for the case of analyzing its effect on
income inequality due to its multidimensional structure.

5. Concluding Remarks

The increasing level of income inequality in the post-1980 period has eventually
demonstrated that inequality is not an illusion across countries. Indeed, many things have
gone wrong with contemporary capitalism. While a growing scale of inequality effect on
living standards have changed many dimensions of the economic system, this was
exacerbated by the changes in social and political aspects. For instance, in many countries
social mobility was reduced; the capital accumulation was highly centralized and
concentrated within a small number of firms and the political ingredients became more
complicated. What followed was an explosion of study into the causes and reasons for a
surge in income inequality across many different economies. In consideration of the bulk
of studies on income inequality, this study focused on a more specific field for
investigating the financial-side effects on income distribution. Therefore, in this paper,
the financialization-income inequality nexus is analyzed by way of using 97 countries,
including developed and developing countries, in the estimation process for the period
between 1991 and 2014.

The existing literature has a lack of examining the effects of financial development
in the social structure and a lack of determining the components of the change in income
inequality. Therefore, there is a need to fill the current gaps in traditional wisdom to
analyze the relationship between finance and income inequality. In that vein, this study
investigates the finance-income inequality nexus within the framework of the
financialization term in order to contribute to existing literature along with including
several social, macroeconomic and structural variables. The estimation results show that
the given issue should be addressed on a different basis, which contradicts with the
perspective of traditional finance theory on income inequality.

First and foremost, it should be noted that there is a positive relationship between
financialization and income inequality. Based on the regression results, both indicators
used to measure financialization have an increasing effect on income inequality. Although
the level-effects of each variable are different, it is not possible to reject the causality
linkage among the variables. Therefore, the empirical investigation of income inequality
requires a multidimensional analysis that prioritizes the financialization phenomenon. To
this end, the components of the financial sector must be considered separately, and then
must be subjected to a thorough analysis. Each indicator may have its own specific effects
in the models, as well as its significant effect on income inequality for the case of aggregate
analysis.

Although this study statistically shows that there is a positive correlation between
financialization and income inequality, it also reveals that the nexus between these two
indicators is also prevailing in control of several explanatory variables that may have
potential effects on the change of income inequality. One of the striking results in the
regression analysis is that the globalization variables are negatively correlated with
income inequality. In consideration of the overall globalization variable as a whole, which
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deals with economic, social, and political factors, both its sub-component of economic
globalization variable and more specifically the openness indicators of the economic
globalization, have positively correlated with the income inequality. In other words, both
the economic globalization variable and its sub-indicators increase income inequality
over time. Therefore, each estimation result has its own economic meaning related to the
growth of income inequality. One of the most important reasons for this case depends on
the fact that traditional wisdom rejects the above-mentioned positive correlation
between income inequality and globalization. According to the mainstream arguments,
globalization phenomena have their own dynamics to stimulate higher growth rates and
more equal distribution of income along with several reasons, covering both economic,
social, and political dimensions. However, contrary to the traditional perspective that the
coefficients of financial openness and trade openness indicators are positively correlated
with the income distribution indicators, the current estimation results show that the
opposite facts exist in empirical findings.

The scope of this study provides an advantage to analyze the relationship between
financialization and income inequality in a multidimensional framework. In that vein, in
addition to the globalization variables, the labor market variables and macro-scale
indicators have been included in the regression analysis in order to obtain a broad
definition for the nexus between these two variables. However, even if this study benefits
from different indicators to extend the financialization-income inequality nexus, the
dimension of financialization exceeds the limits of specified points in the article.
Therefore, it is certain that more rigorous and comprehensive analyses are needed in
order to obtain more information about the changes in income inequality over time and
across countries, along with the changes in the financialization phenomenon.

REFERENCES

ALBO, G., GINDIN, S,, PANITCH, L. (2010). In and Out of Crisis: The Global
Financial Meltdown and Left Alternatives. Oakland: Spectre PM Press.

BALDER, ]. M. (2018). Financialization and Rising Income Inequality: Connecting
the Dots. Challenge, 61(3), pp. 240-264.

BECK, T., DEMIRGUC-KUNT, A., LEVINE, R. (2000). A New Database on Financial
Development and Structure. World Bank Economic Review, 14, pp. 597-605.

BECK, T., DEMIRGUC-KUNT, A., LEVINE, R. (2009). Financial Institutions and
Markets Across Countries and Over Time: Data and Analysis. World Bank Policy
Research Working Paper No. 4943, May.

