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Abstract

Dynamic Analysis on Financial Development and
Economic Inequality

Sun-Bin Kim and Jay H. Hong

The introduction of advanced financial techniques and the rapid development
of information technology have expanded the size of financial services. Financial
development can be characterized by a reduction in risk due to increased efficiency
in the financial sector and a reduction in access costs due to the rapid development
of information technology. In order to examine the impact of such financial
developments on the wealth distribution, we develop a heterogeneous agent model
where only a limited group who can afford access costs can use of financial services.
We find that financial development reduces wealth inequality. This is mainly driven
by the reduction in access costs, which makes more people use financial assets.
However, it is also worth noting that between-group inequality has been increased

and those who are excluded from financial market suffer from welfare loss.

Keywords: financial development, inequality, wealth distribution





