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The relationship between salary levels and economic convergence in Kazakhstan

Abstract

Object: To consider how financial development affects income inequality in Kazakhstan'taking into account for-
eign savings, economic development, education, and the functions of democracy as factors.

Methods: For analyzing data and obtain accurate results, empirical models, variables, and measures, trends and de-
scriptive statistics were applied.

Results: The findings of experiment indicate that a 1 % rise in financial development (the distribution of domestic
credit to the private sector) results in a 0.09 percent increase in income inequality. Table 1 illustrates the corresponding
short-term estimate of 0.047.

Conclusions: To sum up, research contributes to our knowledge of the relationship between amid income inequali-
ty, monetary development, and other governing elements in Kazakhstan during the change of period. The authors evalu-
ate the impact of economic growth, financial development, foreign direct investment, education, and democracy on in-
come alterations using the longest available time range. Besides; they demonstrate that Kazakhstan's financial growth
exacerbates wealth inequality. In instantaneous, the three main points are sent for policy reasons. The financial sector
must be strengthened in order to bridge the gap among the “haves” and “have-nots.”

Keywords: Kazakhstan, finance, inequality, salary levels, economic convergence.

Introduction

Income inequality and economic convergence have become a common topic for Kazakhstan since the
country's independence in 1991. Mikhalev (2003) paints an excellent picture of Kazakhstan's transformation
from Soviet-style financial classlessness to a society marked by glaring inequality fuelled by ‘resource na-
tionalism.' In the early 1990s, declining output, rising income inequality, destruction of social safety nets and
hyperinflation were all common: In this'context, a dramatic increase in income inequality during the coun-
try's change to individuality has presented the administration with a wide range of policy issues in supporting
comprehensive growth in this newly transitioned republic. Kazakhstan began developing substantial oil re-
serves in 1989, with oil which was assumed to be the primary export product. Oil exports, traditional gov-
ernment macroeconomic policies, severe budget fetters on businesses and the financial sector, the elimina-
tion of trade alterations, and slackened pricing policies helped to reverse the previous economic scenario in
the second part of the 1990s. Between 1996 and 2013, several economic changes resulted in extraordinary
average annual growth rates of 6 %. The number of people living in poverty has decreased dramatically
(Jonbekova, 2020). In rural areas, however, large levels of income inequality persist. To tackle regional in-
equities, various measures such as cash transfers to immigrants, real estate taxes, and price grants to the rural
poor are being implemented. The financial industry is still struggling, with one-third of bank loans classified
as non-performing possessions. The main purpose of this paper is to discuss the relationship between salary
levels and economic convergence in Kazakhstan.

Literature Review

The following subsections provide a brief review of the literature on non-economic and economic is-
sues related to income inequality. We examine the five most important findings and explain why they are
important in Kazakhstan. This segment of the appraisal is directly related to suggested unified empirical
model, suggested in Section 3.
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Finance-growth-income inequality

The general assumption that financial expansion stimulates economic progress has spawned a signifi-
cant body of study. The Kuznets theory sparked a flood of empirical and theoretical work on the relationship
amongst economic development and income inequality. (De Dominicis et al., 2008) conducted a meta exam-
ination of over 400 approximations on the association between economic development and income inequality
and found that data quality and taster size all have an impact on the connection between the two variables.
According to the research, the relationship between income inequality and economic development is compli-
cated, and no agreement has been achieved. The academics disagree on whether fiscal progress benefits the
entire population equally or excessively advantages the rich or poor, especially in developing countries
(Jonbekova, 2020). The theory of inequality widening in finance and income, the theory of inequality har-
rowing in finance and income, and the theory of inverted U-shaped inequality between finance and income
are three seperate hypotheses. The first two theories are based on Newman and Banerjee, Zeira, and Galor’s
conceptual frameworks, while the third suggestion is based on Greenwood and Jovanovich's. theoretical
foundation. The finance-income inequality widening theory states that when institutional quality is poor, fi-
nancial progress may benefit only the rich.