CIHAK, M., DEMIRGUC-KUNT, A, FEYEN, E., LEVINE, R. (2012). Benchmarking
Financial Development Around the World. World Bank Policy Research Working Paper
No. 6175, August.

DORE, R. (2002). Stock Market Capitalism and its Diffusion. New Political
Economy, 7(1), pp- 115-121.

DRISCOLL, C. J., KRAAY, C. A. (1998). Consistent Covariance Matrix Estimation
with Spatially Dependent Panel Data. Review of Economics and Statistics, 80(4), pp.549-
560.

DUMENIL, G., LEVY, D. (2004a). Capital Resurgent: Roots of the Neoliberal
Revolution. Cambridge, Massachusetts and London: Harvard University Press.

DUMENIL, G., LEVY, D. (2004b). The Real and Financial Components of
Profitability (United States, 1952-2000). Review of Radical Political Economics, 36(1), pp.
82-110.

-232-



Onur Ozdemir, “The Multidimensional Effects of Financialization on the Growth of Income Inequality: New
Empirical Evidence for 97 Countries”, Istanbul Gelisim University Journal of Social Sciences, 7 (2),
October 2020, pp. 213-237.

DUMENIL, G., LEVY, D. (2011). The Crisis of Neoliberalism. Cambridge,
Massachusetts and London: Harvard University Press.

DUNHAUPT, P. (2014). An Empirical Assessment of the Contribution of
Financialization and Corporate Governance to the Rise in Income Inequality. Working
Paper No. 41, Berlin: Institute for International Political Economy.

EPSTEIN, G. (2001). Financialization, Rentier Interests, and Central Bank Policy.
Paper Presented for PERI Conference on “Financialization and the World Economy”,
December 7-8, University of Massachusetts, Amherst.

EPSTEIN, G. (2005). Introduction: Financialization and the World Economy.
Financialization and the World Economy, In: G. Epstein (ed.), pp. 3-16, Cheltenham, UK
and Northampton, MA, USA: Edward Elgar.

FOSTER, J. B. (2007). The Financialization of Capitalism. Monthly Review, 58(11),
April.

FOSTER, J. B. (2010). The Financialization of Accumulation. Monthly Review,
62(5), October.

FOSTER, J. B. (2015). The New Imperialism of Globalized Monopoly-Finance
Capital: An Introduction. Monthly Review, 67(3), July.

GLYN, A. (2006). Capitalism Unleashed: Finance Globalization and Welfare.
Oxford, New York: Oxford University Press.

GYGLI, S, HAELG, F., POTRAFKE, N., STURM, J.-E. (2019). The KOF Globalisation
Index - Revisited. Review of International Organizations, 14(3), pp. 543-574.

IM, S. K, PESARAN, M. H,, SHIN, Y. (2003). Testing for Unit Roots in
Heterogeneous Panels. Journal of Econometrics, 115(1), pp. 53-74.

KRIPPNER, R. G. (2004). What Is Financialization? mimeo, Department of
Sociology, UCLA.

KRIPPNER, R. G. (2005). The financialization of the American economy. Socio-
Economic Review, 3(2), pp. 173-208.

KRIPPNER, R. G. (2011). Capitalizing on Crisis: The Political Origins of the Rise of
Finance. Cambridge, Massachusetts and London: Harvard University Press.

LAPAVITSAS, C. (2009). Financialisation Embroils Developing Countries. Papeles
de Europa, 19, pp. 108-139.

LAPAVITSAS, C. (2010). Banks for the People. Redpepper, 170, February/March.

MILIOS, J., SOTIROPOULOS, P. D. (2009). Financialization: Market Discipline or
Capital Discipline? Rethinking Imperialism: A Study of Capitalist Rule, In: ]. Milios and D.
P. Sotiropoulos (eds.), pp. 167-183, London: Palgrave Macmillan.

OZDEMIR, 0. (2019). Gelir Esitsizligi ve Finansallasma Arasindaki liskinin Panel
Veri Analizi: Farkli Gelir Gruplan Uzerine Bir Uygulama. Insan ve Toplum Bilimleri
Arastirmalari Dergisi, 8(4), pp. 2837-2875.

PAINCHEIRA, |. P. (2009). Finansallasma Caginda Gelismekte Olan Ulkeler: Acik
Birikiminden Rezerv Birikimine. Maliye ve Finans Yazilari, 1(82).

