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Abstract

The relationship between income inequality and capital account openness is empirically investigated in this study, where macroeconomic 
variables have opposing effects. Panel data used in the study from the KAOPEN Index and World Bank consists of 28 Asian countries 
and has been examined; it contains annual observations from 1970 to 2018. The data is examined using a random-effect model based on 
GMM estimates. Income inequality and capital account openness are positively and significantly related, according to our findings. Overall, 
the findings imply that increasing income gaps reduced capital investment in nations with large discrepancies. The growing economic 
discrepancy is being caused by the rich’s increasing income share at the expense of the poor. In Asia, inward capital account openness 
exacerbates income inequality, while outward capital account openness exacerbates it. As a result, income inequality slows economic 
growth, leading to inflation, unemployment, and increased government spending in several Asian countries. Our control factors, GDP, and 
other secondary school enrolments, all had a statistically significant negative relationship with income inequality. Income disparity has 
a positive and statistically significant association with government spending, inflation, population, trade openness, and unemployment. 
Income disparity has a negative association with capital account openness, gross domestic product, and secondary school enrollment.
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economic globalization. Through technology innovation 
and transfer, resource allocation, capital flows, and capital 
accumulation, financial integration is projected to boost 
economic growth. Financial integration has three effects on 
economic growth (i) financial integration increases trade 
among countries, affecting economic growth. (ii) More 
financial integration increases productivity growth, 
increasing economic growth. (iii) Through foreign direct 
investment, a country’s volume of capital and economic 
growth increases. Capital account openness is currently one 
of the top debated topics for policymakers globally. How 
to liberalize a capital account?  To what extent a nation, 
especially in Asian countries, can open its capital account? 
Thus, many researchers found interesting answers.

Rapid financial and economic integration recorded 
income inequality in many countries. Gini coefficient for 
countries shows that since 1980 income inequality has risen 
in high-income and middle-income countries. Slow economic 
growth and economic inefficiencies are often linked with 
income inequality. The financial liberation and development 
increase financial market integration, capital account 
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1. Introduction

Rapid economic globalization has been observed over 
the last three decades. Financial integration among many 
countries is changing the sector of finance as a result of rapid 
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openness, and foreign bank ownership in host countries. 
The liberalization and integration widen the income inequality 
gap across countries in the same period. The capital account 
liberalization increases the Gini coefficient in advanced and 
developing market economies and much more in emerging 
economies. There are two reasons; first, capital liberalization 
increases income inequality; second, capital liberalization 
is the mean of capital volatility. Second, in reality, capital 
account liberalization favors the rich to have more access to 
capital (Furceri & Loungani, 2018).

Some researchers examined the impact of financial 
liberalization on income inequality (de Haan & Sturm, 
2017; Jung & KIim, 2018). The hypothesis of Kuznets 
(1955) noted that economic development and income 
inequality have a nonlinear relationship at the beginning 
of financial development; the gap of income inequality 
increases when the country reaches a steady situation, 
then the income inequality gap starts to decrease. Kuznets 
presumes an inverse-U shape relationship of income 
inequality and GDP per capita. Piketty and Saez (2003) 
suggested that income inequality has risen in most 
developed economies during the economic development 
process since the 1970s. The study evaluated how capital 
account openness and economic growth affect income 
inequality in Asian economies? What is the correlation 
between the dependent and independent variables?

Compared to the broad swathe of research on the effects 
of capital account openness on economic development 
and financial uncertainty, the distributional ramifications 
have received much less attention. The simultaneous rise 
in income inequality and capital account openness has 
emerged as a significant phenomenon in recent decades. 
A cursory examination of capital account openness and 
income inequalities patterns shows a meaningful positive 
relationship. Results suggest that income inequality marches 
in lockstep with capital account openness in Asia from 1970 
to 2018, with a positive correlation. Simultaneously, capital 
account liberalization significantly impacts income disparity. 

