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ABSTRACT

This study offers new insights for policymakers to reduce income inequality, thus ensuring economic growth which greatly benefits the poor segment
of popumm and directing financial sector to provide easy access to financial resources for lower income group at cheaper Gi8. Bound test was
applied to examine the long-run and short-run relationships based on the sample period beginning from 1970 until 2016. The results confumlhe
existence of a long-run relationship between the variables. Financial development in Malaysia, Indonesia and Thailand had successfully reduced
income inequality, however, a different effect was recorded in the Philippines where income distribution was worsened. Furthermore, economic
growth brought positive effect to income distribution in Malaysia and Indonesia, but not for Thailand and the Philippines. Inflation, trade openness
and foreign direct investment, provided mixed results for all countries. Among the policies recommendation for this paper are there should be more
easy accessibility for entrepreneurs to reach the wide range of financial services including conventional and Islamic financial products, the expansion
of capital market, as well as giving proper attention to the financial sector. Besides, granting the access to capital markets for low income groups or
underprivileged individuals might be helpful to them either by developing entrepreneurial skill or involvement in productive activities and receive

er salaries. This policy will give insight to the policymakers to strengthen their financial institutions, especially during the pandemic of Covid-19 .

Keywords: Financial Development, Income Inequality, ASEAN-4, Financial Kuznets Curve
JEL Classifications: G10, F62

1. INTRODUCTION massive economics growth since its conception in 1967. However,
ASEAN is cosnstantly looking at the issue of imbalanced income

Income inequality which is captured by GINI coefficient is a
persistent scenario that has become a fundamental economic
issue globally, The world’s economic phenomenon has been
characterised by the level of income disparity, which may have
contributed to the global economic uncertainty. The Association
of South East Asian Nation (ASEAN) countries has undergone

distribution. The first four countries that makes up as ASEAN-4 are
Malaysia, Indonesia, Thailand and Philippines. Based on ASEAN
Post (2018), Malaysia recorded a small per centage of people living
under poverffline which is of 0.6% from its 31 million people.
In addition, 34% of the country’s indigenous people and 7% of
children lives in poor condition, and seen in the urban low-cost
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huusa projects. Next, the richest 1% in Thailand own about
58% of the country’s wealth while the top 10% is earning 35
times more than the bottom 10%. For Indonesia, the four richest
men acquired more wealth compared to the poorest 100 million
people, and about 50% of the country’s w{gJth belongs to the top
1%. Lastly, the Philippines records their average annual family
income of the top 10% is estimated at US$14,708 in 2015, nine
times higher than the lowest 10% at US$1,609.

95
The %u:l of mcome inequality measured by GINI coeflicient
of ASEAN-4 countries is best seen at Figure 1. Overall, the
trend of Gini coefficient for Malaysia is quite volatile starting
from 1970 and it become more consistent from 2006 onward.
The Gini recorded highest point of 0.52 in 1984 and the lowest
point of 0.44 in 1970. Indonesia’s estimated household income
distribution is unique as compared to other ASEAN countries.
There is a continuous short series of uptrend followed by a short
series of a downtrend for the Ginis recorded from 1970 until
2002. Overall Thailand’s estimated household income distribution
showed a downward trend from 1970 until 2013. The decreasing
trend of Gini coefficient reflects an improving trend in income
distribution albeit marginally. Gini coefficient reached its lowest
value in 2012 at 0.40 and then increased back to 0.42 points in
2013. Gini coefficient reflects an almost stagnant trend in the
Philippines throughout 47 years of observation with the value
maintained around 0.42 to 0.49. Although it showed a consistent
trend, Philippines has the worst income distribution especially
between the upper group and the lower income group among
ASEAN-4 countries.
1.1. The Link Between Financial Development and
Income Inequality
Based on previous empirical findings such as Chambers, Wu,
and Yao (2007) and Siyal et al. (2014), revealed that inequality
on various grounds increased with the economic growth in
developing countries. EEEFound macroeconomic indicators and
policies could help the country to achieyfifJigh rates of economic
growth. Tiwari et al. (2013) described that the development of
the financial sector helps lead to an increase in economic growth,
which consequently declines the income inequality trough

Figure 1: Trend of income distribution (Gini coefficient) in ASEAN-4
countries
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Source of data: Global Consumption and Income Project (2017)
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two ways. First, the cheaper credit tends to make investment
more attractive. Thus small entrepreneurs would like to expand
their business to earn more profit. As a result, employment
opportunities, output production, and welfares of the poor are
move in the same direction with the increasing of financial
development. Second, borrowing at a low cost will boost the
increase of human capital quality because families can send their
Efldren to gain a higher level of education and health, which is
a ladder to come out of the poverty trap.

Moreover, Gharleghi (2020) explained that financial development
plays a vital role in degrading income inequality because financial
services bring trough the society to be more productive such as
developing a business. Additimm, Jung and Cha (2020), and
Destek etal. (2020) classified the impact of financial developmef§E)
on income inequality into two perspectives. On the one hand, ina
well-developed financial structure, income inequalitffnarrowed.
Because financial development also reflects the allocation of
monetary resources in elevates, the quality standard of life includes
trough education and productivity. Thus, society has more options
for the occupational decision that can encourage an increase in
income distribution, and as a result, decline the income inequality.
Besides, Koh etal. (2019) described that well-developed financial
sectors lead to an ine@flity-narrowing effect in the long-run
through the easiness of firms to access capital, which an essential
input to increase the companies’ productivity and performance.
Consequently, the advantages trickled down to society through the
creation of jobs and which reduce unemployment.

On the other hand. at the recent development, a financial system
will be a benefit for rich people because they can get financial
access, which in turn triggers up them to earn much more
wealthiness. Whereas, the financial accessibility for poor society
is restricted. Consequently, this phenomenon will lead the higher
economic growth but worsen income disparities. This explanation
also supported by (Eflileghi (2020) which stated that financial
development might cause an increase iffEicome inequality due
to the higher financial services as well as returns to the well-to-do
without significant impact on the empowerment financial status
of the needy. Moreover, the tremendous growth of financial
development might cause a widening gap in income distribution
and become a serious concern among the country’s leader. In
details, higher level of economics growth may cause higher
inflation and thus inflation could be one of the possible factors
that influence the level ofincome distribution in this study. There
are other various factors that have been identified in the previous
studies that causes inequality in developing countries besides
economics growth. For example, the rising of internationalization
of economic activities and its impact on income distribution has
been discussed heavily amongst economists. For the case of
ASEAN countries, the incr@# in internationalization since its
formation implies a growing economic openness among countries
to trade (TO) and foreign direct investment (FDI).

Most previous studies focus on the effect of trade on income
distribution and tmndjngs are mix. Reuveny and Li (2003) find
that TO is linked with more equitable income distribution within
countries. Edwards (1997), on the other hand, postulates that
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there is no evidence connecting TO with an incre@iin inequality.
Meanwhile, Dollar and Kraay (2002) ascertained that there is very
little evidence of a significant relationship betw he income
share and TO. However, Spilimbergo et al. (1999) find that there
is a positive rela@nship between TO and inequality. Kraay (2006)
argue that TO has a signi§fntly positive impact on income
inequality. In summary, the development of financial system does
not significantly @ct the income inequality. Gharleghi (2020)
also demonstrated that financial development does not significantly
affect the reduction of ncome inequality in developing countries.

FDI, which is another channel of internationalization, has been
remarkaboing well in ASEAN-4 countries. Tsai (1995) for
example, reports that there is a positive correlation between FDI
and income inequality. In particular, he finds that FDI can give
rise to a more unequal income distribution in less-developed
countries. Thighding is backup by Basu and Guariglia (2007),
who observe that there is a positive relationship between FDI
and [Efome inequality. Gopinath and Chen (2003) concluded
that FDI flows into developing cffifllics can widen the skilled-
unskilled wage gap. Choi (2006)., on the other hand, suggests that
the Gini coefficient increases when the FDI intensity indfaises.
These findings indicate that FDI flows will lead to labor-market
segmentation in which skilled labor is paid a higher wage, and
income inequality increases. In contrast to there beingf@[fisitive
relationship, other scholars such as Milanovic (2005) argue that
FDI has no impact on the income distribution.
17

As compared to FDI and T.O, the roles of financial development
and its impacts on income distribution for the case of ASEAN
countries are rarely investigated. Based on fff}ious findings.
Batuo, Guidi, and Mlambo (2010), believed that the financial
developmefffhas a significant impact on the distribution of
income and income inequality. This could be the case when access
to finance is limited to certain group of people based on their
geographical area, income level and ability to provide collateral.
Pamungkas et al. (2016) believed that only those countries that
offer small-scale loans could reduce income mmequality. They
argued that with facilities offered by banking institutions, the
issue of income inequality is difficult to resolve, c@twith the
small-loan concept. The trend of financial sector development
proxied by broad money as percentage of GDP can [ berserved
in Figure 2. Based on this figure, we can concluded that there is a

Figure 2: Trend of financial sector development for ASEAN-4
countries
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rise of financial deepening across ASEAN-4 countries as aresults
of rapid development, experienced by these countries.

