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THE IMPACT OF GLOBALIZATION ON
INCOME DISTRIBUTION IN EMERGING ECONOMICS
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ABSTRACT

The given research paper summarizes globalization as well as inequality in income distribution
by decomposing economic globalization in financial integration and trade intensity. Additionally, this
research paper further differentiates the influence of globalization on takings inequality in emerging
economies throughout the globe. Using board data on more than 49 developing regions and more than
24 developed regions for the 1990-2010 period when there was the acceleration of globalization in the
economy. The given research finds that integration concerning the financial circumstances made a
greater impact on the income inequality distinctively from trade intensity. It further determines the effect is
in opposite over 2 groups of regions across the world. For instance, an enhancement in trade intensity
would heavily enhance inequality in income distribution over developing regions. Also, a deepening of the
assimilation from the financial perspective would lessen the inequality in income allocation over
developing regions. On the contrary, some research proved that the brunt of globalization on the sharing
or allocation of revenue is distinct relying on the kinds of globalization. For instance, domestic income
inequality for OECD, globalization, and the countries with low-income standards discretely, by
considering FDI and globalization. Research could be declared that low-income regions had benefitted
from improved trade, while Foreign Direct Investment developed more inequality in the regions with low-
income standards.
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Introduction

Over the last numerous decades, there has been a rapid extension of the global economy, thus
the influence of globalization has also been broadly debated from a range of perspectives throughout the
world. It is apparent that in some regions (especially in China and some swift-growing Asian regions),
economic prosperity was determined by the development of the worldwide market. On the contrary, it
further has been evident that gains derives economically from globalization are not uniformly combined
with general community, nonetheless reaped by a lesser range of groups in a region. This fact is
frequently supported by a determination that inequality in the distribution of income has enlarged
continuously in both developing and developed regions. This has increased with the deepening of
assimilation of the worldwide economies. For instance, Figure 1 (a) and Figure 1 (c) depict that the
income inequality, examined by the Gini index, has a broad upward trend besides with economic
globalization standard in Germany, the U.S., and Canada. Plus adding to the previous, Figure 1 (d)
demonstrates the case for income inequality in China which has persistently enhanced with the
globalization standard.
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Figure 1: Economic globalization and Income Inequality.

Source: Dorn et al., 2018
Nevertheless, Figure 2 demonstrates a different picture. This figure conspires with the Gini
index and globalization index for more than 41 regions. They are not depicting any systematic link
between the given indexes.
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Figure 2: Globalization and income inequality for selected countries (2008).

Source: Figge et al., 2017

In examining the impact of globalization on income sharing in emerging economies, the given
research paper usually aims to spread out the existing literature in a range of varied manners. More
likely, as most of the analysis majorly concentrates on either developing regions or developed countries,
this research report considers the influence of globalization on the allocation of income in less developed
as well as highly developed economies. This should enable us to effectually analyze every type of
distinction in the manner that globalization influences allocation of income as of the development phase
of emerging economies. Moreover, this research paper includes separate upshots of financial
globalization and trade.
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Literature Review

The effect of globalization on domestic proceeds inequality and trade integration is made on the
theoretical foundation, laid on the Stolper-Samuelson theorem and the Hechscher-Ohlin model. The
model i.e., the Stolper-Samuelson theorem bickers that an increment in the virtual price of a product
should result in a greater enhancement in the return to that component which can via intensively in the
manufacturing of the product and vice-versa (Zafar et al., 2019). Likewise Heckscher-Ohlin model
depicts that the regions export commodities that use their cheap and abundant factors of manufacturing,
nonetheless import items that use the scarce elements of the regions. Countries with low-income
standards dedicate themselves to the manufacturing of less skill-intensive items, whereas wealthy
trading partners of these regions are specialized in the greater standard of capital-intensive products (De
and Sturm, 2017). Consequently, the low-income gap between high-skill employees and low-skill
personnel can be reduced through trade within developing regions, while in developed countries, trade
broadens the inequality in income distribution. Hence, globalization should enable factor owners to catch
several benefits, nonetheless, it affects negatively factor owners (Zaidi et al., 2019). So, technology and
labor are to be referred to as the abundant components in developed regions and in developing regions
correspondingly. Inequality in income allocation could decline in developing countries due to higher trade
integration, and on the other side could be increased in developed regions.

