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Abstract

The thesis entitled ”An Empirical Assessment of Economic Growth and Income Inequal-

ity. The Case of European Emerging and Advanced Countries”explores the complex relation-

ship between income inequality and economic growth in Europe, with a focus on contrasts

between former communist and non-communist nations. By examining a range of socioe-

conomic and institutional factors such as education, trade openness, poverty, and financial

development, the research presents three empirical studies offering novel insights into this

debated topic.

The first paper revisits the inequality-growth connection in Central and Eastern Eu-

rope, uncovering a general trend where economic growth reduces inequality over the long

term, supported by the roles of human capital and trade. Short-term variations occur, with

some nations showing inverted-U dynamics while others exhibit insignificant linear patterns.

These findings highlight the importance of region-specific policies to manage post-transition

challenges effectively.

The second study investigates the poverty-growth-inequality triangle in 26 EU countries,

revealing disparities in how regional inequality evolves despite global reductions in income

inequality. Positive shocks to GDP and inequality drive widening income gaps over time. In

the Eurozone, monetary policies disproportionately benefit wealthier households, while re-

distributive efforts are less impactful in non-Euro countries. These outcomes call for tailored

fiscal strategies that address regional vulnerabilities, especially among low-income groups.

The third study assesses how financial development influences inequality and growth in

Romania. The analysis shows that financial expansion tends to increase income disparities,

with market liberalization contributing more to inequality than institutions’ behaviour. In-

flation intensifies this effect, thus strategies to stabilize financial markets and control inflation

are recommended to minimize adverse impacts on vulnerable households.

General key recommendations include fostering GDP growth, improving institutional

quality, and enhancing financial literacy while tackling poverty and inflation.

Keywords: income inequality, economic growth, poverty triangle, financial development,

Europe, dynamic heterogeneous panels
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Introduction

Economic growth and income inequality are central to macroeconomic debates due to their

policymaking and social welfare implications. Influential theories posit a complex, non-

linear relationship between these two variables, such as Kuznets’ (1955) inverted U-shaped

hypothesis and Kaldor’s (1956) savings model. Kuznets suggests that growth initially in-

creases inequality, driven by structural labour shifts from agriculture to industry, but later

reduces it as economies mature, while Kaldor emphasizes that higher savings and investment

by wealthier individuals can fuel growth.

Over time, global trends in inequality have varied, shaped by policies, globalization,

and technological change. More precisely, recent decades have witnessed renewed interest in

understanding the growth-inequality nexus due to rising concerns about the social, economic,

and political implications of widening income gaps. Different global and regional crises have

exacerbated these disparities, making this issue critical for sustainable development.

In this regard, Europe provides a unique framework for studying this relationship, given

its socioeconomic diversity, regional integration, and historical transitions from centrally

planned to market systems. As a result of the considerations outlined above, several key

research questions emerge: What is the relationship between economic growth and income

inequality in Europe? Does the Kuznets Curve apply in this context? And what are the

transmission channels that shape this linkage?

Despite extensive research on the growth-inequality nexus, findings are inconclusive and

contrary, especially in European countries. Motivated by increasing regional inequality trends

and heterogeneous patterns, this thesis aims to explore this relationship by addressing three

specific research questions:

1. How does economic growth influence income inequality in Central and Eastern Europe?

Is the Kuznets Curve valid in this framework?

2. What role does poverty play in the inequality-growth link across EU countries?
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3. How does financial development impact inequality and growth in Romania?

As objectives, this thesis seeks to examine through three original papers how economic

growth influences income inequality, first through a basic specification and subsequently un-

der varying conditions, incorporating different socioeconomic factors as transmission chan-

nels.

The first paper, entitled ”Economic Growth and Income Inequality: The Challenge

in Ex-Communist EU Countries”, addresses the first research question by exploring the

relationship between inequality and growth within the Central and Eastern European (CEE)

context. This study aims to examine the unique characteristics of former European transition

economies, given their shared historical background and diverse development trajectories.

Additionally, it tests the validity of Kuznets’ inverted-U hypothesis for emerging countries

in this sample and evaluates the roles of human capital and international trade as potential

transmission mechanisms.

The second paper, entitled ”The Future of Income Inequality in the European Union:

Do Economic Growth and Poverty Matter?”, investigates the subsequent research ques-

tions by analyzing the interconnections between poverty, inequality, and economic growth,

often referred to as the “Poverty Triangle,” across EU member states. This research ex-

plores regional variations in these linkages (e.g. Western vs. Eastern Europe, Euro-area

vs. non-Euro-area) and identifies channels through which poverty, inequality, and growth

interact within specific contexts, such as educational attainment, labor market dynamics,

and redistributive and monetary policies.

The third paper, entitled ”New Evidence Concerning the Inequality-Financial Development-

Economic Growth Nexus in Romania: A Cointegration Approach”, delves into the inequality-

financial development-growth link in Romania, an ex-communist economy, to answer the last

research question. The study investigates the debated impact of financial development on

income inequality, assessing whether a long-term equilibrium exists among these variables.

It further examines how lower-income deciles respond to increased financial development and

3



considers the role of inflation in shaping the broader relationship.

