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	Abstract

In this thesis the effects of globalisation on the income distribution is studied for 9 emerging economies in comparison with 9 non-OECD countries and 5 OECD countries for the period 1980-2009. The results of the cross-country analysis showed that the factors determining globalisation (e.g. trade/GDP and FDI) have overall non-significant effect on the level of inequality. Furthermore, the control variables; female participation rate has a significant inequality decreasing effect in the emerging economies, and non-significant effect in the OECD countries and non-OECD countries. Education has a significant inequality decreasing effect in the emerging economies contrary to the other group of countries. The unemployment rate and the GDP per capita have both inequality increasing effect in the emerging economies, and non-significant effect in the OECD countries, and non-OECD countries. The results of the GDP per capita are consistent with the Kuznets theory.
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Introduction

The variables enabling the developing countries to grow at a relatively higher pace and to achieve higher levels of income may also be behind some of the challenges faced by those countries. The increase in the level of income inequality is one of the modern day’s challenges and is addressed extensively by the leading scholar – one of the latest ones is the book by Joseph Stiglitz “The price of inequality”. The higher level of income inequality has a negative impact on the health of the economies and is perceived responsible for much of the social troubles e.g. higher unemployment, higher corruption, more dissatisfied and uneducated labour force (Pickett and Wilkinson, 2010). So even when the emerging economies have been growing and are still growing, it is very helpful for them to watch over the factors pushing the level of inequality higher, since it can impede the economic growth and cost the society dearly.

The intention behind writing this thesis is to shed some light on these factors affecting the level of inequality. Research in this area is essential especially for the developing countries, where the governmental income redistributive policies are not fully in place. Properly functioning income redistributive policies are a condition according to Harrison (2006) for the least earners to benefit from trade. This kind of research can help emerging economies and the developing countries to tackle the problems associated with a higher level of income inequality.

The economic growth in the emerging economies and the developing countries economy is to a large extent, attributed to the higher level of trade openness. Since trade is thought to contribute greatly to the economic growth of developing nations, it is relevant to find out more what it does to the level of income inequality.

So the question this thesis intends to deal with is: To what extent and in what ways does trade openness affect the change in the level of income inequality in the sample of nations?

This research question is further elaborated on in the section about the literature. 

This thesis is divided into a number of sections, before a conclusion is drawn in the last section. In the first section a theoretical framework is drawn about globalisation followed by the literature regarding the distribution of income, The third section looks at the trends in globalisation and the fourth part deals with the empirical findings. In the final section a conclusion is drawn based on the previous sections.
1.Theoretical framework

To explain the mechanisms behind the international free trade and its effect on the income distribution the standard neoclassical model of Stolper – Sameulson (1941) is used. There are two production factors (labour and capital), two nations, and two finished goods
The framework conducted by Stolper – Samuelson (1941) applies neoclassical model. There are two production factors (labour and capital), two nations, and two finished goods.
Based on the findings of S-S theory one would expect that the removal of trade barriers would result in a decrease in poverty and income inequality for all the trading nations. 
Stolper – Samuelson gives the next outcome:

A rise in the price of the finished good raises the compensation for the production factor used exhaustively in the manufacturing of that manufactured good relative to the compensation to the other production factor given that both products are manufactured.

The framework as written above assumes two countries with two production factors – one nation relatively rich in high skilled labour (developed nation) as oppose to the other one that is rich in low skilled labour (developing nation). The moment a developing country opens its market for international trade by lowering its tariffs, it has a positive influence on its abundant factor, which is low skilled labour. Once the tariffs are lowered, the price of the imported goods manufactured with high skill factor decreases, which has consequences for the high skilled workers. Now their wages will decrease, while the price of exported good manufactured with low skilled labour (that the exporting nation has in abundance) rises, which results in higher wages for the low skilled workers. Assuming that a considerable part of the labour population is low skilled, the income gap is likely to close. This results in a more equalized income distribution according to the Stolper – Samuelson theory. 
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chapter 2: Literature review

When the economic crisis started to hit the American financial markets in 2008, the rest of the OECD countries also started to show a slower or even a negative annual growth in the following year – an estimated annual negative growth of 3.8 percent.
 On the other hand the emerging markets led by India and China have shown a positive annual growth in this economic turmoil. This development of growth is common for the economies of these countries. Since the 1980’s they have had a steady annual growth rate.
 Dollar and Kraay (2004) attribute this movement to globalisation. “Globalisation reflects a state of affairs in which a country becomes more interconnected with the rest of the world.” Levitt (1983) and Bordo (2002). The interconnection mentioned by Levitt is mainly contributed by global operating firms, which are treating the world market and its consumers homogeneous to their domestic market. Bordo (2002) identifies globalisation as a merger of global market for products and services as well as for the product factors labour and capital. There are fewer barriers to move from one country to another and there is a higher level of trade between nations. Due to the merger of global financial markets, the economic crisis that started in the United States (has the highest inequality among the developed countries; J. Stiglitz (2012)) is even felt here in The Netherlands. Iceland had to default on its loans as a result of the crisis and Greece’s economic health went downhill. 
Even though these emerging economies are growing fast by removal of barriers, is their total population reaping these benefits or is the welfare increase in the hands of few elite groups? Has the income inequality in those countries been decreasing as the economy started to open up? There are extensive research regarding the globalisation subject, some conclude an increase in income inequality. For instance, Jaumotte et al (2008) and Baddeley (2006) provide evidence for this negative link between globalisation and income inequality. While others e.g. Bhalla S. (2002) and Sala-i-Martin (2002)) report a decrease in income inequality and globalisation. In the following part these different views will be treated. In addition to the main variables several other variables are included as control variables. These control variables are: education, female participation rate, and unemployment. Patents (applied by residents), and number of telephone lines available are also included as an indication of sort of technology due to unavailability of information regarding the Internet connections and research and development information.
2.1 The Kuznets curve

The economist Simon Kuznets developed the Kuznets curve, which was first introduced in his article Economic Growth And Income Equality (1955). In this article the economic growth and inequality of three developed countries is investigated and explained.

Simon Kuznets gives two main factors contributing to the long-term income distribution. The first main factor is savings. Higher income groups tend to save more. Nearly all the savings of the United States seemed to belong to only the top ten percent high-income group. The income inequality that arises from savings is also greater than the income inequality that is the result of income from wealth. This means that the richest part of the population and their future offspring can enjoy higher income shares as results of their savings. 

The other main factor is the industrialisation. The economic growth was characterised by more modern ways of production and shift away from agriculture. The income earned from the industrial sector is larger and more is being earned in the urban regions compared to the rural areas. The former rural residents were now more attracted to city area, where more manufacturing jobs are available. . The income inequality in the rural area is relatively of a lower level as compared to that in the urban areas.  

The new inhabitants of the urban areas; whether, they are immigrants or from the rural areas lack the advantages of the older residents in the urban regions, who possess capital and are capitalising on the new opportunities offered by the industrialisation. This raises the income inequality in the initial stage.

