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Purpose: The purpose of this study is to examine the impact of financial inclusion
(convenient, affordable, and comprehensive access to formal financial services) on
income inequality in urban and rural regions of Iran over the period 2013-2021.
Methodology: The dataset comprises annual provincial data from Iran spanning the
years 2013 to 2021. An econometric method using the Panel Generalized Method of
Moments (Panel GMM) approach was applied to estimate and analyze the relationships
among the variables.

Findings:

Effect of Financial Inclusion: A statistically significant negative impact on income
inequality across both urban and rural areas (income inequality decreases as financial
inclusion rises).

Transmission Mechanisms of Financial Inclusion:

Facilitating access for firms and households to formal credit, increasing investment,
fostering entrepreneurship, and enhancing employment opportunities and income levels
for low-income brackets.

Mitigating information asymmetry, reducing transaction costs, and improving
financial literacy to foster the participation of marginalized deciles in financial markets.

Effects of Other Control Variables: Economic growth, government size, and inflation

exhibited a statistically significant positive effect on income inequality in both urban and
rural regions (exacerbating the income gap).
Conclusion: Expanding financial inclusion mitigates socioeconomic disparities through
the economic empowerment of underprivileged groups and the generation of employment
opportunities. Consequently, policymakers can leverage the expansion of inclusive access
to the formal financial system as an effective policy instrument to advance distributive
justice and curb income inequality at the national level..
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