For instance, in the case of Indonesia, income inequality was
significantly reduced when small loan has been disbursed to the
small- and medium-sized enterprises, even though the relationship
was not clear-cut. However, the result differed when banks offered
business loans to larger firms whereby the income inequality
significantly increased. Ahmed and Masih (2017) also verified the
discussion when they strongly suggested that efforts to increase
the poor’s and small & medium enterprises’ (SMEs) access to
financial services would significantly enhance their income level,
thus reducing income inequality.

Recognising th@fhancial development problems associated
with increasing income inequality, this study investigates the
impacts of financial development indicators and other selected
mmacroeconomics indicators such as real income, inflation, FDI
and TO towards income distribution of ASEAN-4 countries. The
rising of income inequality cound hinder the ASEAN-4 countries
from achieving ASEAN Vision 2025 that have been discussed
among the ministrial level as its objectives are @hcurrent with
Sustainable Development Goal (SDG). Moreover, according to the
United Nations Economic and Social Commission for Asia and the
Pacific (UNESCAP) report, the Southeast Asian subregion has not
been successful in its efforts to reduce inequalities, thus special
attention need to be given on finding a possible macroeconomics
solution that can reduce the income gap. The results of the
analysis from this study could lead to some important implications
especially for ASEAN-4 countries to have a proper mafgEement
of financial development plan which might be helpful to reduce
the income inequality without ignoring the efficiency of financial
sectors.

This paper is structured as follovf@§Section 2 presents a brief
review of literature concerning the relationship between financial
development and income inequality. Research methodology
employed in this study is f§8ented in Section 3. Section 4 deals
with results interpretation and Section 5 provides the conclusion
and important policy recommendations.

2. LITERATURE REVIEW

The relationship between economic growth and equal income
distribution is one of the focal points for policymakers to devise
long-term economic development-financial development policies
for sustainable development. A review of past literature has
shown that for a developing country which is trying to attain high
economic growth rate, that inequality on various grounds increases
with the growth of an economy (Chambers et al. 2007; Baliscan
and Fuwa 2003; Siyal etal. 2014). Based on the extensive review,
the study findings can be grofféli into two strands. The first strand
includes studies which found that financial development improves
the in@gEe equality; the second strand groups the studies which
found that financial development increases income inequality.

In the first nd of studies, Li, Lyn, and Zhou (1998) conducted
a study on 40 developed and developing countries for the period

Vol 11«1
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1947-1994 in which they discovered gnancia] development
leads to less income inequality. Also, Jalilian and Kirkpatrick
(2005) indicated that financial devclepmcnﬁakes a clear
contribution to poverty reduction. In addition, Clarke, Xu, and
Zou (2006) investigated the relationship between finance and
income inequality for 83 developed and developiffcountries
between 1960 and 1995, The results showed that, in the long run,
inequality is reduced when ffancial development is positive.
This finding is consistent with the work of Galor and Zeira (1993)
Banerjee and Newman (1993). Furthermore, according to
Beck, Demirgiig-Kunt, and Levine (2007), financial development
disproportionately raises the income of {EgJpoorest quintile
and reduces income inequality. They also found that financial
developmffi) is strongly associated with poverty alleviation.
Similarly, Deininger and Squire (1996), Dollar and Kraay (2001),
White @ﬁmdcrson (2001) and Ravallion (2001) explained that
finance has a positive effect on poverty reduction. This is in line
with the research outcome conducted by White and Anderson
1) and Ravallion (2001) where it was revealed that finance
has a posit{} effect on poverty reduction. Also, Kappel (2010)
stated that financial developfht can reduce both poverty and
income inequality, however, the effect of financial development
on poverty in particular is not orffignificant in itself, it is also
evidently greater than the effect on income inequality. FRerjee
and Newman (1993) underlined that countries with larger financial
market imperfections such as information asymmetries and
transaction costs that limit access to finance are more exposed to
[fJome inequality. In the case of Malaysia, Law and Tan (2009)
found that financial development has favorable impact on income
distribution, nevertheless, inflation raises income inequality.
Moreover, Kapingura (JJ17) also demonstrated that financial
development affectively reduces the level of inequality in South
Africa both in the short- and long-run. Besides, according to
Ridzuan et al. (2018), the deepening of financial development in
Singapore also have improves the country’s income gap within
the society.

The second strand of the empirical literature indicates that
financial development may increase income inequalityfifior
instance, Behrman, Birdsall, and Szekely (2001), and Beck
et al. (2007) found that the drawbacks and shortcomings of
financial development have caus@oor individuals to be
negatively affected by the circle of income inequality. This is
due the fact that the underprivileged peoplffave no access to
the benefit of financial development. Also, Wahid et al. (2011)
found that financial development increased income inequality
in Bangladesh. This is further supported by Arora (2012) who
later claimed that overa[EEjcome inequality is deteriorated with
financial developments. Claessens and Perotti (2007) also stated
that financial developmen{ifthy fail to reduce income inequality
and poverty in the case of countries with historically high levels
of inequality and distortion.

Another new branch of studies that receive increasing attention
under this topic is the validation of Financial Kuznet@Ejuve also
known as Greenwood-Jovanovich (GJ) hypothesis. Gref@iwood
and Jovanovich (1990) argued that financial development initially
increases income mmequality, nevertheless, it declines income

International Journal of Energy Economics and Policy

in ity once financial sector matures. This seems to be holding
the inverted U-shaped hypothesis between financial development
and income inequality. There are various studies that hifE}been
conducted to investigate Financial Kuznets hypothesis between
financial development and income inequality. For example, Li etal.
(1998) examined the relationship between financial development
and in{:mﬂ inequality in selected East Asian countries and
confirmed the existence of U-shaped Kuznets Curve. In contrast,
Relffiln et al. (2008), that also worked on a similar topic, rejected
the inverted U-shaped relationship between financial development
and income uality. More recent studies by Shahbaz and
Islam (2011) also found U-shaped relationship between financial
development and income inequality in Pakistan, however, it
) statistically insignificant. Moreover. in the context of India,
mrawat and Giri (2015) and Tiwari etal. (2013) also ascertained
that financial development aggravates the income inequality in
both long run and short run. Batuo, Guidi, and Mlambo (2012)
explored the existence of Financial Kuznets curve hypothesis
on African countries by employ{§Ejdynamic panel estimation
technique (GMM). They observed that financial development had
a significant positive impact on income distribution, but failed
to detect any evidence supporting the Financial Kuznets Curve
hypothesis. Tan and Law (2012) investigated the dynamics of
finance-inequality nexus using a body data from 35 countries.
@ed on the empirical testing, the authors found the presence of
U-shaped relationship between financial deepening and incm
distribution. This suggests that financial markets are inefficient to
improve income distribution in these countries.

The mixed evidence of Financial Kuznets Curve and lack of
empirical findings based on ASEAN countries, therefore, become
the foundation of this research to investigate this hypothesis by
focusing on four developing countries of ASEAN-4. The outcomes
of this research could fill in the literature gap besides providing
more evaluation on the performance of financial institutions as a
potential driver for sustainable economic development. Based on the
case studies of the four original members of ASEAN countries, this
study can provide meaningful insights to other members of ASEAN.

3. METHODOLOGY

The formulation of thfmodel used in this study is explained
briefly in this section. All variables were transformed into log-
linear form named as LN to translate the results into long-run
elasticities. The construction of financial Kuznets cuve model is
explain in more details to give more depth understanding on this
theory to the reader.

3.1. The Financial Kuznets Curve
The financial Kuznets curve model can be explain by the following
simplified equation as follows

y = atbztcz? ()
where y 1s a measure of income inequality (GINI), z is real per
capita income (GDP), and a (constant), financial development, b
(FD) and financial development square, ¢ (FDSQ) are coefficients,
with b > 0 and ¢ < 0 in order for Eq. (1) to be consistent with the

viol 11 [ssue 2« 2021




Ridzuan, et al.: Nexus between Financial Development and Income Inequality before Pandemic Covid-19: Does Financial Kuznets Curve Exist in Malaysia,
Indonesia, Thailand and Philippines”

inverse-U shaped of Kuznets curve relationship postulated by
Kuznets (1955).

The KC tuming point (x*) is obtained by maximizing Eq. (1) with
respect to z, yielding

z¥=—b/2¢ (2)

EX¥Ad on Bradford et al. (2005), by differentiating Eq. (1) with
respect to time and substituting Eq. (2), we obtain

oy/ct=(b+2¢x) dz/dt=a(z— z*)g (3)

where a= 2c¢ < 0 and g = dz/ Jt is the (per capita) income growth
rate.