After time passes and the economic growth as a result of industrialisation reaches a steady state, the cities are now no longer flooded by past rural residents. Furthermore, the offspring or the next generation of the city inhabitants are now reaping from the improvement in the economic development. They have learned from the previous gained experience, the hardships they endured in the early stages as new comers, and the mistakes made while making the transfer to urban inhabitants. So the old low-income groups climb in the ladder of the economic progress. This lessens the variation income distribution among the residents. Moreover, the rise of the democratic civilization made the low-income class gain political control, which led to equalizing and protecting laws to offset the unpleasant consequences of the fast urbanisation. 
The more advanced stage of the economic growth had a tapering effect on the income distribution in the developed countries. Kuznets refers to this as the inverted U-shape. In the following the Kuznets curve is portrayed.


Figure 1: Kuznets inverted U
The subsequent figures illustrate the growth of the GDP per capita for the three different groups of countries.
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figure 2: GDP Growth Emerging economies | Source: WDI indicators, 2012
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 figure 3: GDP Growth oecd countries | Source: WDI indicators, 2012
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figure 4: GDP Growth non oecd countries | Source: WDI indicators, 2012

As can be seen in figure 3 the emerging economies (with the exception of Mexico
) show from the end of 1990 until 2009 a positive GDP growth. As mentioned earlier Dollar and Kraay (2004) provided evidence that trade liberalisation leads to economic growth and less income inequality, this applies for a large share of the emerging economies.

Figure 4 depicts a positive GDP growth in the OECD countries (with the exception of Denmark, 1980) from the 1980 until 2009.  According to the Kuznets theory countries in advanced stages of development show a relatively lower level of inequality. The OECD countries (countries in a developed stage of development) show this effect. Compared to the other two groups of countries the OECD group has the lowest level of Gini coefficient. (Figures 13, 14 and 15)

Figure 5 illustrates both negative and positive the GDP growth of the non-OECD group of countries. From the year 2000 till 2009 there is a positive GDP growth for the group except Kenya. This economic growth in 2000s was also at a higher level than the previous decades. The income inequality for these is at higher level than that of the OECD countries.

2.2. Trade as a percentage of the GDP

The aim of this thesis is to shed more light on the effects of trade openness (FDI, trade/gdp) on the level of the Gini coefficient, with a specific focus on the phase of economic progress the different countries are in. Trade openness does not have a static role in an economy’s growth. For example developing countries mostly export raw materials and import finished products Marrewijk, van (2007) and as the economy progresses the export-import combination of goods also changes. This change can have an effect on the distribution of income in a country. Looking at this matter for countries in different phases of progress can give an indication of the kind of role trade openness plays on the Gini coefficient. Along with some other control variables (see the section on data) the effect of trade openness on the Gini coefficient is looked into. Finding out more about this matter can help in designing policies to combat relative high levels of inequality. Pickett and Wilkinson (2010) warn about the social troubles associated with high levels of income inequality. In the last decades many countries became more open to world trade. The volumes of exports and imports increased noticeably. Some view this phenomenon as negative; due to more trade or opening the borders for foreign markets can make the domestic firms and workers weaker for instance outsourcing of labour, multinationals firms moving to countries with cheaper operating taxes. Others are more positive about the occurrence of free trade. It makes the domestic firms more competitive, more knowledge spillover, and more employment opportunities. 
Harrison (2006) points out that less developed countries, which open up for trade are more able to reduce poverty due to the their comparative advantage of cheaper labour force. However in order to fully benefit from trade, governmental institutions must implement properly functioning policies. 

In this thesis the groups of countries (non-OECD and emerging economies) possess relatively cheaper labour, so that is the channel through which they benefit from trade. One would expect a positive relationship between globalisation and inequality for these groups of countries.

Dollar and Kraay (2002) show evidence that the income of poorest 5th quintile of the population grows as much as the average mean income of the population. They conclude that when the public institutions, property rights and open markets are implemented correctly, the society as a whole will benefit, even the poorest. 

Another evidence of a negative relationship between inequality and growth is from a large panel of countries presented by Barro (2000). Inequality tends to slow down growth in developing nations, whereas inequality has the tendency to promote growth in wealthier countries.

Firebaugh and Goesling (2004) describe a decline in world income inequality by the introduction of industrialisation in rural areas of emerging economies (China and South Asia) where economic growth was low in comparisons to the richer areas in those countries. They also look at inequality between nations rather than within nations. 
Trade has no negative effect on income distribution in the low-income countries nor does it have in the developed countries. Exporting to developed countries was beneficial for the exporting developing countries (IMF, World Economic Overlook, 2007). 

In contrast to the results mentioned above Meschi and Vivarelli (2009) give a different outlook on the exports and imports between poor and rich nations. They conducted a panel analysis of 65 developing countries from 1980 to 1999. They conclude that the trade has deteriorated the inequality in the developing countries. They attributed this effect to the difference in technology and the lack of highly educated labour population. This effect does not hold for the middle-income countries. 

Based on the conflicting results of the studies mentioned one would expect different results depending on the stage of economic growth a country is in. It is anticipated for the emerging economies a positive link between globalisation and inequality. 
The following figures depict the development of trade openness for the different set of countries.

[image: image4.png]Trade/GDP

Trade openness non-OECD

~———Bahamas

Latvia
—Azerbaijen
=—Bulgaria
—Bangladesh
— Kenya

1980

1985

1990 1995 2000 2005 2010

Time

Ethiopia
~—Botswana
~Kazakhstan




 figure 5: trade openness non oecd countries | Source: WDI indicators, 2012
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 figure 6: trade openness oecd countries | Source: WDI indicators, 2012
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 figure 7: trade openness Emerging economies | Source: WDI indicators, 2012

As can be seen in figure 6  the trade openess for the non-OECD group sample (part of this group consists of former East bloc countries, these countries had plan economy in the eighties and they had many trade barriers in place)
 show fluctations in their trade. The OECD countries have a stable growth in trade. These were early on trade oriented
. 

The trade openness of the emerging economies depicted in figure 8 show slightly steady growth of the trade openess. Malaysia, Thailand and Philippines portray a higher growth from 1990 on.
2.3 Foreign Direct Investment (FDI)

“Foreign direct investment reflects the objective of obtaining a lasting interest by a resident entity in one economy (‘‘direct investor’’) in an entity resident in an economy other than that of the investor (‘‘direct investment enterprise’’). The lasting interest implies the existence of a long-term relationship between the direct investor and the enterprise and a significant degree of influence on the management of the enterprise. Direct investment involves both the initial transaction between the two entities and all subsequent capital transactions between them and among affiliated enterprises, both incorporated and unincorporated.” 

Many developing countries are putting various efforts to attract FDI inflows, with the intention to generate more employment. Another aspect is to simulate the domestic firms to become more efficient, by increasing the competition in the market. This would lead to more efficiency, competitiveness, and more investment in technological innovation. Moreover, the foreign affiliate firms would generate knowledge spill over. A great deal of research has been done on the effects of FDI on the hosting countries, and the results are ambiguous. In the section below, some of these studies will be treated.