The remainder of the research is structured as follows. 
Section 2 examines the pertinent literature. The data and 
variables and econometric model construction used in this 
analysis are described in Section 3. The estimated findings 
and interpretation are presented in Section 4. Section 5 is 
about the conclusion.

2. Literature Review

2.1. Financial Openness and Economic Growth

Financial openness and economic integration lead 
to capital accumulation, productivity growth, and trade, 
affecting growth. Economic integration and financial 
liberalization increase foreign direct investment (FDI) and 

research and development, stimulating growth. Moreover, 
openness to capital account affects economic growth in two 
ways. First, external saving, economies with more capital 
account liberalization are more funds to finance their deficits 
in current accounts and enhance external saving. Second, 
countries reduce restrictions on capital flow and increase 
productivity (Edwards, 2001). The endogenous growth 
model study concluded that economic integration improves 
foreign direct investment, research, and development in the 
industrial sector and increases world growth. The results 
suggest a positive link between FDI flow and economic 
growth has not inferred any causal link; instead, both 
respond endogenously to economic integration (Gao, 2005). 
By financial liberalization, countries get “potential collateral 
benefits” important for developing financial markets, 
institutions, governance, and macroeconomic factors. 

Theoretical literature reveals the role of financial 
liberalization in the economies’ economic growth and 
development process. Some emerging economies have 
made fast progress in the financial integration process in 
the last few decades. Financial integration has the property 
to encourage capital allocation, production specialization, 
international consumption risk-sharing, and economic 
growth (Gehringer, 2015; Saafi et al., 2016). Moreover, 
financial liberalization increases productivity factors 
through better efficiency in resource allocation and free 
access to investment opportunities, which lead to improving 
economic growth (Gehringer, 2013). Besides, by increasing 
competition and the import of financial services, financial 
integration speeds up the development and operations of 
the domestic financial sector and promotes more investment 
and growth. 

Some researchers found an insignificant or negative 
effect of financial liberalization and financial distress 
on economic growth (Ben Naceur et al., 2007; Narayan 
& Narayan, 2013). (RATNAWATI, 2020) All factors of 
financial stability have a substantial impact on economic 
growth, poverty, income inequality, and financial stability 
at the same time. However, in some Asian countries, the 
partial impact of the financial inclusion factors on economic 
growth, poverty reduction, income inequality, and financial 
stability has not been optimal.

Researchers have closely examined the nexus of 
financial liberalization and economic growth through 
empirical and theoretical studies. The mixed results of 
these researches make the nexus of financial liberation and 
economic development more controversial and ambiguous 
(Bekaert et al., 2005). De Nicolò and Juvenal (2014) 
documented the positive effect of capital account openness 
on economic growth. Bumann et al. (2013), Rodrik (1998), 
Ahmed (2011, 2016), and Eichengreen and Leblang (2003) 
concluded the insignificant negative effect of financial 
integration on economic growth.
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2.2. Financial Openness and Income Inequality 

The contribution of financial openness in economic 
growth is well defined and understandable through various 
research studies. However, the relationship between 
financial liberalization and income distribution is still a 
new and exploring area. Research theories have mixed 
results some literature theories predict an inverted – U shape 
the relationship of financial liberalization and income 
inequality; however, some estimate a linear relationship. 
Galor and Moav (2004) confirmed a linear relationship 
between financial liberalization and income inequality. More 
financial development removes the credit restrictions, which 
benefits low-income groups through human resource and 
capital accumulation channels (Bumann & Lensink, 2016).  
Empirical results showed that capital account liberalization 
reduces income inequality of economies with the financial 
sector depth level. However, the theoretical model suggests 
that financial liberalization improves banking efficiency and 
reduces borrowing costs. The financial market keeps the 
equilibrium; there is an upward moment in deposit rates and 
affects the income of savers and investors, which reduces 
income inequality.

