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Article Info Abstract

In this study, due to the increasing importance of financial markets globally and their impact
on poverty, an examination has been conducted on financial and poverty indicators in
selected developing, developed countries, and including Iran.

The financial indicators in this study include financial development, financial depth,
financial access, financial efficiency, and the total market index along with control variables
such as per capita income, inflation rate, trade openness, and government expenditure. The
dependent variables also include poverty indicators such as the Gini coefficient and income
gap for these countries. Research data from 1997 to 2021 for developed, developing
countries, and Iran have been analyzed using econometric panel data and fix effect models.
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The results of this study indicate that in developed countries, there is an inverse relationship
between financial development, financial depth, financial access, financial efficiency, and
the total market index as explanatory variables with poverty indicators. Also, estimating
fixed effects models for developing countries suggests that financial indicators have no
impact on poverty reduction and even market efficiency and the total market index may
increase the poverty gap.
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Extended Abstract

Introduction

In recent decades, the global importance of
financial markets has seen remarkable growth,
with these markets becoming central to the
functioning of modern economies. Their
influence extends beyond just economic
growth to include crucial factors such as
poverty levels, income inequality, and overall
economic stability. The role of financial
markets in shaping economic outcomes,
especially in terms of poverty reduction, has
become a key area of study. Financial
development—an overarching term that refers
to the advancement of a country's financial
infrastructure, systems, and services—has
emerged as a fundamental component in
fostering economic stability, promoting
growth, and ensuring a more equitable
distribution of income.

Financial development is typically measured
using various indicators, each highlighting
different aspects of a country's financial
system. These indicators include financial
depth (the size of the financial sector relative
to the economy), financial access (the extent to
which individuals and businesses can access
financial services), financial efficiency (how
well the financial system allocates resources),
and the overall market index (a broader
measure of financial market performance).
These elements together influence not only
macroeconomic performance but also the
distribution of wealth within a society,
particularly in terms of reducing poverty and
addressing inequality.

This study aims to explore the intricate
relationship between financial indicators and
poverty in a diverse set of countries, both
developed and developing, along with a focus
on lIran. While financial markets have
generally been seen as a means to boost
economic growth, their effectiveness in
reducing poverty is not always straightforward
and can vary based on a country’s level of
development, its institutional structures, and
economic policies.

Methodology

The analysis is based on panel data from
1997 to 2021 for a sample of developed,
developing, and Iranian economies. The
econometric approach employed includes the

use of fixed effects models to estimate the
relationships between financial indicators and
poverty. The dependent variables in this study
are poverty indicators such as the Gini
coefficient and income gap, which serve as
proxies for income inequality and poverty
levels. The study also considers control
variables to account for other factors that might
influence poverty, ensuring that the results
focus on the direct impact of financial
indicators.

Results and discussion

The results reveal significant differences in
the relationship between financial indicators
and poverty in developed versus developing
countries. In developed countries, the findings
show a clear inverse relationship between
financial development, financial depth,
financial access, financial efficiency, and the
total market index with poverty indicators.
This suggests that improvements in these
financial metrics tend to reduce poverty and
inequality in more advanced economies.
However, in developing countries, the results
are less promising. The fixed effects models
indicate that financial indicators have little to
no impact on poverty reduction in these
regions. In some cases, financial market
efficiency and the total market index even
appear to exacerbate the poverty gap. These
contrasting findings highlight the varying
impacts of financial development based on a
country's stage of economic development,
institutional quality, and other contextual
factors.

Conclusion

This study highlights the significant role that
financial development plays in poverty
reduction, but also emphasizes that the
relationship between financial markets and
poverty is complex and context-dependent.
The findings reveal that financial
development, when implemented in developed
countries, tends to contribute positively to the
reduction of poverty. In these economies, well-
established financial systems, regulatory
frameworks, and higher levels of financial
access allow individuals and businesses to take
advantage of financial services that support
economic growth, job creation, and income
redistribution. ~As a result, financial
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development generally helps reduce income
inequality and alleviates poverty, as it
enhances the ability of individuals to improve
their financial well-being.

However, the situation is markedly different
in developing countries, where the effects of
financial development on poverty are either
limited or even negative in some cases. In these
economies, the financial systems may be
underdeveloped, fragmented, or inefficient,
which limits the ability of individuals,
particularly the poor, to access financial
services. Even though there might be an
expansion in financial services or market
access, it does not necessarily translate into
poverty reduction. In fact, in some instances,
financial market growth may exacerbate
inequalities, particularly if the benefits of
financial development are not equitably
distributed or if financial markets favor
wealthier individuals or larger corporations
over smaller enterprises or lower-income
populations.

The relationship between financial markets
and poverty reduction is not linear, meaning
that financial development does not
automatically lead to poverty alleviation.
Rather, the success of financial development in
reducing poverty hinges on various factors,
such as the quality of financial institutions, the
regulatory environment, the level of financial
literacy, and the broader economic and
institutional context. For financial
development to effectively reduce poverty, it
needs to be accompanied by complementary
policies that ensure financial services are
accessible to marginalized and low-income
groups, and that these services are used to
promote sustainable development.

The study also suggests that policymakers in
developing countries must adopt more targeted
and context-specific strategies to ensure that
financial development contributes to poverty
reduction, rather than deepening inequalities.
In many developing countries, policies should
focus on improving financial inclusion,
enhancing the efficiency of financial markets,
and ensuring that financial development
benefits are widespread across different socio-
economic groups. This may involve
strengthening regulatory frameworks,
promoting  financial education,  and

encouraging innovation in financial products
and services that cater specifically to the needs
of low-income populations.
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