Marin and Bell (2006) provide evidence that multinational firms settling in Argentina can convey know-how through two different channels in the host country. One method is the transmission from the mother firm to the daughter firm in the foreign country. The other way, which the host countries can profit from know-how of multinational companies, is the creation of knowledge by the domestic firms. Due to the entry of the multinationals in the domestic market of the host country domestic firms need to innovate in order to stay competitive.

X. Zhang and K.H. Zhang (2003) found out by looking at the impact of increased globalisation on regional inequality in China that globalisation has worsened the inequality within the country. Rural regions seem to reap less of the benefits of globalisation in comparisons to the urban regions. Trade openness as measured in this thesis is also a variable indicating the level of globalisation.

In countries where FDI is used to set up labour intensive industries, one would expect an increase in the average earnings of the labour force, which in itself can narrow down the gap in the income difference. But the way FDI is invested per country is dependent on the financial policies and thus the effect of FDI on the change in the level of inequality can vary per country or group of countries. For instance, countries, which attract FDI in labour intensive production sectors, are more likely to fully benefit from the increase in the FDI inflow. While other countries attracting FDI in non-labour intensive sectors tend to benefit less from the FDI inflows.
As stated above FDI does not only affect the direct earnings of the labour, but also the spill over which indirectly influences the productivity of labour. The increased productivity of labour can then in turn affect the average wages. In contrary to this, another research conducted by A. Atkinson (2003) shows that income distribution has significantly changed for the nine examined OECD countries. Especially the inequality in the United Kingdom has increased in the investigated years, however Atkinson shows that this change will continue in the future, since the income inequality has many different factors that determine it. It cannot be accounted to only one factor. This is can be explained by technology, low skilled labour intensive production is outsourced to the developing countries. So, low skilled workers the OECD countries are more likely to be replaced. This contributes to the distribution of income; major contribution on the increased income inequality in these countries is according the author the taxes and social policies introduced by the authorities.
Another study performed by Noorbakhsh et al (2001) finds empirical evidence showing that human capital is an important factor to attract FDI by the developing countries, and its importance is growing with time. The higher that the labour population is skilled and educated the better the chance is to attract MNC’s. They can benefit from skilled population who get paid less than their colleagues in the developed countries. 

Moreover, Yao and Wei (2007) provided prove that FDI improves the growth in China. They do state that the fact China takes the strategy towards export, instead of import substitution. This strategy enhances the growth of the economy.


Different studies show that in order to obtain all the benefits of the FDI inflow in the host countries there are several factors, which need to be functioning properly. Such as the well functioning of the local financial markets, Alfaro et al (2003) demonstrates for 20 OECD and 51 non-OECD countries economic growth due to FDI, when healthy financial markets are on place. The markets need to be able to handle the incoming capital flows in the long and the short term.


Borenztein et al (1998) argue on the other hand that technical diffusion
 is the main contributor to economic development. The more a developing country’s market can implement, and can adjust to the new technologies in its market, the higher the economic growth. Merely attracting FDI inflow is not the only attribute needed to fully collect the benefits of the incoming investment from aboard; the technological diffusion has an important role.


Edgardo et al (1999) demonstrate that corruption can impact investments negatively, especially when the corruption is not observable. In the Asian Paradox; high growth is observed, while there is high corruption, this is due to the fact that corruption there, is visible in the institutions, while in Least Developed Countries corruption is less visible, and thus does more harm to investments and growth. Even though the Asian countries are growing, at some point the availability of high corruption in any kind will stall the growth.
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 figure 8: fdi Growth Emerging economies | Source: WDI indicators, 2012
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 FIGURE 9: FDI GROWTH oecd countries | SOURCE: WDI INDICATORS, 2012
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 FIGURE 10: FDI GROWTH non oecd countries | SOURCE: WDI INDICATORS, 2012

From the figures above it can be seen that for all of the group countries that FDI has increased remarkably. The emerging economies show the largest increase in the FDI inflows. This illustrates the increasing interconnections between the countries around the globe.

2.4 The New Economic Geography
The New Economic Geography (NEG) Paul Krugman (1991) gives insight about the different activities in geographical spaces. It clarifies the formation of economic activities e.g. agglomerations. How is it possible that some cities like New York and London have their geographic and economic power? Why are some regions more productive and witness more economic activity whilst other regions are remote? How is it possible that a number of countries are world leaders regarding economic power and others can hardly feed their population? The NEG model gives insight in the explanation behind the large diversity of economic agglomerations and economic growth between regions. It enlightens the spatial economics by introducing the NEG model, which makes use of (the neoclassical growth theories) monopolistic competition with increasing return to scale. The NEG model introduces transportation costs. These costs are referred to as the iceberg costs (P. Samuelson, 1941). The iceberg costs can be explained by an illustration; If one wants to send one product to another region, one has to send more than one unit, because according this theory the excess amount of the units will melt in the process of the transportation.

Each manufacturing company makes a unique product; the other operating firms in the same market produce an imperfect substitute.

Furthermore, the NEG includes in the model the assumption that firms do not join power, they do not set prices level with each other. The manufacturing firms merely use workers for manufacturing. The other sector in the model is the agricultural sector. Another important assumption in the model is that the farmers, the employees in the agriculture sector cannot move from one region to another to change job. This stationary position of the farmers who are customers of as well as the agriculture product and the manufacturing products has a negative impact on the concentration of economic activities in one place. The agriculture sector produces a uniform product with constant returns to scale. The famers are uniformly divided between the different regions.

So to summarize the above model describes two regions, two production sectors, and two different inputs of labour (farmers and workers)
. To illustrate the process of concentration of large economic activities in one region, an example will be used. Let us assume there are two regions, called X and Y. A greater number of companies establish themselves in region X. As a result of the larger number of companies, there are more different products available. This means that the workers who are also the customers in region X have more selection of products at their reach than the workers in the region Y. Another outcome of this situation is that the real wages of the workers of region X increase; this stimulates the workers of region Y to transfer to work in region X. The more workers transfer from region Y to region X; it generates more customers and thus larger market. This encourages firms to locate in region X, due to the larger scale of the economies, and the absence of transportation costs. This means producing in region X provides relatively the highest profit for the firms. To the remaining inhabitants of region Y, the manufacturing products are available to import from region X.

The drivers behind the formation of concentration of economic activities in region X are the so-called forward linkages and the backward linkages. Forward linkages are the motivation of the employees of the manufacturing firms to get nearby the manufacturers of customers products. Backward linkages are the motivation for the manufacturers to reside where the market is larger.

If the forward linkages and the backward linkages exceed the effect of inability of the farmers to move from one region to another then the economic strength is no longer equally divided by the different regions, but all manufacturing companies are located at one region. This region is then the highly industrialised region, while the other region(s) are almost remote.

This is likely to take place only if the following conditions are met:
The cost of transportation of the non-agricultural products is small. Also there must be sufficiently diverse products in the market, and lastly the money spent on the non-agricultural products must be at a certain high level.