Contradictory results on the financial-inequality relation-
ship; empirical research proposes that financial develop-
ment positively impacts poverty reduction and inequality 
(Beck et al., 2007). Increasing private credit can positively 
lead the economic growth for the lower-income groups and 
decrease income inequality, negating the. Therefore, these 
studies explored the one-dimension ratio of private credit 
to GDP as a degree of financial development. This indictor 
explains only one side of economic development: financial 
system deepening while ignoring the financial efficiency 
and stability.

Claessens and Perotti (2007) and Demirgüç-Kunt 
and Levine (2008) investigated different dimensions 
of financial development and noted the significance of 
financial openness in reducing poverty and inequality. 
Nguyen et al. (2020) used the financial liberalization index 
to cover the capital account liberalization aspects and found 
that financial openness and international integration affect 
income inequality in three ways: first economic growth, 
second access to credit, and third financial services; and 
financial crises. Ang (2010) examined that due to removal 
of restrictions from foreign direct investment, interest rate 
ceiling, capital account liberalization, and stock market 
liberalization. Increased capital inflow and investment 
in developing countries and technological development 
increased productivity, are pushing economic growth. 
Economic growth has a positive impact on regions, sectors, 
and productivity factors, which are sources of employment 
for the poor segments of society. It enhanced the financial 
resources to improve the poorer and raise public spending 

and transfers. Batuo and Asongu (2015) assumed that least 
developed countries have low-interest rates due to their 
administrative setup, which slows the economic growth rate 
and reduces savings. Financial openness and liberalizing 
the interest rates can drive the poorer of society for savings 
and enhance the credit supply available in the economy to 
increase economic growth and reduce income inequality. 

Some financial inclusion provides more access to people 
to get finances on low borrowing costs to invest more and 
more in business (Ang, 2010). (Ali et al., 2021)Financial 
inclusion has a small but statistically significant negative 
influence on income inequality at the micro-level. In some 
countries, the macro-level index and all specific indices of 
financial inclusion do not affect income inequality. Bumann 
and Lensink (2016) stated that financial liberalization 
increases the bank’s efficiency and reduces borrowing costs. 
Economic market equilibrium occurs with a rising deposit 
rate, minimizing the gap between deposits and interest rates. 
It benefited both savers and investors, narrowing the gap 
of income inequality. The level of economic development 
determines financial liberalization’s distributional effect. 
At the beginning of the development process, high-income 
groups have access to financial services due to the fixed 
cost of financial services, causing more income inequality 
(Arestis & Caner, 2004). As the economy grows, access to 
financial services becomes easy and cheap to lower groups 
because human capital replaces physical capital as the main 
factor to stimulate growth. 

 Furceri and Loungani (2018) found that capital account 
openness harms income inequality; a more open domestic 
financial system may worsen income inequality in the short-
run and medium-run. A country’s economic development, 
financial inclusion, and financial crises are the three channels 
of financial openness that affect the income inequality of an 
economy, but job performance improves. Zhang and Naceur 
(2016) suggested that financial development help to reduce 
poverty and income inequality, while external financial 
openness has the opposite effect on the world economy. 
Inflation is found to have a negative impact on lower-income 
groups. Financial inequality is affected by economic growth, 
financial inclusion, and financial instability (Ang, 2010; 
Arestis & Caner, 2004). 

2.3. Capital Account Liberalization 

Capital account liberalization occurs when a country’s 
government decides to switch from a closed capital account 
regime, in which capital cannot freely travel internationally, 
to a liberalized capital account system, in which capital 
can freely enter and exit the country. Capital account 
liberalization and financial openness have a variety of 
effects on inequality, including the impact of capital account 
openness on risk-sharing, the impact of capital account 
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openness on the likelihood of financial crises, the impact 
of increased foreign direct investment on economies, and 
the impact of financial liberalization on the labor share of 
income.