Foreign direct investment (FDI)

Foreign direct investment improves technology and knowledge and can be-a significant source of eco-
nomic development, especially in developing republics. The evidence on the impact of FDI on income ine-
quality is mixed with variations in money inflows, cumulative skilled laber requirement demand, phases of
growth, workforce, and total substructure. Multinational investors, for example, may compel a drop-in labor
wages by exerting pressure on the country's labor union. This will disproportionately harm the low and mid-
dle classes. Workers' bargaining leverage may be eroded if multinational corporations threaten to remove
their investment. Multinationals' capital exhaustive nature also generates a fake split economic structure in-
side the economy with a tiny advanced sector and a big backward sector. FDI may strengthen business gov-
ernance and management practices by providing funds and technology. This could boost the skilled labor
sector's productivity, raising economic growth and widening income inequalities.

Education- income inequality

The large amount of prose on the impact of schooling on income inequality can be divided into two ma-
jor groups. According to Knight and Sabot, the composition effect shows how unsatisfactory education cir-
culation leads to increasing income inequality, but the density effect raises the regular education level, re-
sultant in a beneficial influence on income sharing (Seitz, 2018). Long-term investments in higher education
and education will have a greater compression effect than arrangement effect, resulting in a more evenly dis-
tributed income distribution. According to Juhn, a growth in pay inequality is mostly due to a rise in educa-
tion, as well as other factors. Current studies on the education-inequality nexus produce contradictory empir-
ical conclusions, based on our findings. According to Yang, the gap is due to chance sample mistakes, mis
requirement biases, and the likelihood of partiality in the recording of outcome for different republics.

Democracy-income inequality

Democracy, by definition, requires widespread political engagement, as well as a national political sys-
tem based on free elections. Laws, institutions, and policies, the power to mobilize collective preferences,
define the impact of any political system on a country's income distribution. As democracy holds the princi-
ples .of “one person, one vote” and a representative government, it is frequently associated with economic
redistribution programs (e.g. well-being spending, liberal taxation, price subsidies) (Ye, D. 2020). Lenski
found that democracy redistributes political power in favour of the popular and reduces inequality. Democra-
cy endorses equal money distribution while the poor are allowed to demand more equitable asset allocation.
However, the literature on the influence of democracy on income delivery is divided. Muller, Moon, and Ro-
drik claim that democracy reduces wealth inequality. On the other hand, democracy, has no significant im-
pact on wealth inequality, as stated by Deininger, Squire, Power, and Jesionowski.
This study provides an alternate policy method to the examination of income inequality by combining the
four parts of the literature. Financial development, we argue, will resistance abrasion increase and economic
growth while avoiding the possible incentive difficulties associated with redistributive measures. Foreign
investment, education, and fairness will play important roles in Kazakhstan's development.
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Methods

Inequality in Kazakhstan.

In this section an experiential model is presented. Also, we examine the preliminary trends and the de-
scriptive statistics of the variables.
Empirical model, variables and measures

In the case of Kazakhstan, we analyze the relationship between income inequality and financial de-
velopment, using financial growth, foreign direct speculation, education, and egalitarianism to control varia-
ble quantity. Generic functional form of experiential model is:
IE=F (Y, FL,F,E, D) (1)

where /E stands for income inequality, Y for economic growth, F' for monetary development, F 1 for foreign
direct speculation, E for schooling, and D for democracy. To lessen the acuity of the time series data, all se-
ries are converted to natural logarithms (Shahbaz, 2010), resulting in reliable and dependable approxima-
tions. The unsettled variable definition is as follows: Democracy is restrained by political liberties and civil
rights, whereas education is measured by a composite score of secondary and primary. enrolments (Tur-
ganbayev, 2017). The education index is signified by a multiple index of primary and secondary enrolments,
and democracy is measured by political liberties and civil liberties. Distant direct speculation includes net
inflows of FDI as a percentage of gross olomestic product (GDP); the education index is represented by a
composite index of primary and secondary enrolments; and egalitarianism is slow by political freedoms and
public liberties. Is the residual term a normal delivery with zero-mean, finite-variance? This measure cap-
tures the amount of credit moved from savers to the isolated sector. Without eredits granted to the state sec-
tor and credits issued by central and expansion banks, as opposed to alternative measurements Ft. Credit to
the private sector is seen as a complete pointer to financial development in the fiction.