The instantaneous change in economic inequality then depends on
the per capita income growth rate g and on the distance of x from
its turning point z*; moreover, assuming g=0fFquality increases
when z < z* and decreases when z > z* By conditioning the
turning point per capita income in Eq. (2) on the level of financial
development (1), i.e.,

o/ (4)

* —
z¥=A,

and substituting Eq. (4) in Eq. (3), we have

ay/et=Pylz — (k, 0/ e 5)
7

where A, and A, are parameters, with A < 0 indicating Eﬂt a
country with more developed financial markets reaches the KC
turning point at a relatively lower income level than a country
with a less developed financial markets.
Eq. (5) can be then integrated with respect to time, assuming y, g
and f to be constant over time, to yield

Y, =+ Blz— (&, 2, Nlg, (6)
wheret=1...., T and 1 is a constant of integration.

3.2. Model of Income Distribution

The model of income distribution introduced in this study is the
EEldified version of the model adopted by previous researchers
such as Shahbaz et al. (2014), Shahbaz et al. (2017) and Ridzuan
etal. (2018). The common thing with regards to these three group
of authors are that they are usifZfthe same method of analysis
namely ARDL estimation. The ARDL bounds testing approach
to cointegration is preferred due to its certdEfhdvantages. For
example, the ARDL bounds testing is flexible regarding the order
of integration of the variables whether variables are found to be
stationary at I[m [(0) or I{ 1)/1{0). The Monte Carlo investigation
shows that this approach is superior and provgRRs consistent results
for small sample (Pesaran and Shin, 1999). Moreover, a dynamic
unrestricted error correction model (UECM) can be derived from
the ARDL bounds testing through a simple linear transformation.
Additionally, Narayan and Smyth (2006) also conducted similar
research and utilized the ARDL approach. They explained that

International Jounal of Ene

ARDEFA a suitable method for this type of current study since
most macroeconomic variables reflect its past behavior, which
should be seen as dynamic volatility and autoregressive process.
Considering the roles of economics growth, mflation, financial
development, foreign direfZnvestment and trade openness as
highlighted in introduction section of this paper, the final version
of the model is described as follows:

LNGINI, = 8, + &, LNFD, + ,LNFDSQ+v,LNGDF,
+@,LNFDI + y,LNTO+n,LNINF + 4, (7)

Where: -

LNGINI ifflini coefficient representing income distribution,
LNFD is a financial development proxied by broad money to GDP.
LNFDSQ is a financial development square,

LNGDP is economic output measured by real gross domestic
@uct (constant 2010)

LNFDI s a foreign direct investment inffffifes percentage of GDP
LNTO is a trade openness measured by sum of export and import
over GDP

LNINF is inflation measured by consumer price index

Deepening financial development provides an opportunity for
people of various backgrounds to borrow and invest. Income
inequality is likely to increase if the access to financial markets
borrowing is only granted to high income earners. To combat this
problem, the middle and low income groups should be given easy
access to credit markets to promote borrowings and investments
in skills and humaapital. Consequently, the income distribution
will be improved. Hence, an estimate of 0, and 0, 1s expected to be
either positive or negative. Note that given the standard definition
of Gini, a positive estimate of o, and o, suggests a worsening
effect of ﬁmaia] development and a negative estimate of 6, and
0, indicates improvement in income inequaue to financial
development. Meanwhile, the presence of nverted U-shaped
Financial Kuznets Curve only takes place when the expected sign
for O, is negative while 6, shows a positive sign. On the other
hand, the U-shaped Financial Kuznets Curve occurs when 0, has
EIpositive sign while 6, has a negative sign. The next important
determinant of Gini is the level of economic growth rates denoted
by LNGDP. Following the study done by Bahmani-(Fkooee,
Hegerty, and Wilmeth (2008), if economic growth rates improve
income inequality, an estimate of 0, should be negative.

Next, the model includes foreign direct investment inflows
(LNFDI). The expected sign for 8, could be negative, asswf§E
FDI which creates the demand for unskilled workers; thus the host
FDI nation would ¢gJerience an enhancement in income inequality
(Sylwester, 2005). To account for the impact of international trade
on income distribution, §Efhodel includes a variable denoted by
LNTO. Studies such as Bergh and Nilsson (2010) assumed that
higher trade openness in labor abundant countries like ASEAN-4
countries will usually decrease the income inequality, thufEE)
the expected sign for B_ is negative. Lastly. inflation, LNIF is
introduced in the model as a control variable. Higher inflation
constraints the purchasing power of citizens, hence, the real
income is reduced. Therefore, it is expected that 0, has a negative
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relationship with income distribution.

The ARDL model based on Unrestricted Error Correction Model
(UECM) is listed as below:

ALNGINI, = 3, +,LNFD,_, + §, LNFDSQ, , + 6,LNGDF,_,

P
+;LNFDI,_y + 0,LNTO, ; +05LNINF, ; + " BALNGINI, ,

i=l

4 r 5
+@y,.ALNFD,_I. 4 %{@AL NFDSQ, ; + ; ALALNGDP.,
1= = ¥

I 1 v
+Y GALNFDI,_;+ Y &ALNTO,  + ) w,ALNINF, | +v, (8)

i=0 i=0 i=o
where A is the first difference operator and u, is the white-noise
disturbance term. Residuals for the UECM should be serially
uncorrelated and the models should be stable. The computed
[EBatistic for this model is compare with critical bounds generated
by Paan et al. (2001) to test whether cointegration exists or
not. Pesaran et al. (2001) @veloped upper critical bound and
lower critical bound. The null of no @ftegration in the long
run relationship is defined by: H: 6,=6,=0,=0=0=0=0 (there
15 no long-run relationship), is tested against the alternative of
H: r’)‘u;mﬁ fl# 6.#0 #0 # 0 (there is a long-run relationship exists).
Using Pesaran et al. (2001) critical bounds, there is cointegration
between the variables if computef-statistic is more than upper
critical bound. This study used an annual data starting from 1970
up to 2016 comprising 47 years, as a sample period. Summary of
the data and its sources are shown in Table 1 below:

4. ANALYSIS

The anal i begins by detecting the stationary existence of each
variable by using Augmented Dickey Fuller (ADF) test and
Philipps Perron (PP) test which are display in Table 2. These tests
are considered very important for time series analysis in order
to determine the suitable cointegration anal#lls. Beginning with
the level for intercept using Malaysia ADF unit root test. it was
found that LNFD and LNFDI to be stationary at 10% and 1%
significant level, while the rest of the variables were not significant
at any level, [(0). However, most of the variables were found to
be stationary at 1% significant level as the analysis proceeded
with first difference, I(1) except for LNGINI and LNFDI. The
procedure was repeated by testing the ADF but changing it to
trend and intercept. The outcomes were almost similar to at level

Table 1: Sources of data

GINI Gini coefficient GCIP

FD aoad money, M2 (% of GDP) WDI

GDP GDP per capita, (constant, 2010) WDI

FDI Foreign direct investment, net inflows WDI
(% of GDP)

TO Trade (% of GDP) WDI

INF Consumer price index WDI

WD stands for World Development Indicators (2017), and GCIF stands for Global
Consumption and Income Project (2017)
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as well as at first differencg} slight change was detected where
LNFDI and LNINF stationary at 1% and 10% significant
level, while all other variables were found to be stationary at
first difference ex@@ll for LNFDIL Given that LNGINI was not
stationary at both at level, I (0) as well as at first difference, 1
(1), there was a need to perform a more powerful unit root test,
namely PP. The outcomes of LNGINI showed at first difference
is now significant at 1% level for both intercept and trend and
intercept. LNGINI was not the only stationary variable at first
difference as the outcomes displayed that all other variables were
also stationary at 1% significant level under PP unit root test. The
mixed stationary variables found in Malaysia were also detected
for the rest of ASEAN countries including Indonesia, Thailand,
Philippines and Singapore. Most importantly, all variables were
found to be stationary at first difference for these countries, thus,
ﬁrming that there were no single variables being stationary at
1(2). The mixed stationarity of the variables either at I (0) or I (I)
is predicted as the proposed model used several macroeconomics
variables and it is also common for time series data. Thus, the
best possible analysis that can be used in order to proceed with
cointegration analysis is Autoregressive Distributed Lag (ARIER)
estimation which permits the variables to be stationary only at I
(0)and I (1) and not at I (2).

The outcomes of ARDL long-run cointegration for each ASEAN-4
country is displayed in Table 3. This procedure is an important
stage that needs to be conducted before the outcomes of short-
and long-run elasticities are discussed. To ensure that the long-
un ccilmraticm exists in each country, the F-statistic must be
at least greater than the upper bound value of 10% significant
level. All countries were found to prove the existence of long-
run cointegration given that their F-statistic value exceeds 5%
for the case of Philippines, and the remaining countries at 1%
significant level.