Financial liberalization refers to the loosening 
of financial markets and institutions (Kaminsky & 
Schmukler, 2008). Financial liberalization entails reducing 
the govern-ment’s interventionist role and enhancing the 
influence of financial markets. Inequality has risen in 
developed, emerging, and developing countries, with no 
consistent causes identified in research investigations. 
The most important factor affecting income inequality 
around the world is financial liberalization. Financial 
openness elevates the role of financial markets and 
reduces government intervention in financial markets 
and institutions. Delis et al. (2014) and Li and Yu (2014) 
analyzed that financial openness has an essential role in 
reducing income inequality. Jaumotte and Osorio (2015) 
and Zhang and Naceur (2016) examined that financial 
liberalization is harmful to the income inequality between 
the rich and poor. Capital account openness increases 
income inequality. They link the impact of financial 
openness to economic progress at the country level (Furceri 
& Loungani, 2018). Income equality is harmed by capital 
account openness combined with a high level of financial 
depth. The theoretical model argues that financial exposure 
improves bank performance, lowers borrowing costs, and 
raises the bank deposit rate, allowing low-income people 
to save more and reduce income disparity (Bumann & 
Lensink, 2016). According to Li and Su (2019), capital 
account liberalization widens the income disparity in 

emerging economies. Liberalization of the inside capital 
account causes more income distortion than liberalization 
of the outward capital account. 

3. Research Methodology

This study discusses income inequalities, capital account 
openness, economic growth, and control variables. We have 
analyzed 28 Asian countries. The collection of data is 
principally from secondary sources from the World Bank. 
It contains GDP per capita, government expenditures, total 
population, Education (school enrollment secondary), trade 
openness, inflation, and unemployment. We have measured 
the capital account openness using the KAOPEN index 2008 
by china.

Moreover, the most conventional measure of income 
inequality is the Gini coefficient is used in this study. A Gini 
coefficient ranges from 0 to 100, with 0 representing perfect 
equality and 100 representing perfect inequality. The Gini 
coefficients used in this study are taken from the Estimated 
Household Income Inequality (EHII) database compiled by 
the University of Texas Inequality Project (UTIP). We picked 
the EHII dataset for Gini coefficient datasets measures. 
Income inequality is measured by gross income Gini (as 
employed by, for example, (Bumann & Lensink, 2016; de 
Haan et al., 2017; Li & Yu, 2014; Li & Su, 2019). The time 
frame of this study is from 1971 to 2018, primarily focused 
on data availability. Thus, the projected model is itemized as 
source data collected from the World Bank organized by the 
author. Below, Table 1 displays the measurement and details 
of the variables.

Table 1: Variables Details and Data Resources

Variables Symbols Description Data Resources

Dependent Variable

Income Inequalities II A Gini coefficient ranges from 0 to 100, with 
0 representing perfect equality and 100 
representing perfect inequality

EHII

Independent Variables

Capital Account Openness CAO KAOPEN Index Chinn and Ito database
GDP per capita GDPP GDP per capita growth % annual WDI World bank
Government expenditure GE Government expenditure on Education % of GDP WDI World bank
Total Population TP Population Total WDI World bank
School Enrollment Secondary SES School Enrollment Secondary % gross WDI World bank
Trade Openness TRO Trade Openness WDI World bank
Inflation INF Inflation Consumer price (% annual) WDI World bank
Unemployment UNP Unemployment, male (% od make labor force) 

(National estimation)
WDI World bank
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3.1. Model Construction 

This research adopts the stochastic influence of regression 
on the income inequalities, capital account openness, and 
economic growth model paradigm. The model equation is 
defined below.

 II = f (CAOit, GDPit, CONTRit,) (1)

 II =  f (CAOit, GDPit, Σit GE, TP, SES,  
TRO, INF, UNP) (2)

Secondary data used in this research and sets are 
derived from multiple sources. Income Inequalities (II) are 
the dependent variable, and independent variables include 
capital account openness (CAO) and the gross domestic 
product per capita (GDPP). Other control variables include 
government expenditures on education, total population, 
school enrollment secondary, trade openness, inflation, and 
unemployment. The variables are converted into a natural 
per capita logarithm method.