The NEG does give an insight to the matter of industrialised regions and the regions that fall behind, however it does not take all the main factors in consideration, factors like the natural setting of the geographical spaces, some people might just want to move to a place, for its beauty and its rustic. Others like to locate to a region because its laws (low taxes, less corruption).

Also the agglomerations can form negative backward linkages, like a lot of strain on the nature, infrastructure, and rising cost of properties (H. Friedrich- Eckey and R. Kosfeld, 2004).
Based on the NEG theory it is expected that the emerging economies would show more income inequality due to globalisation. The inequality increasing effect caused by this process is through the intensity of economic activity per region Zhang and Zhang (2010). In the OECD countries it is expected that regional inequality is not a significant contributor to the overall level of inequality, because urbanisation has reached advanced levels. For the non-OECD countries a negative effect on the level of inequality is expected, due to the fact that the developing countries trade more in natural resources with varying availability per region.
2.5 Unemployment

Björklund (1991) brings to the light the effect of unemployment on the income distribution for Sweden in the period 1975 till 1988. The higher the level of unemployment the more unequal the distribution one-person income is. 

Saunders (2002) provides strong evidence that unemployment enlarges the danger of falling into poverty and also adds to inequality. Another paper written by González and Menendez (2000) also provides evidence of the impact of unemployment on the income distribution for labour market in Argentina in the 90’s. They offer proof that the highest contributor to income inequality of Argentina was the unemployment. The biggest impact was on the female labour population. Moreover Martínez et al (2001) investigate the impact of unemployment on inequality and poverty in the OECD countries they make use of the Luxembourg Income Study (LIS) database. This data is easy to use because it is standardised and has general description framework. The variation in the levels of unemployment between the OECD members is large. This difference is mainly due to the variation in social security among the several OECD members. Overall the effect of unemployment on inequality and poverty is low due to the social security; nevertheless the unemployed population is at the highest chance to become poor.

Erksoy (1994) gives insight for the effects of higher unemployment on the income distribution in Canada for the period of 1981 till 1987. Erksoy arrives at the conclusion that households in the different levels of earnings lose more by the higher unemployment level. In spite of this the distribution among the high earners and low earners is due to the employment higher, the low-income groups suffer more under unemployment. The individuals, who were struggling already with their income, are hit the hardest by the lack of employment. In general the effect of unemployment on the income inequality is negative. Not only does the unemployment pushes the Gini coefficient up, but it also strikes the low income the hardest, so the distribution of income is even more uneven.
2.6 Education

An important factor, which has an impact on the level of income distribution, is education. The availability of education enhances the labour productivity. The level of wages in an economy is dependent on the labour productivity. One would expect that education enlarge the productivity in general, especially in developing countries. In this thesis it is chosen to include education as one of the control variables. As stated in the section about the data, the school enrolment for the tertiary level of education is taken as an indication of the investment in education. The return on investment in the case of education is not only a higher level of income. The reason behind this argument is that enhancing the level of productivity by education is not endless and so the first unit of education has relative more significance for the productivity than the one after. The lowest quintile of population earning the least is also characterised by a low level of education. Thus, more investment in education will increase the earnings of the low-income groups relatively more than that of groups having higher level of earnings (education).

The return on education in the developing countries works in two ways. Education can work inequality decreasing due to the labour productivity enhancing effect, but at the same time education is mostly not widely available in the developing countries. That is why in the case of developing countries education could result in more income inequality, as it serves only those who can afford it and that is in the most cases the quintile of population already earning the most.

J. De Gregorio and J. W. Lee (2002) provide empirical results for a large panel of countries for the period of 1960 till 1990. Their work illustrates the influence of education on income distribution. Higher schooling and more equal educational distribution play a significant part in income distribution, nevertheless Gregorio and Lee point out that government spending on schooling also results in a more equal income distribution. In this thesis it is chosen to add only the number of enrolments to the tertiary level of education. This choice is partly due to the availability of data, but also because the enrolment is a direct indication of attaining education. The spending on education could also include the investment in the educational infrastructure, which is a lesser direct affect on the productivity of labour. (Data & variable section)

Kang H. Park (1996) finds in an empirical cross section study covering 59 countries, the higher the education level of the labour force, the more an even out effect the education has on the income inequality. Further he offers an insight into the distribution of the labour population. High distribution of years of schooling between the labour populations has a negative effect on the income inequality. Moreover Abdullah et al (2011) provide empirical results for education on the income effect. They find that education has an equalizing effect on the income of the high-income groups and the low-income groups, but has no effect on the middle-income groups. It increases the income of the low-income groups, but it lowers the income of high-income groups. They also concluded that there is a difference between regions for the African countries. The equalising effect of education is greater than that on the Asia countries. In addition Euenju Kim (2009) uncovers a positive link between education and income distribution for 100 countries from 1960 till 2000. The higher the distribution in educational level between the residents, the higher the Gini coefficient, so education has an equalising effect on the income distribution. Also Chintrakarn (2011) performs a panel study for 48 states of United States for the period from 1988 till 2003. The panel consists of populations with at least a college degree. The author finds a negative influence of education on the income distribution for all of these states.
The literature above leads one to expect an inequality decreasing effect of education for the emerging economies and the non- OECD countries.
2.7 Female Participation Rate


The female population in the world was 49, 6 percent 
 in 2010. That is almost the half of the population in the world, thus also halve of the human capital. Female participation in the labour market is therefore important. Their absence in the market will leave out the human capital they would have brought in. This would have resulted in a higher competiveness of the labour market of that particular country. Several studies have provided prove for female participation and its contribution to the economic growth.


Early study done by Semyonov (1980) showed that the female labour participation for 61 societies that higher female labour participation rate had a positive influence on the economics of those societies.

Female participation can work inequality decreasing, as the female income adds to the household income – Harkness (2010). But, a significant part of the female labour force only works part time jobs. The OECD report
 illustrates this phenomenon and shows that inequality-decreasing effect of this variable can be limited. In this thesis female participation rate for different group of countries is analysed to find out its influence on the Gini coefficient. This matter is of importance in designing labour laws promoting emancipation to serve not only the female participation, but also to decrease the level of income inequality. The female participation rate is included as a control variable, beside the main independent variable – trade openness. Female labour force in the developing countries is of great importance, because just as in the case of micro finance female lenders are less likely to default on their loans. This illustrates their importance for generating income for the households.

Pasqua (2008) demonstrates for the European countries that households with both partners working has a balancing effect on the distribution of income in comparison with households that only receive one income. The added value of this thesis is to look at this fact also for the other group of countries and to find out if the findings also hold for them. Alfonso and Collada (2008) did a similar research on the female labour participation of Spanish wives in 1980 and 1990. In that period the participation of married female population had risen and at the same time the income inequality decreased slightly. The results of their study showed that the female labour participation has contributed to this decrease. However they could not prove that female participation was not the main factor of the decline of the income inequality.

