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In a similar liné, Robbins (1996 and 2003) show that, as the developing country imports
skill-based technology, the libcralization of trade stimulates wage | dispersion and
increases the demand for skilled workers. Conte and Vivarelli (2007) explore the impact
of technological diffusion on income distribution in a panel of lower and middle-income
countries. They argued that, skill-based technology is the main contributing factor to
stimulate income inequality in the developing countries. Similarly, UNHDP (1.999)
found that, the diffusion of modem technology stimulates income inequality in most of

the developing countries.

In contrast, Blomstrom and Kokko (2003) argued that, modern innovated technology is
demanded by those countries, which have a better level of human capital. This will
further stimulate economic development, as a result, will lead to improve the equal
distribution of income. Whereas, Aitken and Harrison, (1999) and Monge-Naranjo
(2002) argued that, countries which have a lower level of human capital import less skill-

based technology, which does not significantly change income inequality.
2.4 FDI and Income Inequality: (A negative Relationship)

The globalization primarily measures the trade ratio, however the role of Foreign Direct
Investment (FDI) inflow on income inequality in the developing countries must be
considered as well. Mundell (1957) hypothesized that, when the capital moves from a
developed to developing country, than the developing country will certainly possess
more capital than before. The inflow of capital through trade and FDI will increase the
marginal productivity of labor in the developing country. Several studies augmented the
conflicting views regarding the relationship between FDI and income inequalyity. FDI
enhances the domestic investment, this will lead to increase the exports. The technology

is upgraded through FDI, this will increase the production of less developed firms in host

23

























e

6.3; ~0

limitations. First, the dataset is just developed for thirty richest economies of the world;

second, the data set have a short time span that just start from 1990.

In this study, we used a SWIID income inequality data set, which has created by Solt
(2008).This data set have some advantage over LIS data set. First, the data set is
developed for a largg number of countries. Second, the data set have a long time span,
last but not the least, the data set is the comparison of different components of inequality,
hence it is very easy to check the robustness of three different inequality approaches

(consumption, income and gross income).
3.3.2 Independent Variables

As the variable of interest is globalization, hence, we used five variables as a proxy of
globalization (overall globalization, economic globalization, trade openness, average
tariff rate and effective tariff rate). Along with globalization, this study also use other
control variables like real GDP per capita, dependency ratio, inflation, human capital

and government size, which discuss in detail in the upcoming section.
3.3.3 Overall Globalization (OGit)

Among explanatory variables, the variable of interest is globalization which defines as,
“the integration of regional and national economies across the boarders through
economic, political, social and cultural changes, and with the exchange of goods,
services and capital with rest of the world economies”. The index of overall globalization
is the sub-index of economic, social and political globalization.” Bergh and Nilsson
(2010) analysed that, the political and social globalizations both have none theoretically

robust impact on the distribution of income. We collect the data from the secondary

7 The detailed list of all variable in Dreher et al. (2008)
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relatively better measure of openness then TOPEN;, because, the trade ratio is highly
correlated with exchange rate, technological innovation and macroeconomic
fluctuations, data of average tariff rate is taken from World Development' Indicators

(World Bank).’
3.3.7 Effective Tariff Rate (ETRui)

Effective Tariff Rate (ETRi) is the ratio of tariff revenue to total imports (Kanbur and

. Zhang, 2005), which measures complete pattern of productivity in each industry. In

addition, it measures the overall effect of tariffs on value added per unit of output in each
industry, when both intermediate and final goods are imported. The data is taken from

World Development Indicator (WDI), of the World Bank.

3.3.8 Economic Growth (PCGDPi)

-

Along with globalization, we choose a set of control Variables, keeping in view its
importance, as an income distribution determinant, and its potential in the affecting of
income distribution response of globalization. In control variables, we have economic

growth that varies both overtime and across countries.

Economic growth is defined as, “the percentage change in a country’s GDP over the
period”. A number of studies have investigated a significant and positive relationship
between economic growth and income inequality. They argued that, the benefits of an
increase in economic growth cannot receive by larger segments of the population. In
most of the developing economies, economic growth stimulates income gap between
rich and poor peoples (Bour@i@on, 1981; Li and Zou, 1998; Forbes, 2000).

Furthermore, several studies explored a negative relationship between per capita GDP

http://econ.worldbank.org/WBSITE/EXTERNAL/EXTDEC/EXTRESEARCH/0,,contentMDK:21051 044-
pagePK:64214825-piPK:64214943-theSitePK:469382,00.html
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and income inequality (Persson and Tabellini, 1994; Glomm and Kaganovich, 2008). In
this study, we use growth per capita real GDP instead of level of per capita real GDP, as
it is highly correlated with inflation and financial development (Ang, 2010). The data is

taken from World Development Indicator (WDI), of the World Bank.
3.3.9 Dependency Ratio (ADRi)

Our next explanatory variable is dependency ratio, which includes the number of
population age is younger than 15 yearé and its age is above 65 years. Population
younger than 15 and above 65 is taken as a percentage of working age population.
Dependency ratio also varies both overtime, and across countries. As, an increase in the
dependency ratio positively .affect income inequality (Bergh and Nilsson, 2010).
Similarly, Szekely and Mendoza (2016) concluded that, a reduction in population
dependency ratio is significant to decline income inequality in case of developing

countries. Some of the existing studies used this proxy, for instance (Dreher et al. 2008;

' Bergh and Nilsson, 2010; Jaumotte et al. 2013). This study use proxy of age dependency

ratio as a percentage of working age population. The data is taken from World

Development Indicator (WDI), of the World Bank.
3.3.10 Inflation (INFi)

Inflation can be defined as the persistence and continued increase in the gen.eral price
level over the period of time. A received literature Cutler and Katz (1992), and Clarke
et al. (2006) signifies the positive impacts of inflation rate on income inequality, and
argued that higher inflation may decline real wages' as a result employment opportunity
is created, which affect income inequality. We used GDP deflator as a proxy of inflation,

the data is taken from (WDI), of the World Bank.
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