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Abstract

Using a panel fixed effects model for a sample of 121 countries covering 1975-2005, we
examine how financial development, financial liberalization and banking crises are related
to income inequality. In contrast with most previous work, our results suggest that all
finance variables increase income inequality. The level of financial development conditions
the impact of financial liberalization on inequality. Also the quality of political institutions
conditions the impact of financial liberalization on income inequality, in contrast to the
quality of economic institutions. Our main findings are robust for using random effects,

cross-country regressions and legal origin as instrument for financial development.
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1. Introduction

Rising income inequality is a widespread concern. Former US President Obama even called
widening income inequality the “defining challenge of our time” (Dabla-Norris et al., 2015).

Income inequality within most advanced, emerging markets and developing countries has
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