Treas (1987) offers evidence for United States for working wives. She finds a positive correlation between the female participation and income distribution. The working wives contributed to a more equal income distribution; however the working black wives have less equalising effect on the income distribution. An explanation for this difference between the working black married women and the working married white women can be due to the fact that black married are not influenced by the income of their husbands, while married white women tend to work less as their husband earn higher income. This illustrates the difference between the two.
As shown in the results above one would expect an equalizing effect from female participation on inequality.

2.8  Trade REFORMS

In the following part some insights are given about the road to trade openness in the main emerging economies. This is relevant because the developing economies may follow the same route to trade openness.

China

In the end of the seventies of the last century the Chinese government undertook a number of significant economic reforms. A great part of the population was living under relative harsh circumstances especially in the rural areas. A large proportion of the inhabitants were living under the poverty line. The government implemented reforms to alleviate the poverty in China. They introduced aid for the remote areas e.g. infrastructure, education, financial support, microfinance. An important policy was that to reform to agricultural sector. This contributed to the decline of poverty in the past decades in China’s rural area (Yao, 2000).

Another part of the poverty reduction and economic growth in China can be described by large degree of industrialisation in the rural area as well as the reorganisation of the urban industrialisation (Rozelle, 1994).

China altered from closed economy, which was manufacturing all of the products it needed for their own domestic supply, basically almost an autarky. But this adjusted after the Chinese government changed their trade policies to a more open and exporting country Yao and Zhang (2001)
The trade openness was put to practice with numerous extreme reforms for instance on the foreign exchange market and the reorganisation of the industrial market to utilise China’s comparative advantage in the world trade.

India

After attaining independence the Indian government decided to be heavily involved in the trade market. This resulted in highly protected domestic trade market with high tariffs, non-tariffs barriers and policies for the industrial markets, which were biased to the products manufactured in the domestic market. The high level of protection on the domestic markets was relaxed for the first time in mid-eighties. Some steps were made towards liberalisation. In the beginning of the nineties more drastic steps were made in the direction of liberalisation, this extreme change was due to the IMF’s conditions for lending to nations. The reason was due to the harsh balance of payment crisis in the beginning of the nineties, soon after tariffs were significantly cut down. Panagariya (2004).

Brazil 
After the decades of protected trade economy, the government of Brazil relieved their trade policies from inward oriented to liberalisation of the trade market. The removal of the trade barriers for the most part was introduced in the late eighties to mid-nineties.
2.9 The Gini coefficient
The Gini coefficient is commonly applied in economic literature to calculate the degree to which the allocations of income between the populations in a country of region diverge from the ideal equal distribution. The Gini coefficient is named after the Italian economist Corrado Gini, it was first introduced in 1912 in his article Variabilità e Mutabilità. The Gini coefficient is described as number with the value between 1 and 0. One being a total unequal distribution, one individual has all income and the rest of the individuals have no income. Zero is total equal distribution; all the individuals have the same income.
The Gini index is expressed as a percentage, and it is the Gini coefficient multiplied by 100.
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FIGURE 11: lorenz curve
In order to calculate and construct the Gini coefficient, one needs to have the information about the cumulative income of that particular region of country and the corresponding cumulative share of households. First the cumulative income percentage is collected. So that households or individuals are ranked to their earnings. For instance the first cumulative 10 percent of the population earns cumulative 2 percent of the total income; the next cumulative income 20 percent of the population earns cumulative 5 percent of the total income. This goes on till the last cumulative income of highest 10 percent. This is then plotted in the Lorenz curve. The 45-degree line is the situation where the income distribution is perfectly equal distributed. The first cumulative 10 percent of income is in the hands of the lowest percent of the cumulative population. This is depicted in the Lorenz curve, which illustrated income distribution in a country or region. In the vertical axis the values of the cumulative income is portrayed, and on the horizontal axis the cumulative share of the population is showed. The lines originate at 0.0 at the axis; zero households have zero income, and the lines end at 1. All the households must have all the income. The more bent the Lorenz curve is away from the 45 degree line, the more unequal the income distribution is in that particular region or country. In the following figures the development in the level of Gini coefficient is displayed.
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FIGURE 12: gini coefficient oecd countries
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FIGURE 13: gini coefficient non oecd countries
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FIGURE 14: gini coefficient emerging economies
It can be seen from the figures above presenting the Gini coefficients of the OECD countries, non-OECD countries and the emerging economies that the Gini coefficients of the OECD countries are quite unchanged in 2009 compared to 1980. For the non-OECD countries the Gini coefficient for some countries has risen in 2009 compared to 1980. For the emerging economies the Gini coefficients are relatively still high.

Chapter 3: Trends in Globalisation

Trends in globalisation according to the OECD

Globalisation and crisis

Due to the increasingly more interconnections between nations across the world, the economic crisis is felt in various countries in the world. Since extensively growing trade and policy reforms in the world market, firms are setting different production stages in different nations, to reap from the available advantages and resources that diverse countries offer. The first stage of production, which depends heavily on natural resources for instance, is set in a country with cheaper input prices for that particular product. Furthermore the production stage needing more human capital is placed in a country with abundance in high skilled workers. Another decision to place the production process in a specific country may dependent on the corporate laws in that nation. Many countries have developed attractive corporate laws to attract multinational firms to set their affiliate firms in their countries. These laws may offer grants, lower corporate taxes or no quotas for import. So firms operating internationally have developed what can be referred to as “the global value chain”1 This ensures more linkages and dependency between the internationally trading nations. In an economic depression these linkages can have a harmful effect. Studies indicate that businesses operating internationally are relatively more hit by the latest economic crisis.

Globalisation and human capital

Another significant component of globalisation in the recent decade is the mobilisation of students following tertiary education level, and so the skilled human capital. The number of students with tertiary education level moving from the countries where they hold nationality to the OECD countries for the grounds to study has increased 59,3 percent in 2007 with respect to the year 2000. Moreover, another factor showing the increase of international cohesion is the rise of foreign students who are studying in a host country for their PhD. The number of students enrolled in research programmes not holding the nationality of that country, where they carry out the research has increased in past decade2. These students are not only contributing to the know-how in the host nations, but also in their home countries. They bring back new insights, gained experience of different cultures, research and development.

Globalisation of science and technology

Important factor contributing to globalisation in the recent decade is the globalisation of science and technology. The cooperation among researchers across the world has significantly risen in the last decade. In the 90’s the collaboration between the researchers in the same organisation was at that time something big. Nowadays, not only researchers in the same institution or country are collaborating, teaming up with international colleagues for research purposes is becoming relatively more regular. The numbers of OECD show that the international co-written scientific papers were 21.9 percent in 2007 this percentage is three times as high as in 1985. This growth in the cooperation between national and international researchers plays a fundamental part in the diversification of resources of their scientific knowledge.

The globalisation of technology can be seen in the manner in which the R&D is financed. In the OECD countries the expenses and revenues on technology has risen remarkably between 2000 and 2008.

