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Abstract

From the 1970s, developing countries, especially in East Asia, have shifted their
development strategies from import substitution to export orientation. This has resulted in
rapid and sustained economic growth and massive poverty reduction. However, trends in
income inequality differ across these countries. The purpose of this paper is to examine the
role of trade openness in income inequality in the process of economic development by
applying econometric model drawn from Kuznets (1955) to study such relationship in the
context of 21 Asian economies between 1990 and 2018, a period when these countries
adopted export-led growth development strategy. The results indicate that the relationship
between trade openness and income inequality is inconclusive, depending on measures of
trade openness. In particular, income inequality-reducing effect of trade openness exists only
when trade openness is measured by the trade-to-GDP ratio. Moreover, the results indicate a
U-shaped relationship between the share of employment in manufacturing and income
inequality. That is, inequality first falls and then rises with an increase in manufacturing
employment share.
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Table 1. Definitions of variables and data sources

Variable Definitions Data Sources
Inequality Gini coefficient net of tax and transfer (Unit: World Income
(INQ) 0 - 100, with 0 indicating perfect equality and | Inequality

100 indicating perfect inequality) Database (WIID)
Manufacturing The share of the workforce employed in Economic

employment share
(MFG)

manufacturing (Unit: percent)

Transformation
Database (ETD)

Non-manufacturing
employment share
(NMFG)

The share of the workforce employed in non-
manufacturing (Unit: percent). Non-
manufacturing comprises of mining, utilities,
and construction.

Economic
Transformation
Database (ETD)

Services employment
share (SEV)

The share of the workforce employed in
services (Unit: percent)

Economic
Transformation
Database (ETD)

Trade openness (OPEN)

Trade openness is measured by two
indicators: Trade-to-GDP ratio (TGDP) and
Price Convergence Index (PCI). The first
indicator is the ratio of exports and imports to
GDP (Unit: percent). The latter indicator
measures economic integration by relative
changes in manufacturing price (Unit: 1 —
100, with 1 indicating lowest level of
openness and 100 indicating highest level of
openness)

Trade-to-GDP ratio
is taken from
World
Development
Indicator (World
Bank) while PCI is
calculated using
data from FAO
database and
United Nation
Conference on
Trade and
Development
(UNCTAD)

Gross Domestic Product
per capita (LGDP)

Gross domestic product (in log form)

Penn World Table
10.0
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Table 1. Definitions of variables and data sources (continued)
Government expenditure | Total government expenditures as a share of Penn World Table

(GEX) GDP (Unit percent) 10.0
Human capital index This index is the average of two indicators Penn World Table
(HCP) related to education: average years of 10.0

schooling and return to education (Unit: 1 -4,
with 1 representing lowest human capital
level and 4 representing highest human capital

level)
a Dummy variable of each country N/A
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Table 2. Summary statistics
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Variable Obs. Mean Std. Dev. Min Max
INQ 126 41.27 5.78 30.32 53.48
AGRI 126 36.03 25.76 0.17 86.15
MFG 126 13.89 6.33 1.40 28.89
NMFG 126 7.02 2.99 0.85 16.00
SEV 126 43.06 19.92 11.23 87.99
TGDP 120 95.30 91.24 17.38 425.16
PCIUS 117 43.53 28.35 2.23 100.00
PCIHK 117 46.51 30.61 0.00 100.00
PCIGER 117 49.56 28.76 4.32 99.95
PCISG 117 55.51 28.17 0.00 99.97
fTGrﬁlfon UsD) 126 1.32 2.67 5.99 18.90
GEX 126 0.15 0.05 0.06 0.29
HCP 126 2.38 0.66 1.33 3.90
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Source: de Vries et al. (2021)
Figure 1. Sectoral employment share in 2015
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Table 3. Regression results from FE estimator

Independent Variable 1 2 3 4 5 6
MFG -1.195%** -1.265%** -0.955**  -0.961** -0.970** -0.956**
(0.002) (0.001) (0.022) (0.020) (0.018) (0.022)
MFG? 0.033*** 0.035*** 0.029** 0.029*** 0.030%*** 0.029**
(0.001) (0.001) (0.011) (0.009) (0.009) (0.010)
NMFG 1.082* 1.293** 1.029* 1.028* 1.085* 1.027*
(0.050) (0.033) (0.091) (0.089) (0.076) (0.094)
NMFG? -0.038 -0.042* -0.033 -0.033 -0.034 -0.033
(0.140) (0.091) (0.214) (0.209) (0.188) (0.221)
SEV -0.022 -0.0312 -0.263 -0.261 -0.268 -0.261
(0.923) (0.888) (0.261) (0.265) (0.245) (0.265)
SEV? 0.000 0.001 0.003 0.003 0.003 0.003
(0.976) (0.649) (0.269) (0.292) (0.244) (0.269)
LGDP 0.880 1.028 1.096 0.782 1.047
(0.593) (0.549) (0.526) (0.654) (0.547)
HCP -3.114* -3.420* -3.328* -3.174* -3.440*
(0.078) (0.085) (0.097) (0.094) (0.082)
GEX 1.281 -2.750 -2.374 -1.315 -2.725
(0.880) (0.739) (0.777) (0.869) (0.741)
TGDP -0.015*
(0.097)
PCIUS 0.028
(0.942)
PCIHK -0.133
(0.673)
PCIGER 0.329
(0.410)
PCISG -0.018
(0.974)
Constant 52.35%** 46.48%** 48.27**%  47.85%**  49.90%**  48.19**
(0.00) (0.01) (0.01) (0.01) (0.01) (0.01)
Number of Obs. 126 120 117 117 117 117
Adjusted R? 0.896 0.888 0.891 0.891 0.892 0.891

Note: Robust standard error in parenthesis; all model specifications include country fixed
effect and year fixed effect; ***, ** * indicate the level of statistical significance at 1%,
5%, and 10%, respectively.
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