PALLEY, L. T. (2007). Financialization: What It Is and Why It Matters. Economics
Working Paper Archive, Working Paper No: 525, Levy Economics Institute.

SMITH, J. (2012). Outsourcing, Financialisation & the Crisis. International Journal
of Management Concepts and Philosophy, 6(1/2), pp. 19-44.

SOLT, F. (2009). Standardizing the World Income Inequality Database. Social
Science Quarterly, 90(2), pp. 231-242.

SOLT, F. (2016). The Standardized World Income Inequality Database. Social
Science Quarterly, 97(5), pp- 1267-1281.

SOLT, F. (2019). Measuring Income Inequality Across Countries and Over Time:
The Standardized World Income Inequality Database. SWIID Version 8.2, November
2019. Available at https://fsolt.org/swiid/.

-233-


https://fsolt.org/swiid/

Onur Ozdemir, “The Multidimensional Effects of Financialization on the Growth of Income Inequality: New
Empirical Evidence for 97 Countries”, Istanbul Gelisim University Journal of Social Sciences, 7 (2),
October 2020, pp. 213-237.

STOCKHAMMER, E. (2004). Financialisation and the Slowdown of Accumulation.
Cambridge Journal of Economics, 28(5), pp. 719-741.

SWEEZY, M. P. (1997). More (or less) on Globalization. Monthly Review, 49(4),
September.

WADE, H. R. (2005). The March of Neoliberalism and What to Do About It. draft
paper for plenary talk at conference Beyond ‘Deregulation’: Finance in the 21st Century,
University of Sussex, 26-28 May.

YELDAN, E. (2010). Kiiresel Kriz, issizlik ve Is Yaratmayan Biiyiime. TISK [sveren
Dergisi, 47(10/11), pp. 21-29.

-234-



Onur Ozdemir, “The Multidimensional Effects of Financialization on the Growth of Income Inequality: New
Empirical Evidence for 97 Countries”, Istanbul Gelisim University Journal of Social Sciences, 7 (2),

October 2020, pp. 213-237.

Table A1: Sample of Countries on the Basis of Their Income Categories

. . Upper-Middle Income Lower-Middle and Low Income

High-Income Countries . .

Countries Countries
Argentina Lithuania Armenia Turkey Bolivia Sri Lanka
Australia Luxembourg Belarus Venezuela Ivory Coast Tajikistan
Austria Holland Brazil Egypt Tanzania
Belgium New Zealand Bulgaria El Salvador Tunisia
Canada Norway China Georgia Uganda
Chile Panama Colombia Ghana Ukraine
Croatia Poland Costa Rica Guinea
Cyprus Portugal Dominic Honduras

Republic
Czech Singapore Ecuador India
Republic
Denmark Slovakia Guatemala Indonesia
Estonia Slovenia Iran Kirgizstan
Finland Spain Jordan Lao
France Sweden Kazakhstan Madagascar
Germany Switzerland Macedonia Malawi
Greece United Kingdom | Malaysia Moldova
Hong Kong United States Mauritius Morocco
Hungary Uruguay Mexico Nicaragua
Iceland Namibia Niger
Ireland Paraguay Nigeria
Israel Peru Pakistan
Italy Romania Philippines
Japan Russia Ruanda
Korea South Africa Senegal
Republic
Latvia Thailand Sierra Leone

Table A2: Summary Statistics
Data No. of . Mean Standard Minimum Maximum
Observations Error

Income Inequality Index 2328 37.36451 8.685152 18.67 59.46
Financial System Deposits (% 2280 49.54689 49.00324 0.0663199 472.049
of GDP)
Private Credit by Deposit 2328 53.86653 46.79041 0.8656644 263.268
Money Banks and Other
Financial Institutions (% of
GDP)
Overall Globalization Index 2328 62.67402 15.25855 26.16459 90.6673
Financial System 2328 0.3718873 0.2370618 0.0298885 1
Development Index
Total Number of Employment 2328 6.748674 0.6566474 5.138213 8.902203
(Logarithmic Scale)
Government Expenditure (% 2328 0.1842271 0.0857162 0.0166282 0.9199508
of GDP)
Labor Productivity 2328 4.414232 0.4595794 3.004321 5.360639
(Logarithmic Scale)
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GDP per Capita (Logarithmic 2328 4.021648 0.4706656 2.662758 4.927037
Scale)
Human Capital Index 2232 2.583987 0.657294 1.062905 3.734285
Welfare-Relevant Total Factor 2088 0.9326604 0.1563533 0.2168888 1.58497
Productivity Index
Economic Globalization Index 2328 56.87669 16.9579 14.79545 93.72647
Deposit Bank Assets (%) 2304 85.80854 18.42975 6.09714 100
Financial Openness Index 2304 0.5776339 0.364187 0 1
(Adjusted) Trade Openness 2328 0.4912196 0.6051242 0.0268336 7.040422
Index
Foreign Direct Investment, 2328 3.750191 8.47329 -58.32587 252.3081
Inflows (% of GDP)
Exchange Rate Stability Index 2304 0.5618778 0.3120865 0.0083561 1
Monetary Independence Index | 2304 0.4174934 0.2254694 0 1