Trends in globalisation according to the IMF 

Impact of globalisation on inequality 

The IMF report (World economic outlook, 2007) on globalisation and inequality looks partly into the development trends in globalisation for the past two decades. It tries to find the drivers and their effects on income distribution inside nations. The aim is to provide grounds for designing guidelines on which nations can efficient benefit from globalisation and to distribute the benefits equally. This report holds the two main thoughts on this subject in the background. The first thought being that globalisation results in higher growth of income, and it benefits all the income groups in a nation evenly. While the other contrasting thought being that although the globalisation increases income, it is not equally distributed.

The data of IMF shows an increase in the share of trade in the world GDP of almost 20 percent in the past two decades, and the overall financial funds traded internationally have two folded

Also the FDI portion in the overall assets from abroad increased in the emerging economies from 17 percent in 1990 to 38 percent in 2004. Besides, the rule of law in the financial markets plays an important function. If the government policies on the market are functioning accordingly, there may possibly be a better consumption smoothing and less instability in the economy. When the policies on the market are weak, the financial markets may be favouring more the high-income groups, who earn high incomes, and own capital.

Important factor that plays a vital part according to the IMF report is: technology. When an economy adopts more technology in the market, high skilled population is more required than the lower skilled population, which increases difference in the payments between these groups. This enlarges the gap between the rewards for different skills, and leads to an increase in income inequality. This is the case for both developing and developed countries.

An additional factor that is essential too is the right of entry to education. For a certain stage of technology admission to education is likely to decrease income inequality, because a larger part of the population can be now more employed by the market. Furthermore, the mobility of labour between different regions is essential for the income distribution, for instance the rural populations can swap their jobs in the rural area for urban jobs, which pays more. This lessens the gap between the diverse income groups.

The results of the study conducted by the IMF shows an increase in the level of inequality for the highly developed countries and the middle-income countries, the results of the poor countries show a different outcome, the income inequality has decreased for these countries. The results of IMF report demonstrate that the contribution of globalisation on the inequality has been small. Globalisation shows two contrasting effects on the income distribution. One impact is, trade as a share of GDP has an inequality decreasing effect, while FDI displays an inequality increasing effect. The technological development of the countries on the other hand has a more inequality increasing effect.

The outcome differs when these countries are studied individually. So it is essential to take in account the different governance, the level of economic development and the cultural differences between the nations. So they can take full advantage of the positive effects of globalisation.

Trends in globalisation according to the World Trade Organization

In early wave of globalisation in the period after World War Two, world trade expanded. Three clusters of world trading structures then characterized the world trade. The first group was the industrialized western countries (Western European countries and the United States), which had a good balance between their home production and the exports to the world market. They were members of the GATT; and they made the greatest portion of all the exports. The next set of group of countries was the communistic countries (China, the former Soviet union, and the Eastern European countries) these countries had a relatively closed economy. They did not have the free market orientation; everything was intervened by their governments. Lastly the developing countries formed a different type than the two previous sets of groups. Although the developing countries desired to encourage the formation of industries and wanted to take part of the world market. Their institutional policies, which tend to be overprotective towards the domestic markets, offset their involvement in the world market.

In the 1980’s this structure started to change. The Asian countries begun to be more involved in the world market, they altered the high protectionism of their domestic markets to a more export oriented markets. Furthermore, after the fall of the Soviet Union many Eastern European countries modified their plan economies to a market economy. This shift ensured the industrialized western no longer had the largest proportion of world trade at their disposal.
Another important development of globalisation in 1980’s was the Foreign Direct Investment (FDI). A large share of the developing countries was under the constraints of foreign debt, loans granted by the United States. Many of these countries were unable to meet the harsh conditions of these loans and became in financial turmoil. The United Stated alleviated these hard times by redesigning their loans conditions, and helping create the developing countries to a different approach to their world trade. One of these new approaches was becoming more open towards free capital movements. The FDI inflows in 2006 were fivefold in comparison with three decades ago.

An additional component, which characterises the expansion of globalisation according to the world trade report, is migration of populace across the different nations. 

Other important contributors to progression of globalisation are the technology, the shift in politics and new economic strategies.  The contribution of technology is primarily illustrated by the development of highly effective and less costly transportation methods (e.g. marine and air), the improvement of infrastructure in the main lands, and the information and communication technology (the internet, low telephone costs).

The established political order made a shift in the beginning of the 90’s when the Berlin wall fell. After the World War two there was a drift between the Western countries that practiced market economy versus the Eastern countries that practiced plan economy. Due the fall the communism in many countries, which were not involved in the trading on the world market, were now integrated in the world market. Also the change in the economic policies concerning free trade had a major impact on the further progression of the globalisation in the last decades. Many tariffs and non- tariffs barriers are relieved, for instance the grants on agriculture in the developed countries had severe cut downs. This fact made developing countries more competitive and more profitable on the world market for agricultural products. 

In the past decades globalisation had some important effects on the development of emerging economies and developing countries. Due to globalisation developing countries can profit from the technological progress that foreign firms bring in their market, consumers can choose from endless variety of products, human capital can move freely and can work efficiently were its needed. Emigrants in the developed countries can contribute to their homeland economy by sending money back home. Farmers in the developing countries can participate on the world market without being pushed out by highly subsidised competitors. So does this mean that the world population supports this trend of unification across the world? According to a survey conducted by the Pew Global Attitudes Project, the views on globalisation in the developed countries is becoming less positive, while for the emerging economies, and the developing countries almost all the respondents are pro globalisation.
Chapter 3: Model & Data

3.1 The model

In this thesis the fixed effects model is used. The fixed effects model possesses the qualities, which can help in the analysis of the effects of the variables on the Gini coefficient. The underlying differences between the countries are corrected by using this model.

A fixed effects model contrary to random effects model takes into consideration the time invariant characteristics of the entities examined. The fixed effects model assumes that each entity studies in the case of this thesis each country has certain unique characteristics, which may influence or bias the variables. The unique characteristics in case of countries can for instance be the cultural, geographical, religious or historical aspects that are unique to that country and have an effect on both the predicting as well as the predicted variables.

The equation of the fixed effects model:
Yit = (1 X1it+ (2X2it + (I + Uit    







(3.0)

Representing:

Yit 

The dependent variable, the Gini coefficient. 

X,it

The independent variables

(1 

the coefficient of the first independent variable
Eit  

the error term

(2 

The coefficient of second independent variable

(i

The expression that describes the time unvarying effects; the intercept of the 


regression.

i

Stands for the number of  countries studied ( 23 countries)

t

The period of time examined

(

Captures all of the unobserved fixed effects

Gini2 =β0 + β1FDInetper + β2GDPper + β3Trade + β4Femalepar + β5Edu+



β6Patentper + β7Telephoneper + β8Unemployment + u


(3.1)

In equation (3.1) the Gini squared serves as the dependent variable. The Gini is squared duo to the parabolic form of the Kuznets curve, discussed in the section about the theoretical framework. This shows whether it has a different outcome on the independent variables than when the Gini is not in the squared form. The combinations of the independent variables are: FDI net inflow percentage change, GDP per capita percentage change, trade openness index, female participation rate, patents percentage change, telephone lines percentage change, and the unemployment rate.