IIit = β1 + β2CAOit + β3GDPpit + β4CONTit + µit (3)

 IIit =  β1 + β2CAOit + β3GDPpit + β4 Σit + GE  
+ TP + SES + TRO + INF + UNP + µit (4)

Where β0 are coefficients of dependent variables, ε is 
an error term with a standard distribution, i.e., zero mean 
and constant variance, I denote cross-section, and t denotes 
time panel. Income inequalities (A Gini coefficient ranges 
from 0 to 100 with 0 representing perfect equality and 100 
representing perfect inequality.), capital account openness 
(KAOPEN Index), economic growth (GDP per capita), and 
control variables measurement are depicted in above table 
one. The panel data period is 1971–2018 and extracted from 
World Income Inequality Database, KAOPEN index, and 
World development indicators (WDI) online available on  
the World Bank’s website.

3.2. Panel Unit Root Test

For all chosen variables, the panel unit root tests have 
been performed. The test guarantees that the panel data is 
not vulnerable to spurious regression. The main reason for 
the panel unit root test is to overcome the common influence 
problem while ADF and Im, Pesaran, and Shin W-stat are 
used. The estimate’s dependability may be interrogated, as 
the intense power of the unit root test in series-time and 
panel experiments is less than 50 (Hausman, 1978; Yair 
Mundlak, 1978). Panel unit root test can solve this issue as 
it has more influence and standard asymptotic distribution. 
Consistent suggestions ought to be given by the assessment. 

Besides, as reported by Levin et al. (2002), the test is more 
effective associated with the unit root test panel data. These 
approaches have been widely used. Equation of Unit root 
test is as: 

  
� � �� � � � � �� � ��y x T xit it i it i ijj

n
it j it� � � �1 1  (5)

Where, Øit, xit, ρi, Δ, Τ, and εit symbolize the intercept, the 
analysis variables, the difference operator, the period, and 
the disorder term correspondingly. This second-generation 
unit root test is commonly used in the literature as unit root 
analysis based on first-generation methods yields inaccurate 
conclusions.

3.3. Panel Estimation

The estimator PMG should have a short-run estimate to be 
heterogeneous, considering the intercept, change speediness, 
and error update. For long runs, the slope coefficient is 
constrained to be homogeneous. The advantage of using 
the ARDL methodology is that long-run relationships are 
more accurate and consistent. It does, however, permit the 
expression that is an error correction and its coefficient to be 
less than two and negative. The important assumption is that 
precision is required in the calculation and that there should 
be no serial correlation in the residual error correction 
model, ensuring exogenous explanatory variables. Both the  
dependent (p) and autonomous (q) variables’ lags (p, q) 
have been added. The requirements are attainable. This 
method necessitates huge sizes of T and N, with T having 
to be greater than N. The number of N countries is close to 
20–30 (Pesaran et al., 1999). The second estimator is MG, 
which was implemented by (Pesaran & Smith, 1995). The 
estimator is helpful since it performs various regressions for 
each country and constant. PMG will vary to some degree, 
and it will not be limited to estimator steps. It may produce 
different and heterogeneous coefficients for a single country 
in both random and fixed processes. It decreases the speed 
shift, making the short-run coefficient comparable, and 
allows for a specific panel coefficient.