Ozet

Artan finansal iliskilerin ve islemlerin gelir esitsizligi lizerindeki etkilerinin
incelenmesi bu ¢alismanin temel amacini olusturmaktadir. Finansallasma kavrami altinda
incelenecek olan finans degiskenlerinin gelir esitsizligi ile arasindaki iliski gelismis ve
gelismekte olan secili 97 lilke érnegi temelinde 1991-2014 yillar1 arast dénem itibariyla
sabit etkili panel veri analizi ile test edilmektedir. Calismanin temel hipotezi artan
finansallasma dlgeginde gelir esitsizliginin belirli ekonomik ve sosyal faktérlere bagli olarak
pozitif yénde etkilendigi iizerine kuruludur. Diger bir deyisle, iilkelerin finansallasma
olgusunu daha ileri diizeyde benimsemeleri dolayisiyla béliistimiin iist ve alt gelir gruplart
diizeyinde olumsuz ydnde bozuldugu ¢calismanin temel varsayimidir.

Belirtilen bu iki temel degiskenin ardindaki en énemli faktérlerden birini ise emek
kesiminin pazarlik giiciindeki degisimler olusturmaktadir. Emek ve sermaye arasindaki
pazarlik giicii farklilhiklart gelir boliisimiiniin finansallasma élceginde emek aleyhine
bozulmasini beraberinde getirmektedir. Bu varsayim potansiyel olarak dort ana alt baslikta
detaylandirilabilir. ilk olarak, emek kesiminin pazarlik giiciindeki azalma dolayistyla ficret
oranlarinda diistis yasamasi bu kesimin alim giictinii sabit tutabilmek amactyla daha fazla
finans sektérii ile entegre olmasini beraberinde getirebilir. [kinci olarak, emek piyasasinin
mevcut durumu ve ozellikle istihdam alaninda yasanan stire¢ ¢alisanlarin ekonomik
davranislarini degistirme giiciine sahip bulunmaktadir. Issizligin artan bir egilime sahip
olmasi veya yliksek diizeylerde bulunmasi ¢alisanlarin ticretleri tizerinde negatif yénlii baski
olusturarak finans sektériine yénlenmelerine neden olabilmektedir. Uciincii olarak, daha
ileri bir kiiresellesme diizeyine sahip olan iilkeler veya bu egilime ydnelen lilkeler ézellikle
finans alanlarindaki serbestlesme politikalarini benimsemeleri nedeniyle sosyal boyuttaki
dinamiklerin daha hizli bozulmasina yol agmaktadir. Finansal islemlerdeki yogunlasma,
ozellikle telekomiinikasyon alanindaki gelismeler cercevesinde, herhangi bir sorun aninda
finansal sermayenin lilkeler arasinda gecis yapmalarini kolaylastirmast ve ¢ikis yaptiklari
tilkeleri finansal acidan baski altina sokmalari nedeniyle toplam ulusal gelirin béliisiim
yapisini farklilastirabilmektir. Son olarak, finansal alanda tiiketici temelindeki yenilikler,
mevcut kesimin finansal islemlere goniillii olarak dahil edilmesi ve daha ileri finansal
iliskiler élceginde ekonomik bir aktér olarak tanimlanmasina yol agcabilmektedir. Belirtilen
tiim bu faktorler makalede belirtilen finansallasma-gelir esitsizligi arasindaki pozitif
iliskinin ardindaki nedenlerin temelini olusturmaktadir.