To ensure that the model @ provide accurate results, it is
important that every single model is free from any diagnostic
problems. Table 4 reveals the results of diagnostic checking for
each ASEAN-4 coufffiles. Four different types of diagnostic tests
were tested, namely serial correlation, functional form, normality
and heteroscedasticity tests. The null hypothesis of cach test
indicated the non-existence of all diagnostic problems while the
alternative hypothesis indicated the existence of problems. GEfgh
the probability value of each test for each country is larger than
10% signifigf@it level, it failed to reject the null hypothesis, thus,
confirming all models are free from any diagnostic problems.
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%3 stability of the model was also tested by using Cumulative
Sum of Recursive Residual (CUSUM) and Cumulative Sum of
Squares of Recursive Residuals (CUSUMSQ) tests as part of the
diagnostic checfgglz. The model is considered stable if the plot
(blue line) falls inside the critical bounds (dotted red line) of 5%
significance level. All diagrams as revealed in Figure 3 show that
they were plotted within the critical bounds, except for CUSUMSQ
for Indonesia and Philippines. Despite the plot bypassing the
critical bounds, it shows that the plot is moving back towards this
area. Therefore, the model can still be considered as stable just
like the rest of the models.
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Table 2: Result of ADF and PP Unit Root Tests

Malaysia Level LNGINI —0.229 (1) —2.073 (1) 2317 (4) —5.792 (3)***
LNFD ~2.659 (0)* ~2.874 (0) ~2.830 (5)* ~2.766 (3)
LNFDSQ ~2.537(0) ~2.874 (0) ~2.582 (4) ~2.803(2)
LNGDP ~1.566 (0) ~2.065 (0) ~1.566 (0) 2131 (2)
LNFDI —5.755 (0y*** —5.717 (0)*** —5.757 (1)*** —5.718 (1)***
LNTO ~1.891 (1) ~0.273 (1) ~1.433(0) 0.168 (6)
LNINF ~1.835(9) -3.489 (1)* ~4.186 (6)*** ~2.508 (9)
First difference  LNGINI ~12.388 (0) —11.996 (0y*** —0.872 (4)%** —9.702 (4)***
LNFD —6.077 (1y*** —6.327 (1)*** —6.609 (3)*** —7.352 (6)***
LNFDSQ —6.679 (0)*** —63 11 (1y*** —6.737 (3)*** ~7.504 (6)***
LNGDP —5.794 (0)*** —5.059 (0)*** —5.805 (1)*** —5.959 (0)***
LNFDI -2.162(7) ~2.201(7) ~25.564 (27)*** ~25.2555 (27)%**
LNTO —4.985 (0)*** —5.589 (0)*** —4.985 (1)*** —5.555 (6)***
LNINF —3.727 (R)*** —3.752 (])** —3.860 (0)*** —4.792 (1)***
Indonesia Level LNGINI ~1.732(4) ~2.109 (4) —1.781(3) ~1.939 (3)
LNFD ~1.591(1) ~0.831 (1) ~2.825 (2)* ~1.285(2)
LNFDSQ 1476 (1) —0.945(1) ~2.240(3) ~1.031 (3)
LNGDP —0.777 (0) ~2.577(1) —0.749 (1) —2.229(2)
LNFDI ~2.664 (1)* ~2.636(1) 2751 (2)* 2721 (2)
LNTO —3.434 (0)** ~3.029 (0) ~3.351 (2)** ~2.826 (2)
LNINF ~2.508 (0) ~1.467 (0) —2.286(1) —1.635 (1)
First difference  LNGINI ~2.754 (3)* ~2.740 (3) —3.753 (35)%** ~3.505 (33)*
LNFD —4.884 (0)*** —5.024 (0)*** —4.882 (1)**> —5.024 (0)***
LNFDSQ —4.302 (0)*** —4.410 (0)*** —4.292 (10)*** 4419 (1)***
LNGDP —5.016 (0)*** —4.975 (0)*** —4.084 (2)#=* —4.943 (2)***
LNFDI ~7.053 (0)*** ~6.986 (0)*** ~7.050 (2)*** —6.985 (2)***
LNTO —8.770 (0y*** ~9.191 (0)*** ~8.820 (1)*** —9.617 (3)***
LNINF —4.576 (0y*** —5.141 (0)*** —4.618 (1)*** —5.141 (0)***
Thailand Level LNGINI ~1.437(0) ~1.387 (0) —1.481(1) ~1.502(2)
LNFD ~1.751(0) ~1.139 (0) ~1.644 (1) ~1.139 (0)
LNFDSQ ~1.416 () ~1.203 (0) ~1.416(0) —1.426 (1)
LNGDP ~1.256 (1) —1.661 (1) ~1.106 (3) —1.249 (3)
LNFDI ~2.650 (0)* ~3.267 (0)* ~2.527(4) —3.374 (3)*
LNTO —1.476 (0) —1.423 (0) ~1.476 (0) ~1.399 (2)
LNINF —3.777 (1)**» ~2.707(1) ~5.183 (8)*** ~1.333 (%)
First difference  LNGINI —5.479 (0)*** —5.395 (0)*** —5.479 (0)*** —5.305 (0)***
LNFD —5.046 (0)*** —5.073 (0)*** —5.041 (2)*** —5.072 (2)***
LNFDSQ —5.081 (0y*** —5.076 (0)*** ~5.067 (1)*** —5.080 (2)***
LNGDP —4.012 (0y*** —4.125 (0)** —4.012 (0)*** —4.125 (0)**
LNFDI ~9.309 (0y*** —9.280 (0)*** ~0.395 (1)*** —9.371 (1)***
LNTO —6.965 (0)*** ~7.147 (0)*** —6.965 (1)*** —7.147 (0)***
LNINF ~3.495 (0)** —4.815 (0)*** ~3.495 (0)** —4.799 (3)%**
Philippines Level LNGINI ~1.838 (0) ~2.602 (0) —1.891 (1) ~2.602 (0)
LNFD ~0.181 (D) ~2.540(0) —0.132(3) ~2.540(0)
LNFDSQ —0.031 (0) ~2.550 (0) ~0.005 (2) ~2.566 (1)
LNGDP 0.343 (1) ~0.918 (1) 0.745 (3) ~0.439 (3)
LNFDI ~3.106 (0)** —3.885 (0)** ~2.966 (1)** —3.885 (0)**
LNTO ~1.376/(0) —0.577 (0) —1.409 (2) —0.713(2)
LNINF —4.558 (2)%** ~0.551 (2) ~5.322 (8)*** ~0.264 (12)
First difference  LNGINI —6.204 (0)*** —6.128 (0)*** —6.174 (4)*** —6.088 (4)***
LNFD —6.886 (0)*** —6.830 (0)*** —6.936 (4)*** —6.870 (4)***
LNFDSQ —6.959 (0)*** —6.930 (0)*** —6.965 (3)*** —6.935 (3)%**
LNGDP —3.440 (0)** —3.677 (1)** —3.440 (0)** 3712 (1)**
LNFDI ~9.364 (0)*** ~9.279 (0)*** —13.373 (15)%** —13.090 (15)***
LNTO —5.402 (0y*** —5.603 (0)*** ~5.371 (2)** —5.603(17***
LNINF —4.534 (0y*** —6.585 (1)*** —4.534 (0)*** ~7.053 (19)***

1. #=*+ w2 ropresent 1%, 5% and 10% significant levels, respectively. 2. The optimal lag is selected using the Schwarz info criterion for ADF test and the bandwidth had been selected by
using the Newey-West method for the PP test
The outcomes of both short-run and long-run elasticties are
illustrated in Table 5. The attention is given only for lag 0 (grey
area) for the outcomes of short -un elasticities for each variables.
The results are explained according to each country’s outcomes.

4.1. Malaysia

Based on the outcomes for Malaysia, itis found out that the financial
sector development or financial deepening (LNFD) failed to
influence the country’s level of income distribution in the short run.
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Table 3: Result of ARDL Cointegration

Malaysia 4.4) (1,4,4,1,3.4.4) 12.466%%* Long run existed
Indonesia (4,4) 4,4,1,2,3,3,3) 215w Long run existed
Thailand (6,4) (6,4,4,2,4.4.4) 15.465%%% Long run existed
ilippines 4.4) (4.4, 1,4, 4.4, 3) 4.375%= Long run existed
Critical Values for F-statistics’ Lower 1{0) Upper I{1)

1% 315 443

5% 245 36l

10% 2.12 3.23

# The critical values are obmined from Pesaran et al. (2001} based on case I1I: unrestricted intercept and no trend. *, **, and *** represent 10%, 5% and 1% level of significance,

respectively

Table 4: Result of diagnostic checking

Malaysia 1.515 [0.256] 2.422[0.141]
Indonesia 1.915 [0.186] 0.215 [0.821]
Thailand 4.301 [0.100] 0.000 [0.991]
Philippi 0.566 [0.584] 2.918[0.115]

1.145 [0.564]
0.747 [0.688]
2.269 [0.321]
0.899 [0.637]

0.537 [0.922]
0.672 [0.821]
0.709 [0.760]
1.198 [0.383]

Note: The numbers in brackets [ ] are p-values.