Empirical findings in current research on the distributional impact of globalization vary. This
paper keenly examined the persuade of globalization on income inequality in emerging economies using
a broadly analyzed measure that is laid on the assimilation of personal contact, political engagement,
economic integration, and technology connection (Yang and Greaney, 2017). The outcomes depicted
that globalization had possessed a crucial influence on reducing income inequality in emerging
economies throughout the world. Plus, some research proved that the brunt of globalization on the
distribution or allocation of income is distinct relying on the kinds of globalization. For instance, domestic
income inequality for OECD, globalization, and the countries with low-income standards discretely, by
considering FDI and globalization. Research could be declared that low-income regions had benefitted
from improved trade, while Foreign Direct Investment developed more inequality in the regions with low-
income standards (Alsamawi et al., 2017).

As mentioned previously, an additional strand of examination in the distributional impact of
globalization analyzes the mediums by which inequality in income distribution increases over the
emerging economy with globalization (Zafar et al., 2019). It could be examined that the distributional
influence of financial extension lies in some institutional elements like uneven access to external finance
factors, which underpins inequality in the economy. Additionally, there is the depiction of the amplifying
wage gap between unskilled personnel and highly skilled employees in the countries that are still
developing (Heimberger, 2020). Likewise, the major determinations for the elevated income inequality
over the emerging economies with globalization considered enhanced capital flows into skill-biased
technological change in developing regions.

Results

The estimation outcomes depict that trade intensity has no considerable influence on income
inequality but a greater financial assimilation has possessed an optimistic influence on lessening
inequality in income distribution. On the contrary, when the interaction changeable is considered, the
outcome depicts implications like both financial integration and trade intensity have a crucial influence on
income inequality, nonetheless, their influences are varied over two groups of regions across the world
(Asteriou et al., 2014). For regions that are already developed, financial assimilation and trade intensity
have a considerable optimistic or pessimistic effect on the Gini index. By collaborating the coefficient with
its communicating term, the outcomes demonstrate that when the ultimate trade as % of GDP enhances
by around 1% point, the Gini index enhances by approximately 0.0324 in regions that are still
developing. On the contrary, the ratio of global investment position to enhances GDP by around 1%
point, the Gini index lessens by approximately 0.0016 (Milanovic, 2016). In simpler terms, the trade
intensity of regions that are previously developed would broaden the income inequality, nonetheless,
financial integration would hamper the income inequality.

Conclusion

This research report mainly objects to introduce empirical substantiation to the cost-benefit
argument on globalization. Several researchers argued that the greatest cost of globalization is the
elevating inequality in income allocation over emerging economies. They declared that this is the critical
marker of communal welfare. As a consequence, as with the broadening of financial and economic
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integration over the global economies, the influence of globalization on home income inequality has been
included as a major issue that carries greater significance. Using the panel data of more than 71 regions
during the year 1990 to the year 2010, the given research report concludes with new facts on how
economic globalization influences income allocation in emerging economies. A major finding that is
majorly constituted in this research paper is that the distributional impacts of globalization distinguish
between developing and developed regions. For instance, an enhancement in trade integration would
persistently increase inequality in income distribution within developed regions, contrary to the previous
in developing regions, it would reduce the inequality in income distribution. This substantiation is
unswerving with the connection between income allocation and trade openness that is entailed by the
Stopler- Samuelson theorem and the Hechscher-Ohlin model. Plus adding to the previous, the financial
assimilation would greatly lessen the income inequality in regions that are already developed and;
nonetheless, enhance the inequality in regions that are still developing. This research paper suggested
that the distributional impact of financial openness lay in the development of the economy. Likewise, it
has previously been proved by several current researchers. Moreover, this research report specifically
concludes that industry structure, GDP per capita, as well as political administration also make a greater
distributional impact on income allocation and distribution in merging economies throughout the world.
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