Gini = β0 + β1FDInetper + β2Trade + u






(3.2)

Equation (3.2) has only the independent variables FDI net inflow percentage change, and the trade openness index. The Gini coefficient is the independent variable. 
Gini = β0 + β1FDInetper + β2Trade + β3Femalepar + β4Edu+ u 



(3.3)

For the equation (3.3) the dependent variable is the Gini coefficient; the independent variables are FDI net inflow percentage change, and the trade openness index, female participation rate, and education. The percentage of enrolments in the tertiary education is the proxy for the education.
Gini = β0 + β1FDInetpe* Trade + β2*Femalepar*Edu + u 




(3.4)

The dependent variable is the Gini coefficient for equation (3.4) as well; the independent variables are the interaction variable of (FDI net inflow percentage change and the trade openness index), (female participation rate and education). The interaction term is included as an independent variable to look at the combined effect of the two variables.
Gini= β0 + β1FDInetper + β2GDPper + β3Trade + β4Femalepar + β5Edu+

 

β 6Patentper + β7 Telephoneper + β8 Unemployment + u


(3.5)

In equation (3.5) the dependent variable is the Gini coefficient; the independent variables are FDI net inflow percentage change, GDP per capita percentage change and the trade openness index, female participation rate, and education.
Gini = β0 + β1FDInet + β2GDPcap + β3Femalepar + β4Edu+

 

β 6 Patents + β7 Telephone + β8 Unemployment + u



 (3.6)

Equation (3.6) has the Gini coefficient as the dependent variable; the independent variables are FDI net inflow, GDP per capita, female participation, education, patents, number of telephone lines available, and employment.
Gini = β0 + β1FDInet+ β2GDPper + β3Femalepar + β4Edu+ 

 

β 5Patents + β6 Telephone + β7Unemployment + u 



(3.7)

The dependent variable is the Gini coefficient; the independent variables are FDI net inflow, GDP per capita percentage change, female participation rate, education, number of patents, number of telephone lines available, and unemployment in equation (3.7).
3.2 Data 

The sources for the data on the variables are from the World Bank, World Development Indicators and the SWIID (The standardized world income inequality database).

Most studies have been conducted with the database of LIS (Luxembourg Income Study). The LIS gathers dependable micro data of national household’s surveys. The LIS data unfortunately covers only 30 countries, which are merely rich countries.

In this study, alternative databases are used namely The Standardized World Income Inequality Database (SWIID) and the World Income Inequality Database (WIID). Thus far the cross-national studies on the effects and the results of income inequality have been held back by the boundaries (e.g. comparison between the variables and the scope) of the available databases. The SWIID, which employs standardised data from the World Institute for Development Economic Research of the United Nations University (UNU-WIDER).

The advantage of the SWIID lies in the great scope of its data. In addition the employed definitions are simple to apply. The data for the nations covered is complete without missing entries. Compared to other databases SWIID is one of the few, which contains data for a relatively large pool of countries, which go back the furthest in time. 

Both the data from SWIID and the WIID indicators cover extensive variables and are trustworthy to work with for almost all the developing and developed countries.

The choice of SWIID database for data is an alternative to the studies done using other databases. Adding more weight to the reliability and the expansion of the coverage is very appropriate for cross-nation analysis.

The used database provides data on the variables for 50 years starting from 1960. The 23 countries in this thesis are analysed from 1980 to 2009, however for some developing countries the Gini coefficient is extrapolated for a number of years.
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Table 1: results of regression.
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between 0,1988 0,0278 0,0039 0,052 0,1238 0,0387 0,0551

overall 0,2168 0,0025 0,0011 0,0084 0,147 0,0875 0,1062

obs per group

min 30 30 30 30 30 30 30

average 30 30 30 30 30 30 30

max 30 30 30 30 30 30 30

number of obs 270 270 270 270 270 270 270

number of groups 9 9 9 9 9 9 9

NICs

All countries

OECD

Non OECD


Table 2: The results of the regressions.

Chapter 5: Findings
The results depicted in the table are the outcomes of the seven different regressions that are carried out with different grouping of the variables. The dependent variable of all the regressions is the Gini coefficient. Only one regression gives the results for the Gini squared. The 23 countries used in the sample are separated in three different groups. Group 1: the emerging countries, Group two: the OECD countries and group three being the non-OECD countries. In the last column represents the regressions results of all the countries combine. First the results of the newly industrialised countries will be handled.

The Emerging Economies

The results of the equation (1) show that trade openness and the FDI percentage change are both not significant. Also telephone lines and patents are not significant as well. Education and female participation rate both have significant inequality decreasing impact. Unemployment has a significant inequality increasing influence.

The outcome of equation (2), FDI has a significant inequality increasing influence, and the trade openness has no effect on the Gini coefficient.

The results of equation (3) show a significant increasing inequality effect of the FDI. Education and trade openness have both no effect on the Gini coefficient. The female participation rate has a significant decreasing influence on the Gini coefficient.

Equation (4) displays the results for the interactions terms (FDI*Trade) and (female participation * education) both are not significant. Equation (5) illustrates significant decreasing inequality effect of education and female participation; unemployment and GDP per capita percentage change has a significant increasing influence on the inequality. Equation (6) shows a significant decreasing influence of education and female participation rate on the inequality. On contrary the number of patents, telephone lines and unemployment have a significant increasing effect on the inequality. Equation (6) depicts a significant positive influence of the GDP per capita on inequality. Female participation and Education have both a significant decreasing impact on the inequality for the emerging countries. Unemployment and number of telephone lines have a significant increasing impact on the inequality. The number of patents has no effect. The regressions conducted on the OECD countries show overall non-significant effect of FDI and the trade openness; also the other main control variables such as the education, unemployment, and female participation rate have no significant effect on the inequality of the OECD countries.

The results for the non-OECD countries are for the performed regressions as following:  Equation (1) the main variables and the control variables have all non-significant effect on the inequality. Equation (2) portrays a significant increasing effect of FDI percentage change on the inequality. Equation (3) illustrates a significant increasing effect of education on the inequality. Furthermore, equation (4) shows a significant increasing impact of both the interactions terms on the inequality of non-OECD countries. Equation (5) only the control variable the percentage change of the patents has a significant increasing influence on the inequality. Equation (7) the net inflow FDI has a significant increasing effect on the inequality.

The regressions for the countries sample as one group show the following results. Overall the unemployment has a significant decreasing influence on the inequality; also the equation (1), equation (2) and equation (3) give a significant increasing effect of the FDI percentage change on the inequality. Female participation rate has a significant decreasing effect on the inequality in equation (6) and in the equation (7) female participation rate has a significant decreasing effect on the inequality.