Table 5: Estimation of short run and long run elasticities

Short run elasticities
ALNGINI - -
ALNGINI | - 0.689%**
ALNGINI - 0.559% %%
ALNGINI | : -0.215
ALNGINI - -
ALNGINI_ - -
ALNFD 0.175 0.927
ALNFD | —0.056 0.226*
ALNFD | —0.627%** 0.144
ALNFD | 0.625%%% 0.000
ALNFDSQ —0.019 —0.082
ALNFDSQ 0.008 -
ALNFDSQ , 0.068%%* -
ALNFDSQ | —0.068%** =
ALNGDP 0.033* 0.112
ALNGDP | - 0.112
ALNGDP , = =
ALNGDP | - -
ALNFDI —0.001 —0.001
ALNFDI - —0.001
ALNFDI 0.001* —0.039**
ALNFDI | - -
ALNTO 0.043%%% —0.030
ALNTO 0.018 —0.213%**
ALNTO , —0.031%* —0.042
ALNTO | 0.040%%* -
ALNINF 0.104%% 0.022
ALNINF | 0.073 0.523%*
ALNINF —0.138%** —0.808%%*
ALNINF 0.080%* -
Long run elasticities
LNFD 3.659%** —6.702%%*
LNFDSQ —0.418%%* 0.984% %%
LNGDP —0.178*** —1.279%*
LNFDI —0.015 0.112%*
LNTO —0.112%%=* 0.247
LNINF 0337+ 0.502% %=
Constant —8.005%** 17.656%**
T —.174%%» 0. 551

0.251
—0.087
—0.602%*
0.291
0.195
5.574%==
_5.003113
—0.718
1.727*
—0.637%**
0.525%%=
0.071
—0.198*
—0.172
—0.149

—0.004
—0.009
—0.020%*
—0.015
—0.073
0.190*
0.241**
—0.149%=
0.378%*
0.633**
—0.182
O 717e%"

2.517#%x
—0.243%%x
0.2161**
0.035
—0.438%%*
~0.130*
—6.274%**
—1.583%**

0.458
0.133
0476

—0.083
0.032
—0.103*
0.078
0.024

—0.595*
0.435
-0.809%™*
0.400%
—0.004
0.028**
—0.005
0.029*
0.111
—0.049
0.179%=
—0.148%*
—0.129
0.042
—0.232%*

—1.783*
0.225%
—0.071

—0.07
0.106*
0.046
2.885
—0.626*

Dependent variable is ALNGINL. *** *** indicates significant at 100.5% and 1% significant level respectively. The ARDL estimation outcomes is generated using SIC
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Figure 3: CUSUM and CUSUMSA) stability test
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However, based ou%lcmg-nm analysis, the deepening of financial
deygfpment captured by both LNFD and LNFDSQ exhibited
an inverted U shaped which validated [fli§ existence of Financial
Kuznets hypothesis. The improvement of mcome distribution due
to the deepening of fi 1 development is also supported by
previous study done by Law and Tan (2009) and Ridzuan et al.
(2019). Among the ASEAN-4 countries, Malaysia financial sector
developmenthave shown a huge progression as the country also have
engaged in islamic banking and become pioneer in many islamic
takaful product. Malaysia is positioning itself as the international
provider and centre for Islamic fund and wealth management as a
means of strengthening the current position as the global hub for
Islamic finance (Securities Commission Malaysia, 2017). Thus, the
strong and diversified fiancial product has helped to provide various
jobs with decent income to the people. Based on the outcomes of
economic growth (LNGDP), the results prevailed where it was
[f}orded that the country’s economic growth worsened the level of
mcome distribution in the short run. Nevertheless, in the long mn,
the rapid economic growth experienced by this country redistributes
mcome and makes the society more egalitarian. Statistically, 1%
increase in LNGDP would worsen the income distribution by 0.03%
i the short run, while it will be improved by 0.18% in the long run.

Next, it 1s found that foreign direct invt:slmeﬂ‘lows (LNFDI)
failed to statistically influenced the country’s income distribution
both in the short and long run. The expected sign for trade openness
(LNTO) exhibits similar sign as LNGDP, where tecpening of
rade liberalisation worsens the income distribution in the short run,
while it improves the scenario only in the long run. Statistically,
1% increase m LNTO worsens the income distribution by 0.04%,
while improves the condition by 0.11% in the long run. In addition,
positive relationship is det for inflation, LNINF of the country
towards income distribution both in the short run as well as long nin.
Statistically, 1% increase in LNINF worsens the income distribution
by 0.10% for short run and 0.34% for long-run elasticities.

4.2. Indonesia

Based on the lag 0 of the short-run elasticities, there were no
single variables that significantly influenced Indonesia’s income
distribution. The outcomes based on different lag, however,
showed mixed results. Thus, the focus of Indonesia elasticties
will be entirely on (B8 long-run relationship. First, it was revealed
that LNFD had a negative sign and was statistically significant
at 1% level. This record indicated that the deepening of financial
development could ease the national issue of greater income
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inequality that has been overhelming the country since the past
20 years. The continous progress of the country’s financial
institutions has spread a benefit in the form of EBpter wealth
distribution to the local society. Besides, Indonesia has the largest
Muslim population in the world and thus helped to facilitate
and support the progreffigh of islamic financial product in the
country. The LNFDSQ, on the other hand, displayed a positive and
siginficant rclaticnshaﬂ'th LNGINI, revealing that there was an
existence of U shape of Financial Kuznets Cury@#J this country;
the maturing of financial institutions might not reduce the issue
of greater income inequality in the future. The strict regulations
improvised by the financial instituion have demotivated some
people to borrow money to run their business, which influence the
intake oflav worker into their operation. Besides LNFD, LNGDP
was also found to have a significant and negative relationship
with LNGINI in Indoensia. A 1% increase in economic growth
improved the country’s income distribution by 1.28%, which was
considered as the largest among all indicators that influenced
the country’s income distribution. The remaining variables such
as LNFDI and LNINF were found to have a positive sign and
siginificant at 5% and 1% level. Technically, 1% increase in
LNFDI and LNINF worsens the income distribution by 0.11%
and 0.5%, respectively.

4.3. Thailand

The outcomes of Thailand revealed that both LNFD and LNINF
were positiliElld significantly influenced the country’s income
distribution in the short run. Technically, a 1% increase in LNFD
and LNINF, increased the country’s Gini coefficient by 5.57% and
0.38%. respectively. The rest of the variables were not signficant at
any level, thus, failing to influence the income distribution. Based
on long-run elasticities, it postulated that LNFD and LNFDSQ
were significant at 1% level and its expected sign confirmed the
validation of inverted Financial Kuznets Curve in this country.
The deepening of financial development reached it maturation
and the financial institutions were willing to ease their borrowing
policy towards smaller companies, which then improve the income
distribution in the country. Similar to Malaysia, Thailand’s trade
openness (LNTO) also helped to reduce the income inequality,
with 0.44% reduce for each 1% increase in the international trade
activities. The outcomes also showed that higher and prolonged
inflation (LNINF) can reduce the income inequality, given that
more companies are willing to provide an increment to their
worker’s salary in order to cope with the rising cost of living.
Based on statiscal data, 1% increase in inflation reduced the income
inquality or Gini coefficient by 0.13%.

4.4, Philippines

Philippines’ economic growth, LNGDP, seemed to be the only
variable in the short run that influenced the country’s income
distribution. The result showed that higher economic growth
could help the country to reduce the income gap by 0.6%. for
each 1% increase in LNGDFm»vever, the country’s economic
growth could only reduce the income distribution in tHighort run;
it was not able to influence the income distribution in the long
run. Meanwhile, based on the long-run coefficient outcomes, it is
confirmed that the country experienced Financial Kuznets Curve
just like Indonesia. This means that the deepening of financial
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institutions could worsen the country’s income disparity problem.
Similar to Indonesia, Philippines financial mstituions are very strict
in providing loan especially to a new borrower, thus limits these
potential entrepreneur to run their own business. Additionally,
LNTO was also found to have a positive sign, implying that
deepening of international trade activities imposed greater income
distortation.

4.5, ECT outcomes

As depicted in Table 5, the estimated lagged ECT in APRL
regression for the four developing ASEAN countries appear to be
negative and statistically significant. Based on the ECT value, the
highest speed of adjustment was obtained by Thailand (—1.58),
followed by the Philippines (—0.62), Indonesia (—0.55), and
Malaysia (—0.17). For instance, more than 158%, 62%, 55%. and
17% of adjustments were completed within less than a year for
Thailand, whereas a year for Philippines, Indonesia and Malaysia
due to short-run adjustment, which is considered as very rapid.

5. CONCLUSION AND POLICY

RECOMMENDATION

In summary, the long-run analysis has detected the presence of
inverted U-shaped Financial Kuznets hypothesis in Malaysia and
Thailand, while the U-shaped Financial Kuznets curves were
found in Indonesia and Philippines. This means that deepening of
financial institutions has helped Malaysia and Thailand to reduce
their income inequality trend, while the opposite effects were
observed in Indonesia and Thailand.