GMM Estimation

 IIit = β1 + β2CAOit + β3GDPpit + β4CONTit + µit (6)

β1i = β1 + εi (7)

Random Effect Estimation

 IIit = β1 + β2CAOit + β3GDPpit + β4CONTit + ωit (8)

ωi = µit + εi (9)
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4. Results and Discussions

4.1. Descriptive Statistics 

Table 2 postulates the conclusions of descriptive 
statistics. These statistics are employed for demonstrating 
the complete explanation of the used dataset in detail. 
From table two, it has been shown that the average income 
inequality is 42.597, while the lowest and most significant 
values are 30.700 and the maximum is 52.000, respectively. 
Capital account openness average value is 0.466 with a 
minimum and maximum 0 and 1 Gini coefficient. The 
value of GDP per capita is 3.250, with 12.88 and –8.741 
being the importance range. The government expenditure 
on education is noted as 3.788 with 8.018 and 0.998. The 
inflation is about 13.752, with 373.21 and –2.983. Secondary 
school enrollment recoded 71.744, with 107.248 and 16.538 
percent. The total population is 79275608 with 1.27E+09 
and 753334. Simultaneously, the average trade openness 
is 30.730, with 342.133 and –2462.025. The standard 
unemployment rate is 4.996, with 13.25 and 0.140. They are 
registered, respectively.

4.2. Coefficient of Correlation

Table 3 demonstrates the pairwise relationships between 
the regressor variables, namely, income disparities, and the 
repressors, namely, capital account openness, GDP per capita, 
and Control variables. Wealth disparities show a strong and 
statistically significant link with independent variables rather 
than GDP per capita, according to paired analyses. It shows 
how increasing capital account openness has a major impact 
on income inequality. Increasing income inequality, on the 

other hand, has a negative influence on GDP per capita. 
Many factors have large positive and negative effects, which 
are consistent with economic models and suit the theory. 
Many factors have significant positive and negative impacts 
consistent with economic models and fit the theory. 

4.3. Unit Root Test 

The results of two commonly used unit root metrics 
are presented in Table 4. It is necessary to examine each 
variable’s unit root before applying the ARDL model. The 
variables considered are not stationary at I(2); otherwise, 
the data would point to adverse outcomes. The unit root 
(nonstationary) is the underlying series, according to the null 
hypothesis of Im, Pesaran, and Shin (IPS) and ADF - Fisher 
Chi-square tests. These tests show that some parameters, 
such as GDP per capita, inflation, total population, and trade 
openness, have a unit root, whereas others do not. For income 
equality, capital account openness, government education 
spending, secondary school enrolment, and unemployment 
at the first difference, there is no root unit. Both variables 
are genuine, according to the Harris-Tzavalis conclusions, 
which are based on a unit root test. While no unit root is at 
I(0), income equality, capital account openness, government 
expenditure on education, secondary school enrolment, and 
unemployment all have level stationary at I(0). At the same 
time, GDP per capita, inflation, total population, and trade 
openness are all at the same level (I)(0). 

4.4. GMM Estimations

The GMM estimator tests the robustness of our variables, 
and Table 5 presents all the data. In contrast to the one-step 