Panel veri analizinde, 97 iilke icin elde edilen regresyon sonuglart Driscoll ve Kraay
(1998) tarafindan liretilen sabit etkiler ydntemi ile elde edilmektedir. Bu ydntemi
kullanmanin temel nedeni serilerin degisen varyans, otokorelasyon ve yatay kesit bagimliligi
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gibi diagnostik sorunlara sahip olmasi ve bu sorunlarin belirtilen yéntem altinda
diizeltilmesidir. Olusturulan modellerin temel mantigi dort ana kategori altinda meydana
gelmektedir. Ilk olarak, her iki finansallasma degiskeni icin yapilan analizlerde de
finansallagma degiskenleri ile gelir egitsizligi arasinda pozitif bir korelasyon bulunmaktadir.
Diger bir deyisle, her iki finansallasma degiskeni de gelir esitsizligini artirict bir etkiye
sahiptir. Ikinci olarak, mevcut finansallasma-gelir esitsizligi bagintist kiiresellesme
degiskenlerinin dahil edildigi modeller altinda sinanmaktadir. Ekonomik kiiresellesme
degiskeni ve hem ekonomik hem de sosyal ve politik kiiresellesme degiskenlerinin agirlikl
ortalamasi alinarak elde edilen ortalama kiiresellesme degiskeni regresyon analizlerine ayri
ayri dahil edilerek ¢ok boyutlu bir sonug elde edilmeye calisilmistir. Elde edilen ampirik
ciktilar, her iki kiiresellesme degiskeninin gelir esitsizligini arttirdigina isaret etmektedir.
Bu degiskenlere ek olarak, ekonomik kiiresellesme degiskeninin alt bilesenlerinden reel
ticari agiklik, finansal agiklik ve dogrudan yabanci yatirim (i¢ akist) degiskenleri modelleme
icerisine dahil edilerek test edilmistir. Temel kiiresellesme degiskenleri ile uyumlu olarak,
ozellikle reel ticari aciklik ve finansal aciklik degiskenlerinin gelir esitsizligini artirdigi
sonucuna ulagilmugstir. Ucitincii olarak, makro élgekli degiskenler analize icerilmis olup genel
bir analize ulasilmaya cabgsilmistir. Ozellikle toplam faktér verimliligi degiskeninin
regresyon analizlerine dahil edilmesi ile ulasilan sonuclar ¢alismanin arka planinda yatan
teorik dinamikleri anlamlandirmada énemli ipuclart saglamaktadir. Elde edilen ampirik
sonuglar teknolojik ilerlemelerin gelir esitsizligini azalttigini ancak toplam istihdam ile
baglantist cercevesinde etkilesim degiskeninin gelir esitsizligini arttirdigt gériilmektedir.
Bunun en dnemli nedeni, eger teknolojik gelismeler istihdam yaratict bir ézellige sahip
bulunmuyorsa gelir esitsizligini arttirict dinamikleri ortaya ¢ikarmaktadir olarak
yorumlanabilir. Son olarak, emek piyasasi degiskenlerinin dahil edilmesi élgeginde pazarlk
giicii temelinde mevcut bagintinin incelenmesi, ¢tkan ampirik sonuglarin ardindaki iliskileri
siniflandirmak adina énemli ipuclart saglamaktadir. Ozellikle emek piyasalarinda yaganan
sorunlarin, ¢alisan kesimin sermaye karsisindaki pazarlik giiciinii azaltmasi sonucunda
bireysel diizeydeki gelir dagilimina yansimalart olumsuz bir etkiye sahip bulunmaktadir.
Diger bir deyisle, calisan kesimin pazarlik giictinde sermaye karsisinda yasadigi sorunlar ve
bu sorunlardan kaynaklanan ekonomik déniisiimler calisanlarin satin alma giiclerinde
yasanan olumsuz yénlii farklilasmalar dolayisiyla bireysel élcekte gelir dagilimint bozmakta
ve bu nedenle gelir esitsizligini artirmaktadir. Buradaki temel varsayim ise ¢alisan kesimin
pazarlik giiclinde yagadiklar: sorunlar dolayisiyla ticret diizeylerindeki olumsuz baskiyt
hafifletmek amaciyla finans sektériine yénelmeleri ve alim giiclerini finansal kanal
araciligiyla dengelemek istemelerdir. Emek piyasasina yénelik kullanilan degiskenlerin
dahil edildigi modellerin cogunlugunda finansallasma ile gelir esitsizligi arasindaki pozitif
korelasyonun istatistiksel olarak anlamli ¢iktigi ve emek piyasasi degiskenlerinin ise gelir
esitsizligini artirici etkisinin bulundugu gériilmektedir.
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