The reformation of financial institutions in Malaysia and Thailand
should be prolonged and among the recommended policies include
easy accessibility for entrepreneurs to reach the wide range of
financial services including conventional and Islamic financial
products, the expansion of capital market, as well as giving proper
attention to the financial sector. Granting the access to capital
markets for low income groups or underprivileged individuals
might be helpful to them either by developing entrepreneurial skill
or involvement in productive activities and receive better salaries.
Next, given that economic growth improved income distribution in
Malaysia and Indonesia, the policymakers could propose a long-
term economic planning that focuses on technological innovation
and proper human capital development. These aspects are very
crucial to encourage a sustained long-run growth path of a national
economy besides providing better job prospects for citizens. As
openness to trade improved income distribution in Malaysia and
Thailand, §@policymakers could enhance the trading activities as
a medium to generate employment opportunities, both for skilled
and unskilled labor. Not only does an increase in interndfihal trade
activities promote economic growth, it alfgg¥nproves the income
levels of the poor segments of population. This will therefore lead
to a decline in income inequality. Last but not least, higher inflation
has benefited the income distribution in Thailand. Therefore,
policymakers need to ensure that any reformation such as financial
reform leading towards inflation must overall bring about positive
effect on economic growth as well as societal development by
keeping the income distribution gap kept at minimum level.




Ridzuan, et al.: Nexus between Financial Development and Income Inequality before Pandemic Covid-19: Does Financial Kuznets Curve Exist in Malaysia,
Indonesia, Thailand and Philippines”

6. ACKNOWLEDGEMENT

This research is financed under intemational matching grant, TEJA
(GSAT2020-12) between Universiti Teknologi MARA, Melaka
Campus, Malaysia and Universitas Binus, Indonesia.

REFERENCES

Ahmed, A.R., Masih, M. (2017), What is the Link between Financial
Development and Income Inequality? Evidence from Malaysia.
Available from: hitps://www.mpra.ub.uni-muenchen.de/79416/
MPRA Paper No. 79416, Posted 27 May 2017 23:34 UTC.

Arora, R.U. (2012), Finance and inequality: A study of Indian states.
Applied Economics, 44(34), 4527-4538.

ASEAN Post. (2018), Southeast Asia’s Widening Inequalities. Available
from: https://www.theaseanpost.com/article/southeast-asias-
widening-inequalities.

Bahmani-Oskooee, M., Hegerty, S.W., Wilmeth, H. (2008), Short-run
and long-run determinants of income inequality: Evidence from
16 countries. Journal of Post Keynesian Economics, 30, 463-484.

Baliscan, A., Fuwa, N. (2003), Growth, inequality and politics revisited:
A developing-country case. Economics Letters, 79, 53-58.

Banerjee, A.V., Newman, A.F. (1993), Occupational choice and the
process of development. Journal of Political Economy, 101, 274-298.

Basu, P., Guariglia, A. (2007), Foreign direct investment, ineguality, and
growth. Journal of Macroeconomics, 29, 824-839.

Batuo, MLE., Guidi, F., Mlambo, K. (2010), Financial Development and
Income Inequality: Evidence from African Countries. MPRA Paper,
No. 25658, Germany: University Library of Munich.

Batuo, MLE., Guidi, F, Mlambo, K. (2012), Financial Development and
Income Inequality: Evidence fromAlrican Countries. Abidjan, Cote
d’Ivoire: African Development Bank.

Beck, T., Demirgiic-Kunt, A., Levine, R. (2007), Finance, inequality and
the poor. Journal of Economic Growth, 12(1), 27-49.

Behrman, J., Birdsall, N., Szekely, M. (2001), Economic Reform and
Wage DifTerentials in Latin America. Mimeo: Inter-American
Development Bank.

Bergh, A., Nilsson, T. (2010), Do liberalization and globalization increase
income inequality? European Joumal of Political Economy, 26(4),
488-505.

Bradford, D.F., Fender, R., Shore, S.H., Wagner, M. (2005), The
environmental Kuznets Curve: Exploring a fresh specification.
Contributions to Economic Analysis and Policy, 4(1), 1073-1073.

Chambers, D.. Wu, Y., Yao, H. (2007), A tale of two provinces: How
growth can help or hinder equality in China. International Research
Journal of Finance and Economics, 12, 214-220.

Choi, C. (2006), Does foreign direct investment affect domestic income
inequality? Applied Economics Letters, 13, 811-814.

Claessens, S., Perotti, E. (2007), Finance and inequality: Channels and
evidence. Journal of Comparative Economics, 35, 748-773.

Clarke, G., Xu, L., Zou, H. (2006), Finance and income inequality: What
do the data tell us? Southern Economic Journal, 72(3), 578-596.

Deininger, K., Squire, L. (1996), Measuring income inequality: A new
data-base. World Bank Economic Review, 10(3), 565-591.

Destek, M.A., Sinha, A., Sarkodie, S.A. (2020), The relationship between
financial development and income inequality in Turkey. Journal of
Economic Structures, 9, 11.

Dollar, D., Kraay, A. (2001), Growth is Good for the Poor (English).
Policy Research Working Paper, No. WPS 2587. Washington, DC:
World Bank.

Dollar, D., Kraay, A. (2002), Growth is good for the poor. Jounal of
Economic Growth, 7, 195-225.

Edwards, 5. (1997), Trade policy, growth, and income distribution.
American Economic Review, 87, 205-210.

Galor, O., Zeira, J. (1993), Income distribution and macroeconomics.
Review of Economic Studies, 60, 35-52.

Gharleghi, B. (2020), The way to sustainable development through
income equality: The impact of trade liberalisation and financial
development. Sustainable Development, 28, 990-1001.

Global Consumption and Income Project. (2017), Income Inequality Dataset.
Global Consumption and Income Project. Available from: hitp://www.
geip.info/graphs/download. [last accessed on 2018 Mar 05].

GoP. (2006), Economic Survey of Pakistan. Islamabad, Pakistan: Finance
Ministry of Pakistan.

Gopinath, M., Chen, W. (2003}, Foreign direct investment and wages: A
cross-country analysis. Journal of International Trade and Economic
Development, 12, 285-309.

Greenwood, J., Jovanovich, B. (1990), Financial development, growth,
and the distribution of income. Journal of Political Economy, 98,
1076-1107.

Jalilian, H., Kirkpatrick, C. (2005), Does financial development contribute
to poverty reduction? Journal of Development Studies, 41(4), 636-656.

Jung, S.M., Cha, H.E. (2020), Financial development and income
inequality: Evidence from China. Journal of the Asia Pacific
Economy, 2020, 1-23.

Kapingura, FM. (2017), Financial sector development and income
inequality in South Africa. African Joumal of Economic and
Management Studies, 8§(4), 177.

Kappel, V. (2010), The Effects of Financial Development on Income
Inequality and Poverty. Working Paper, 10/127, CER-ETH-Center
of Economic Research at ETH Zurich.

Koh, S.G.M., Lee, G.H.Y., BomhofT, E.1. (2019), The income inequality,
financial depth and economic growth nexus in China. The world
Economy, 43, 412427,

Kraay, A. (2006), When is growth pro poor? Evidence from a panel of
countries. Journal of Development Economics, 80, 198-227.

Kuznets, S. (1955), Economic growth and income inequality. The
American Economic Review, 45, 1-28.

Law, S.H., Tan, H.B. (2009), The role of financial development on
income inequality in Malaysia. Jounal of Economic Development,
34, 134-168.

Li, H., Lyn, S., Zou, H.F. (1998), Explaining international and
intertemporal variations in income inequality. Economic Journal,
108, 26-43.

Milanovic, B. (2005), Can we discern the effect of globalization on
income distribution? Evidence from household surveys. World Bank
Economic Review, 19, 2144,

Narayan, PK., Smyth, R. (2006), What determines migration flows from
low-income to high-income countries? An empirical investigation
of Fiji-U.S. migration 1972-2001. Contemporary Economic Policy,
24(2), 332-342.

Pamungkas, P., Rugemintwari. C., Tarazi, A., Trinugroho, L. (2016), Bank
Lending and Income Inequality: Evidence from Indonesia, Working
Papers hal-01251500, HAL.

Pesaran, M.H., Shin, Y. (1999), An autoregressive distributed lag
maodeling approach to cointegration analysis. In: Strom, S., editor. In:
Econometrics and Economic Theory in the 20" Century: The Ragnar
Frisch Centennial Symposium. Ch. 11. Cambridge: Cambridge
University Press.

Pesaran, M.H., Shin, Y., Smith, R.J. (2001), Bounds testing approaches to
the analysis of level relationships. Journal of Applied Econometric,
16, 289-326.

Ravallion, M. (2001), Growth, Inequality, and Poverty: Looking beyond
Averages, Policy Research Working Paper Series, No. 2558,
Washington, DC: The World Bank.