Table 2: Descriptive Statistics 

II CAO GDPP GE INF SES TP TRO UNP

Mean 42.59796 0.466009 3.502598 3.788372 13.75227 71.74495 79275608 30.73057 4.996041
Median 44.00000 0.416537 3.474869 3.424830 6.212678 80.19281 46401754 34.52889 4.160000
Maximum 52.00000 1.000000 12.88444 8.018370 373.2157 107.2485 1.27E+09 342.1339 13.25000
Minimum 30.70000 0.000000 –8.741676 0.998550 –2.983139 16.53872 753334.0 –2462.025 0.140000
Std. Dev. 5.270646 0.296804 3.546884 1.517396 35.99675 24.90832 1.55E+08 243.4322 3.166391
Skewness –0.544584 0.673601 –0.269303 0.736068 7.053318 –0.716300 5.913778 –8.664233 0.663428
Kurtosis 2.482959 2.200607 4.059835 2.771804 61.64939 2.436522 42.28322 86.17945 2.539533
Jarque-Bera 14.83902 25.05109 14.42790 22.65490 37145.55 24.19222 17181.27 73694.95 20.13671
Probability 0.000599 0.000004 0.000736 0.000012 0.000000 0.000006 0.000000 0.000000 0.000042
Sum 10436.50 114.1723 858.1366 928.1512 3369.306 17577.51 1.94E+10 7528.990 1224.030
Sum Sq. Dev. 6778.249 21.49459 3069.615 561.8080 316167.0 151383.6 5.89E+18 14459254 2446.351
Observations 245 245 245 245 245 245 245 245 245
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openness enhances income inequalities in Asia countries. 
More specifically, a one percent increase in capital 
account openness increases the income inequalities by 
6.722 percent. In the case of GDP per capita, it negatively 
impacts income inequalities, which demonstrates II 
reducing the economic growth in Asian countries. One 
percent decrease in GDP per capita increases income 
inequality by 0.235 percent and assumes that all elements 
are constant. In contrast, all control variables except SES 
show a significant positive relationship with income 
inequality, whereas SES indicates a meaningful negative 
relationship with income inequality. More precisely, GE, 
INF, TP, TRO, and UNP increase the income inequality 
in Asian countries, and However, SES expansion in these 
nations will reduce the income inequality.

Table 3: Coefficient of Correlation

Co-Relation II CAO GDPP GE INF SES TP TRO UNP

II 1
CAO 0.418 1
GDPP –0.249 –0.117 1
GE 0.349 0.290 –0.194 1
INF 0.047 –0.168 –0.16 0.244 1
SES 0.263 0.439 –0.1 0.525 0.054 1
TP 0.039 –0.223 0.055 –0.214 –0.061 –0.23 1
TRO 0.012 0.060 0.129 –0.083 0.007 –0.015 0 1
UNP 0.193 0.176 –0.207 0.334 0.061 0.443 –0.158 –0.22 1

Table 4: Unit Root Test Results 

Variables

Im, Pesaran and Shin W-stat ADF - Fisher Chi-square

ResultsLevel First Difference Level First Difference

T-stat P-value T-stat P-value T-stat P-value T-stat P-value

II 53.043 0.5875 227.844 0.0000 47.051 0.7971 134.768 0.0000 I(1)
CAO 46.285 0.3781 1072.44 0.0000 45.957 0.3911 453.357 0.0000 I(1)
GDPP 415.143 0.0000 245.291 0.0000 I(0)
GE 25.055 0.999 502.212 0.0000 21.897 0.998 299.578 0.0000 I(1)
INF 231.721 0.0000 197.178 0.0000 I(0)
SES 15.774 1.000 339.580 0.0000 13.356 1.000 199.520 0.0000 I(1)
TP 0.032 1.000 198.850 0.0000 I(0)
TRO 163.080 0.0000 125.400 0.0000 I(0)
UNP 62.132 0.023 500.652 0.0000 42.987 0.428 266.732 0.0000 I(1)

system GMM, it is generally accepted that two-step GMM 
results are robust. Besides, instruments are structured in the 
system GMM by busing both degree and first difference 
equations. This technique provides detailed sample size 
information and enlarges the number of instruments. Even 
in the presence of endogenous regressors, the efficiency 
of a two-step GMM method allows for initial conditions 
to be informative and appropriate. Finally, Hansen J-test 
and second-order autocorrelation tests are used to analyze 
the instrument’s quality based on equations of level and 
difference and validity of over-identification constraint, 
respectively.

Two-step system GMM results demonstrate that capital 
account openness has a significant positive relationship 
with income inequalities, illustrating that capital account 
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4.5. Hausman Test

The results of the Hausman test in Table 6 below show a 
probability value of greater than 5%, allowing us to firmly 
establish the random effect model’s application. After the 
Hausman test validation of the model specification, the study 
proceeded with the panel’s random effect regression and 
presented the findings; the findings are described in table 
six. The findings revealed that rising income disparities had 
a positive and significant impact on capital account openness 
while having a negative impact on GDP per capita in the 
sample nations. The capital account openness proxy variables 
grew by 3.029 percent (GDP per capita), 0.028 percent, as 
though income inequality increased by 1%. Furthermore, 
three control factors (government education spending, total 
population, and unemployment) have a positive impact on 
the rest of the variables while having a negative impact on 
the regressors.