The contribution and originality of this research consists in offering a comprehensive

analysis of inequality and growth interactions across Europe, considering the region’s distinct

socioeconomic context and a time framework that includes major macroeconomic events

(e.g. the transition from communism and EU accession, the Global Financial Crisis, the

Eurozone crisis, the COVID-19 pandemic). By complementing the debate on the necessity of

macroeconomic policies to tackle income inequality, this thesis underscores the importance

of equitable growth strategies. Its findings are expected to provide valuable insights and

recommendations for policymakers, particularly within the framework of the EU’s ongoing

efforts to achieve economic convergence and social inclusion.

Concerning data and methodology, data spanning 1990-2021 from sources like the World

Bank Databases, Eurostat, World Inequality Database and IMF are used. Methodologies

include panel data analysis to capture CEE economies’ short- and long-term dynamics (Paper

1), investigate causal relationships and impulse-response functions for EU countries (Paper

2), as well as times series analysis to examine cointegration and short-term adjustments

for Romania (Paper 3). These approaches account for heterogeneity, non-stationarity, and

cross-sectional dependence to ensure robust results.

This thesis comprises three original papers organized as independent manuscripts that

study the inequality-growth nexus from different perspectives:

SUMMARY OF PAPER 1 “ECONOMIC GROWTH AND INCOME INEQUALITY:

THE CHALLENGE IN EX-COMMUNIST EU COUNTRIES”

The first research paper revisits the linkage between economic growth and income inequal-

ity in 11 CEE countries from 1994 to 2020 using the Pooled Mean Group (PMG) estimator of

Pesaran, Shin and Smith (1999). By employing a quadratic model, it tests the validity of the

Kuznets Curve and evaluates the influence of human capital and international trade. Gen-

eral findings reveal a monotonically decreasing relationship between growth and inequality
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in the long-term, with significant variations in the short-term, cross-country-dependent. Hu-

man capital and trade openness are significant in reducing disparities, while country-specific

factors like corruption control and institutional quality also contribute. The analysis further

highlights the post-transition challenges faced by CEE economies, emphasizing their gradual

convergence with Western European standards. However, persistent income gaps necessitate

appropriate policy interventions. In this regard, policy recommendations stress enhancing

education, improving foreign trade collaborations, and addressing tailored policy actions to

mitigate the existent heterogeneity between countries.

SUMMARY OF PAPER 2 “THE FUTURE OF INCOME INEQUALITY IN THE

EUROPEAN UNION: DO ECONOMIC GROWTH AND POVERTY MATTER?”

The second paper assesses the poverty-growth-inequality triangle across 26 EU countries

from 2000 to 2019, using a GMM-panel vector autoregression approach. It highlights how

regional disparities shape this nexus, with distinct dynamics in Western and Eastern Europe,

alongside Eurozone and non-Eurozone members. Major results highlight that positive GDP

and poverty shocks exacerbate income inequality, especially in wealthier western regions.

Moreover, our work investigates how poverty thresholds influence inequality dynamics over

time, revealing the need for poverty-alleviating strategies in Europe. Factors like human

capital investment and labour occupancy do not seem to play a role in reducing inequality,

contradicting the proposed hypothesis, while redistributive fiscal and monetary strategies

show varying effectiveness among Euro-area and non-Euro-area members.

SUMMARY OF PAPER 3 “NEW EVIDENCE CONCERNING THE INEQUALITY-

FINANCIAL DEVELOPMENT-ECONOMIC GROWTH NEXUS IN ROMANIA”

Focusing on Romania, the third paper investigates the long-term relationship between fi-

nancial development, economic growth, and income inequality from 1990 to 2021. Employing

the ARDL method (Pesaran, 2001), it identifies how financial expansion and inflation dispro-

portionately impact low-income households, widening income disparities. While GDP growth
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shows no direct influence on inequality at the aggregated level, financial sector inefficiencies

and inflationary pressures emerge as critical factors. Furthermore, this study provides a gran-

ular analysis of financial institutions and markets, emphasizing their depth, efficiency, and

accessibility through the latest financial indicator developed by the IMF (Svirydzenka, 2016),

i.e., the Financial Development Index. We also highlight the challenges faced by transition

economies in achieving equitable income distribution through financial markets and institu-

tions’ development. Policy recommendations include stabilizing financial markets’ volatility,

enhancing access to credits, and targeting inflation control (as a complementary objective)

to reduce income gaps between individuals.

CONCLUSIONS AND FURTHER RESEARCH

To summarize, this thesis tackles the particular case of EU member states observed from

1990 to 2021, collecting data from different sources, as mentioned previously. While the

income inequality-economic growth topic represents the priority of this analysis, we also

consider the influence of some related primary drivers like human capital, poverty, trade,

and stabilization policies, among others. By addressing different transmission channels, our

findings highlight significant regional heterogeneities and support targeted interventions to

foster sustainable growth and reduce income discrepancies.

Nevertheless, the present study has several limitations that should be recognized. These

are related to inequality indicators since this research primarily focuses on income inequality

derived from wages and does not comprehensively address wealth inequality, which includes

assets and financial resources. Also, it is restricted to a quantitative macroeconomic per-

spective, mainly due to data availability.

Future research could expand by integrating more complex and updated inequality mea-

sures (such as wealth, carbon or gender inequality), qualitative variables, and micro-level

data to validate and enhance our results. Additionally, exploring the role of technological

progress, digitalization and climate policies in shaping inequality could offer new insights.
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