Ridzuan, et al.: Nexus between Financial Development and Income Inequality before Pandemic Covid-19: Does Financial Kuznets Curve Exist in Malaysia,
Indonesia, Thailand and Philippines”

Rehman, H., Khan, §., Ahmed, 1. (2008), Income distribution, growth and
financial development: A cross countries analysis. Pakistan Economic
and Social Review, 46(1), 1-16.

Reuveny, R., Li, Q. (2003), Economic openness, democracy, and income
inequality: An empirical analysis. Comparative Political Studies,
36, 575-601.

Ridzuan, A.R., Ismail, N.A., Che Hamat, A.F. (2017), Does foreign
direct investment successfully lead to sustainable development in
Singapore? Economies, 5(3), 1-20.

Ridzuan, A.R., Ismail, N.A., Hamat, A.F.C. (2018), Foreign direct
investment and trade openness: Do they lead to sustainable
development in Malaysia? Journal of Sustainability Science and
Management, 4, 79-91.

Ridzuan, AR, Saat, R M., Subramaniam, G., Amin, S.M., Borhan, H.
(2019), The link between income inequality and financial
development: Evidence from Singapore. International Journal of
Business and Society, 20(2), 627-640.

Securities Commisions. (2017), Islamic Fund and Wealth Management
Blueprint. Available from: https:/www.sc.com.my/api/documentms/
download. ashx?id=ae2432a7-a0c 7422 1-b262-b1 708 27ae703.

Sehrawat, M., Giri, A.K. (2015), Financial development and income
inequality in India: An application o fARDL approach. Nternational
Joumnal of Social Economics, 42(1), 64-81.

Shahbaz, M., Islam, F. (2011), Financial development and income
inequality in Pakistan: An application of ARDL approach. Journal
of Economic Development, 36, 35-58.

Shahbaz, M., Loganathan, N., Tiwari, A.K. (2015), Financial development
and income inequality: Is there any financial Kuznets curve in Iran?
Social Indicator Research, 124, 357-382.

Shahbaz, M., Mita, B., Mantu, K.M. (2017), Finance and income
inequality in Kazakhstan: Evidence since transition with policy
suggestions. Applied Economics, 49(52), 5337-5351.

Siyal, G., Mohsin, A., Zaman, K. (2014), Financial soundness and
Pakistan’s economics growth: Tum on the light. International Journal
of Economics and Empirical Research, 2(9), 359-371.

Spilimbergo, A., Londono, J.L., Szekely, M. (1999), Income distribution,
factor endowments, and trade openness. Journal of Development
Economics, 59, 77-101.

Sylwester, K. (2005), Foreign direct investment, growth, and income
inequality in less developing countries. International Review of
Applied Economics, 19(3), 289-300.

Tan, H.B., Law, S.K. (2012). Nonlinear dynamics of the finance-inequality
nexus indeveloping countries. Journal of Economic Inequality, 9, 1-13.

Tiwari, A.K., Shahbaz, M., Islam, F. (2013}, Does financial development
increase rural-urban income inequality ? Cointegration analysis in
the case. International Journal of Social Economics, 40(2), 151-168.

Tsai, PL. (1995), Foreign direct investment and income inequality: Further
evidence. World Development, 23, 469-483.

Wahid, M.N.A., Shahbaz, M., Azim, P. (2011), Inflation and financial
sector correlation: The case of Bangladesh. International Joumal of
Economics and Financial Issues, 14(2), 145-152.

White, H., Anderson, E. (2001), Growth versus distribution: Does the
pattern of growth matter? Development Policy Review, 19(3),
267-289.

World Development Indicators. (2017), World Development Indicators.
Washington, DC: The World Bank. Available from: http://
www.databank . worldbank.org/data/reports.aspx?source=world-
development-indicators. [Last accessed on 2018 Jan 07].




Nexus between Financial Development and Income Inequality
before Pandemic Covid-19: Does Financial Kuznets Curve Exist
in Malaysia, Indonesia, Thailand and Philippines?

ORIGINALITY REPORT

24, 19, 18+ 10«

SIMILARITY INDEX INTERNET SOURCES PUBLICATIONS STUDENT PAPERS

PRIMARY SOURCES

Submitted to Universitas Diponegoro 1
Student Paper %

www.tandfonline.com 1
Internet Source %
theaseanpost.com

InternetSourcep 1%
WWw.researchgate.net

Internet Source g 1%

Submitted to Universiti Teknologi MARA 1
Student Paper 0%

WWw.scribd.com 1 y
0

Internet Source

Chi-Wei Su, Yu Song, Ye-Ting Ma, Ran Tao. "Is 1

. . . %
financial development narrowing the urban-

rural income gap? A cross-regional study of

China", Papers in Regional Science, 2019

Publication

=




www.emeraldinsight.com

Internet Source

T

www.emerald.com
Internet Source <1 %
dc.uwm.edu

Internet Source <1 %
journalofeconomicstructures.springeropen.com

JInternet Source p g p <1 %
Submitted to The University of Manchester

Student Paper y <1 %

Samuel M. Jung. "Interactions between <1 o
Economic Growth, Financial Development, ’
and Income Inequality in General and in
China", International Journal of Economics
and Finance, 2021
Publication
erf.org.e

Internet Séc%urceg <1 %
Submitted to uu

Student Paper <1 %
theses.gla.ac.uk

Internet Sourgce <1 %
onlinelibrary.wiley.com

Internet Source ry y <1 %




Submitted to Asia Pacific Instutute of <1
: %
Information Technology
Student Paper
Submitted to Indian Institute of Technology, <1 o
Madras
Student Paper
Ira.le.ac.uk
Internet Source <1 %
ejournal2.com
IngernetSource <1 %
T.B. Kavya, Santhakumar Shijin. "Economic <1
) . %
development, financial development, and
income inequality nexus", Borsa Istanbul
Review, 2020
Publication
Submitted to Universiti Putra Malaysia
Student Paper y <1 %
tesdo.or
InternetSourceg <1 %
Guanchun Liu, Yuanyuan Liu, Chengsi Zhang. <1
. . . . %
"Financial Development, Financial Structure
and Income Inequality in China", The World
Economy, 2017
Publication
Paolo Figini, Holger Go "rg. "Does Foreign <1 o

Direct Investment Affect Wage Inequality? An



Empirical Investigation", The World Economy,
2011

Publication

ro.ecu.edu.au
Internet Source <1 %
www.springerprofessional.de
Internet Soﬁce g p <1 %
ldowu Opeoluwa Isreal Akingba, Shivee <1 o
Ranjanee Kaliappan, Hanny Zurina Hamzah. ’
"Impact of health capital on economic growth
in Singapore: an ARDL approach to
cointegration”, International Journal of Social
Economics, 2018
Publication
Pradeepta Sethi, Sankalpa Bhattacharjee, <'I y
Debkumar Chakrabarti, Chhavi Tiwari. "The ’
impact of globalization and financial
development on India’s income inequality",
Journal of Policy Modeling, 2021
Publication
Muhammad Shahbaz, Hooi Hooi Lean. "Does
31 < | %

financial development increase energy
consumption? The role of industrialization
and urbanization in Tunisia", Energy Policy,
2012

Publication

eprints.utar.edu.my

Internet Source



<1%

creativecommons.or
Internet Source g <1 %
nrb.org.n
Internet So%rcep <1 %
www.afbe.biz
Internet Source <1 %
Lotfi Demikha, Amir Bin Shaharuddin, Abdul <'I o
Rahim Ridzuan. "The effects of foreign direct ’
investment, external debts and trade
openness on economic growth: evidence from
the Ottoman Empire 188101913",
International Journal of Economics and
Business Research, 2021
Publication
Murat Cetin, Eyyup Ecevit, Fahri Seker, <1
. . : : %
Davuthan Gunaydin. "chapter 18 Financial
Development and Energy Consumption in
Turkey", 1GI Global, 2015
Publication
economia.unipv.it <1
Internet Source %
uir.unisa.ac.za
Internet Source <1 %




Christelle Meniago, Simplice A. Asongu. <1 o
"Revisiting the finance-inequality nexus in a ’
panel of African countries", Research in
International Business and Finance, 2018
Publication
www.inderscience.com

Internet Source <1 %
res.mdpi.com

InternetSouE)ce <1 %
ueaeprints.uea.ac.uk 1

Internet Eource < %

Rafael Reuveny, Quan Li. "Economic <

%
Openness, Democracy, and Income
Inequality", Comparative Political Studies,
2016
Publication
Submitted to University of Birmingham