4.6. Panel Random Effect Estimation

Income inequalities had a positive and significant effect 
on capital account openness, according to Table 7. It was 
calculated that a 1% increase in income disparities may 
raise capital account openness to 3.029 percent and have 
a considerable influence on GDP per capita. In the Asian 
countries studied, economic disparities have a positive 
impact on government spending on education, population, 
and unemployment. Inflation, school enrolment, and trade 
openness are all negatively affected, with –0.006272, 
–0.010941, and –0.000118, respectively.

Surprisingly, the results presented in table seven reflect the 
theoretical predictions made earlier in the study: Especially, 

Income equalities impact positively, and significantly that is 
desired result as per the above hypothesis. 

5. Conclusion

Financial globalization plays a key role in generating a 
number of co-benefits that help countries achieve long-term 
growth. It’s unclear whether these economic benefits are 
distributed equally across the population. Over the previous 
three decades, income inequality has risen in most countries 
and regions, and this era coincided with increasing financial 
integration.

The impact of capital account openness on income 
inequality in Asia is investigated in this study. We find 
that capital account openness is connected to a statistically 
significant and sustained increase in income inequality 
using the panel fixed-effect model for 149 counties using 
data from 1970 to 2018. We find that a one percent rise in 
capital account openness leads to a 3.029 percent increase 
in the Gini measure of income inequality on average. 
Second, the type and direction of capital openness are 
critical. We also discovered that nations with developed 
financial systems and open capital accounts for inclusion 
have a lower impact on income disparity. Inward capital 
account openness widens the gap in income inequality 
more than outward capital account openness, and equal 

Table 5: GMM Estimator Results  

Variables Coefficient Std. Error t-statistic Prob.  

CAO 6.722721 1.141922 5.887197 0.0000***
GDPP –0.235096 0.085455 –2.751128 0.0064***
GE 0.827417 0.237427 3.484932 0.0006***
INF 0.005302 0.008665 0.611952 0.5412
SES –0.006533 0.015483 –0.421909 0.6735
TP 6.42E-09 1.94E-09 3.308348 0.0011***
TRO 0.000945 0.001232 0.766835 0.4439
UNP 0.108925 0.106502 1.02275 0.3075
C 36.4676 1.126805 32.36372 0.000
R-squared 0.29539
Adjusted R-squared 0.271504

Star *, **, *** shows the significant level of variables at less than 1, 5, and 10 percent.

Table 6: Hausman Test Results

Test Summary Chi-Sq. 
Statistic

Chi-Sq. 
d.f. Prob. 

Cross-section random 7.166681 8 0.5188



Imran ULLAH, Fayaz Hussain TUNIO, Zia ULLLAH, Agha Amad NABI /  
Journal of Asian Finance, Economics and Business Vol 9 No 2 (2022) 0049–0059 57

market integration enriches the wealthy while undermining 
the poor. 

This finding does not rule out the possibility of countries 
opening financial accounts, but it does raise new concerns. 
Countries, where lowering inequality is a major policy aim, 
may need to develop liberalization policies and regulations 
that balance this concern with other factors.

The study presents the following policy suggestions: 
To attain better growth rates, governments should lower 
government spending on final consumption. To mitigate 
the negative effects of capital account liberalization, Asian 
countries must improve financial inclusion and financial 
institutions. 

Furthermore, Asian corporations must prioritize 
investment and invest more in human capital, as both appear 
to accelerate economic growth.

Different times and evaluating changes in inequality 
could widen the study and give additional light on the 
impact on growth. Finally, further research is needed to 
better understand the influence of regional disparity on local 
economic growth.
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