The emerging economies depict different results than the OECD countries and the non-OECD countries. The GDP per capita growth has a significant inequality increasing effect in the emerging economies; no such effect is observed for the other groups of countries. These results are consistent the Kuznets theory. As the economy starts to grow and develop, the inequality first increases, and when the economy reaches a certain high level, then the inequality will to start decrease. This effect can be described by the fact that highly developed countries redistributive systems are better developed and implemented.

Moreover, the female participation rate has a significant decreasing effect on the inequality in the emerging countries, and no significant effect of female participation rate on the inequality in the OECD countries and in the non-OECD countries. It could be possibly explained by the large amount of females working part-time in the OECD countries. As mentioned by Harkness (2010) and the OECD report part time jobs have less equalizing effect.

In addition the education plays a significant inequality decreasing effect in the emerging countries. This is in accordance with K. H. Park (1996) who stated that the higher the education attainment of the labour force, the more an even out effect the education attainment has on the income inequality. The OECD and the non-OECD countries education has no effect on the inequality, since the education facilities are widely available in the OECD countries, and the majority of the population is educated; the education as a variable has a relatively lower impact on the chances of having a higher income.

The trade openness is measured by two definitions the Trade ((exports + imports / GDP)) and the FDI. The trade has no significant influence on the income inequality in the emerging countries, OECD countries, and the non-OECD countries. FDI has no effect on the inequality in the OECD countries. FDI has in the emerging countries a significant inequality increasing effect. 

The existing literature tells us about ambiguous effect of trade ((exports + imports/ GDP)) and FDI on inequality. This thesis covers the impact of trade and FDI on the change in level of inequality in the emerging economies in comparison to two different groups of economies (OECD members and non-OECD members). The empirical results carried out in this thesis, give us a different insight: no significant effect of trade on the inequality, and an inequality increasing effect of the FDI.  

The unemployment rate has an inequality increasing effect for emerging economies; the overall effect of unemployment on the inequality in the OECD countries and non- OECD countries was not significant. When all the countries are sampled as one, unemployment has an inequality decreasing effect.

6.Conclusion

The aim of this thesis is to shed more light on the challenging question of inequality for the emerging economies in comparison to the OECD countries and the non-OECD countries in the period 1980 – 2009. In order to do this, the main contributors (variables) to growth and inequality according to the existing literature have been studied. After carefully looking into the data and literature using the fixed effects model, the following conclusion can be drawn. 

The Stolper – Samuleson theory provides the framework and shows the positive effect of globalisation on economic growth for the developing countries. Reducing trade impediments contributes to the economic growth significantly. Trade liberalisation can be used as a tool to alleviate poverty for the developing countries; in contrast to this the opposing group claims a different outcome.

Furthermore, the views on the trends of globalisation in past decades by the IMF, the OECD and the WTO illustrate a deeper interconnection and a relatively more intensive trade across the globe. Not only did the volumes of trade become larger, but also the forms of globalisation have changed tremendously. Where in the past buying an exotic fruit on the market was a sign of globalisation, nowadays a more interconnection is revealed. For instance it is common these days for students to study at different universities across the world during their higher education. On academic level it is common for professors to work with professor colleagues on scientific papers around the globe. Also an important part of the development of the globalisation of the last decades is characterised by technological progress. The research and development spending in the OECD and in the emerging economies has increased as well. Multinational Corporation implementing and improving technological innovation in the OECD as well as in the developing and emerging economies has increased notably.

The overall impact of trade ((exports + imports)/ GDP) on the inequality on emerging economies was not significant. This also holds for the OECD countries and non- OECD countries. The trade openness measured as FDI for the emerging economies, showed a significant inequality increasing effect. Moreover, the female participation rate has a significant decreasing effect on the inequality in the emerging economies, and non-significant effect of female participation rate on the inequality in the OECD countries and in the non-OECD countries. The GDP per capita growth has a significant inequality increasing effect on the emerging economies, whereas in the OECD countries and the non-OECD the GDP per capita growth has no significant effect on the inequality. These results are consistent with the Kuznets theory. In addition the education plays a significant inequality decreasing effect in the emerging economies. Furthermore, the unemployment has an inequality increasing effect in the emerging economies; this effect on inequality in the OECD countries and non-OECD countries is not significant.
According to above results one can conclude that opening to trade does not necessarily mean that the income distribution among the population is less equalised, but, FDI showed for the emerging economies a negative impact on the income distribution. This means that the gap between the different income groups is widened. In order to fully benefit from trade openness it is wise for the governments of these countries to implement policies for more equalising income distribution. It would also be beneficial to invest in education due to its equalising effect.
The contribution of this thesis is the unique sample of countries and testing different economies at different stages. Another characteristic is the extension of the covered period; a number of articles covering this matter were dating from the first part of the previous decade.

Although the attempt was to shed more light on this subject, it is essential to conduct more research in this area using another combination of countries, and extending the time span.
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8.Appendix





Calculating the Gini coefficient from the Lorenz curve.


The Gini coefficient can be calculated from the areas of the Lorenz curve. The area between the 45-degree line and the Lorenz curve is referred as X and the area below the Lorenz is referred as Y.


Gini  = Area X / (Area X + Area Y)


Given that X + Y = 0.5 → Gini = 2X = 1- 2Y


The information concerning the definitions of the variables used for the study.


Trade openness:


Trade openness index ((exports +imports)/GDP):  “Trade is the sum of exports and imports of goods and services measured as a share of gross domestic product.”�


FDI net inflow: “Foreign direct investment is net inflows of investment to acquire a lasting management interest (10 percent or more of voting stock) in an enterprise operating in an economy other than that of the investor. It is the sum of equity capital, reinvestment of earnings, other long-term capital, and short-term capital as shown in the balance of payments. This series shows total net, that is, net FDI in the reporting economy from foreign sources less net FDI by the reporting economy to the rest of the world. Data are in current U.S. dollars.”�


FDI net inflow percentage of the GDP: “Foreign direct investment are the net inflows of investment to acquire a lasting management interest (10 percent or more of voting stock) in an enterprise operating in an economy other than that of the investor. It is the sum of equity capital, reinvestment of earnings, other long-term capital, and short-term capital as shown in the balance of payments.”�


The unemployment: The total share of the labour force that is without a job however is available for the job market and who are actively searching for a job.


Female participation rate: The total share of female population from 15 years and older, who are active in the labour market. They bring in the factor labour for production and services for a particular time.


Education: “Gross enrolment ratio is the ratio of total enrolment, regardless of age, to the population of the age group that officially corresponds to the level of education shown. Tertiary education, whether or not to an advanced research qualification, normally requires, as a minimum condition of admission, the successful completion of education at the secondary level.”�


GDP per capita: “GDP per capita is gross domestic product divided by midyear population. GDP is the sum of gross value added by all resident producers in the economy plus any product taxes and minus any subsidies not included in the value of the products. It is calculated without making deductions for depreciation of fabricated assets or for depletion and degradation of natural resources. Data are in constant U.S. dollars.”�


Number of patents: number of patents applied by residents.


Number of telephone lines:  the amount of landlines available in a country.





The definitions are extracted from the World Development Indicators , 2010.