Student Paper y g <1 %
Submitted to University of Greenwich

Student Paper y <1 %
siteresources.worldbank.or

Internet Source g <1 %

M. Shabri Abd. Majid, Sovia Dewi, Aliasuddin, <1 o

Salina H. Kassim. "Does Financial
Development Reduce Poverty? Empirical



Evidence from Indonesia", Journal of the
Knowledge Economy, 2017

Publication

Mohamed Chakroun. "Threshold effects in the 1
. . . . <lw
relationship between financial development
and income inequality", International Journal
of Finance & Economics, 2020
Publication
Submitted to University of Southampton
Student Paper y p <1 %
journals.sagepub.com <1
Internet Source %
www.pide.org.pk
Internet SEurce g p <1 %
Behrooz Gharleghi, Asghar Afshar Jahanshahi. <1 o
"The way to sustainable development through ’
income equality: The impact of trade
liberalisation and financial development”,
Sustainable Development, 2020
Publication
Submitted to International Islamic Universit
| T <y
Malaysia
Student Paper
Marta de la Cuesta-Gonzalez, Cristina Ruza,
<Tw

José M. Rodriguez-Fernandez. "Rethinking the
Income Inequality and Financial Development



Nexus. A Study of Nine OECD Countries",
Sustainability, 2020

Publication

Murat Cetin, Eyyup Ecevit, Ali Gokhan Yucel.
56 | . <Il%
"The impact of economic growth, energy
consumption, trade openness, and financial
development on carbon emissions: empirical
evidence from Turkey", Environmental
Science and Pollution Research, 2018
Publication
Submitted to Radboud Universiteit Nijmegen 1
Student Paper J g < %
Submitted to University of New South Wales /
S8 [ <l%
uaent Faper
coek.info
Internet Source <1 %
nipfp.org.in 1
E InteFr)neFt)Sourcge < %
www.slideshare.net /
Internet Source < %
Shaista Wasiuzzaman, Nabila Nurdin. "Debt <1 o

financing decisions of SMEs in emerging
markets: empirical evidence from Malaysia",
International Journal of Bank Marketing, 2019

Publication

El
w

Submitted to University of Leeds

Student Paper



<1%

Submitted to University of Sheffield
Student Paper y <1 %
Submitteq to University of Stellenbosch, <1 o
South Africa
Student Paper
www.rejournal.eu
m InternetSouche <1 %
www.thejaps.org.pk
InternetSource! p g p <1 %
E Hui-Boon Tan, Siong-Hook Law. "Nonlinear <1
. : . . . %
dynamics of the finance-inequality nexus in
developing countries", The Journal of
Economic Inequality, 2011
Publication
E Journal of Economic Studies, Volume 39, Issue <1 o
6 (2012-10-06) ’
Publication
Onur Ozdemir. "The handicap for enhanced <1 o

solidarity across advanced economies: The
greater the economic openness higher the
unequal distribution of income", Annals of
Public and Cooperative Economics, 2020

Publication

aloki.hu

Internet Source



<1%

aut.researchgateway.ac.nz
Internet Source g y <1 %
hdl.handle.net
Internet Source <1 %
www.cbn.gov.n
Internet Source g g <1 %
WWW.eaco.eu
Internet Source <1 %
Aviral Kumar Tiwari, Muhammad Shahbaz, <1
: : . %
Faridul Islam. "Does financial development
increase rural - urban income inequality?",
International Journal of Social Economics,
2013
Publication
Dingli Xi. "Financial Market Development and <1
o L %
Income Distribution Inequality in the
Emerging Markets", Asian Business Research,
2019
Publication
Francisco Goerlich, Matilde Mas. <1 o

"Intertemporal and interprovincial variations
in income inequality: Spain, 1973-1991",
Regional Studies, 2002

Publication




Kaixing Huang, Nicholas Sim, Hong Zhao. <1 o
"DOES FDI ACTUALLY AFFECT INCOME
INEQUALITY? INSIGHTS FROM 25 YEARS OF
RESEARCH", Journal of Economic Surveys,
2020

Publication

Salvador Perez-Moreno. "Financial <1
. : %
development and poverty in developing
countries: a causal analysis", Empirical
Economics, 2010

Publication

doi.org <1 o

Internet Source

B
—

eprints.mdx.ac.uk <1
Internet Source %

B
N

journelsoemaleysia.org my <Tw
mafladoc.com <1
mmégggrsehero'com <1 o
E |\r/W\:(\e/r\:]\é\t/écc?ur:cterepreneur.com <1 o
AR <1




Sgbmitted to Alamo Community College <1 o
District
Student Paper

E Imad A. Moosa. "Does financialization retard <1 o
growth? Time series and cross-sectional ’
evidence", Applied Economics, 2017
Publication

m José Villaverde, Adolfo Maza. "Globalisation, <1 o
Growth and Convergence", The World ’
Economy, 2011
Publication

Kashif Munir, Mahnoor Bukhari. "Impact of <1 o
globalization on income inequality in Asian ’
emerging economies", International Journal of
Sociology and Social Policy, 2019
Publication

Md Reza Sultanuzzaman, Hongzhong Fan, <1 o
Mahamud Akash, Banban Wang, Uddin Sarker ’
Md Shakij. "The role of FDI inflows and export
on economic growth in Sri Lanka: An ARDL
approach", Cogent Economics & Finance, 2018
Publication

Md. Igbal Bhuyan, Keun-Yeob Oh. "Exports <'I o

and Inequality: Evidence from the Highly
Concentrated Textile and Garment Sector of
Bangladesh", Journal of South Asian
Development, 2021

Publication




94

Mehmed Ganic. "Is financial integration driver
of income inequality A panel co-integration
analysis in Europe", International Journal of
Economic Policy in Emerging Economies, 2021

Publication

<1%

Muhammad Shahbaz, ljaz Ur Rehman, Nurul
Shahnaz Ahmad Mahdzan. "Linkages between
income inequality, international remittances
and economic growth in Pakistan", Quality &
Quantity, 2013

Publication

<1%

Samuel Adams, Edem Kwame Mensah
Klobodu. "Financial development, control of
corruption and income inequality",
International Review of Applied Economics,
2016

Publication

<1%

Sebastian Jauch, Sebastian Watzka. "Financial
development and income inequality: a panel
data approach", Empirical Economics, 2015

Publication

<1%

Shemelis Kebede Hundie. "Income Inequality,
Economic Growth and Carbon Dioxide
Emissions Nexus: Empirical Evidence from
Ethiopia", Research Square, 2021

Publication

<1%

Wajahat Ali, Azrai Abdullah, Muhammad
Azam. "Re-visiting the environmental Kuznets

<1%



curve hypothesis for Malaysia: Fresh evidence
from ARDL bounds testing approach”,
Renewable and Sustainable Energy Reviews,
2017

Publication

"Skilled-unskilled wage inequality and
imitation in a product variety model: A
theoretical analysis", The Journal of

bura.brunel.ac.uk
O Internet Source <1 %
docplayer.net
Internl?Soaice <1 %
eprints.covenantuniversity.edu.n
IntErnet Source y g <1 %
scholar.sun.ac.za
Internet Source <1 %
WWW.aeaweb.or
O Internet Source g <1 %
www.centralbank.cw
Internet Source <1 %
106 "Financial Development, Institutions, Growth <1 y
and Poverty Reduction", Springer Science and ’
Business Media LLC, 2008
Publication
¥ Manash Ranjan Gupta, Priya Brata Dutta. <1 o



International Trade & Economic Development,

2013

Publication

Ritu Rani, Naresh Kumar. "Panel Data Analysis

of Financial Development, Trade Openness,
and Economic Growth: Evidence from BRICS
Countries", Emerging Economy Studies, 2018

Publication

<1%

Abdul Qayyum Khan, Muhammad Haroon
Hafeez, Naima Saleem, Muhammad Azam.
"Exploring the Impact of Financial
Development on Inequality: Evidence from
Three Asian Countries", Review of Economics
and Development Studies, 2018

Publication

<1%

Abu Bakkar Siddique. "Impact of Trade on
Inequality: New Evidence of What, When, and
Where", CESifo Economic Studies, 2021

Publication

<1%

Antonio Francesco Gravina, Matteo
Lanzafame. "Finance, globalisation,
technology and inequality: Do nonlinearities
matter?", Economic Modelling, 2020

Publication

<1%

Meltem Ucal, Alfred Albert Haug, Mehmet
Huseyin Bilgin. "Income inequality and FDI:
evidence with Turkish data", Applied
Economics, 2015

<1%



Publication

Onuonga, Susan Moraa. "Financial <1 y
Development and Economic Growth in Kenya: ’
An Empirical Analysis 1980-2011",

International Journal of Economics and

Finance, 2014.

Publication

Selcuk Akcay, Alper Karasoy. "Determinants of <1
, , . _ . %
private investments in Turkey: Examining the
role of democracy", Review of Economic
Perspectives, 2020

Publication

D Wahyuningtias, A Caroline, M P Adiati, F
Levyta, | Kusumawardhana. "Turning
strawberry jam into slice: a new way of
consuming strawberry fruits preservation
products”, IOP Conference Series: Earth and
Environmental Science, 2021

Publication

<1%

Exclude quotes Off Exclude matches Off

Exclude bibliography On