Trends and descriptive statistics

Figure 1 demonstrates a shifting pattern in Kazakhstan's income inequality. Inequality in income grew fast
from 2002 to 2007, then more slowly from 2008 to 2020.dncome inequality has decreased since 2002, com-
pared to earlier years. Figure 2 illustrates the trend in GDP per capita, which is variable but positive (Begim,
2018). The tendency in domestic recognition to the private part per capita, which is used as a proxy for
measure financial development, is depicted in Figure 3. From 1996 onwards, the trend climbed, then endured
modest and consistent between 2000 and 20054 The rising trend in the financial growth index since 2005 can
be linked to earnings from the oil segment, which has resulted in an influx of foreign cash (Figure 1,2).

Income inequality in Kazakhstan
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Figure 1. Income inequality in Kazakhstan

Note — Compiled by the authors
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Kazakhstan: Growth rate of the real gross domestic product
(GDP) from 2012 to 2019
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Figure 2. Kazakhstan: Growth rate of the real gross domestic product (GDP) from 2012 to 2019
Note — Compiled by the authors

According to early statistics (Table 1), income inequality, economic progress, financial development,
distant direct speculation, schooling, and democracy all exhibit.a normal distribution, which is verified by
Jonquiére test statistics (Begim, 2018). In comparison to ‘democracy and economic inequality, financial de-
velopment and foreign direct investment illustrate a plenty of variations. Comparing to financial progress and
foreign direct investment, economic growth is less erratic, yet, it is more volatile in comparison with democ-
racy and income inequality.

Table 1. Findings from the ARDL Bounds Test

Test Statistic Value K

F Statistic 7.585137 7
Critical Value Bounds

Significance 10 Bound 11 Bound

10 % 1.92 2.89

5% 2.17 321

2.5% 2.43 3.51

1% 2.73 39

Note — Authors’ Computation from E-views 9.5 Output

Results'in Table 1 indicate long-run relationship.

Discussion

There are three primary steps in our estimating strategy. To analyse the stationarity properties of the
variables, we first use the Augmented Dickey—Fuller (ADF), the Phillips—Perron and Zivot—Andrews tests.
A structural break in the series is not taken into account in the first two-unit root tests. The Z—A test is im-
plemented in two different ways. The first version allows for a single break in the trend variables' intercept,
whereas the second version allows for a single break in the trend function's intercept and slope. The Z—-A
tests reveal that at their first difference, all variables are stationary. Break periods run from 1993 to 2005, and
each one is noteworthy because the economy is in transition during this time, and the discovery of oilfields in
2006 increased oil exports, affecting income inequality. Following the cointegration test, we evaluate the
long-run dynamics in the second step of our estimation. We use the autoregressive distributed lag (ARDL)
bounds testing approach developed by Pesaran and Shin to overcome the small sample bias typical of classic
cointegration tests (Aldashev & Danzer, 2020). The structural break is taken into account in this test. The
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ARDL limits test is flexible in terms of the integrating order of the variables, whether they are determined to
be stationary at I (1), I (0), or I (1) /1(0), as stated in the literature (0).

Furthermore, the short-run estimate of financial growth and income difference in Kazakhstan demonstrates a
positive connection between finance and income inequality. Poor parts of the people may find it hard to ob-
tain credit from financial organizations in the early phases of fiscal growth due to a lack of collateral and
monetary illiteracy, rendering them undeserving of credit, as demonstrated by Perotti. As a result, with in-
creased financial development, fairer income delivery for the economy is becoming a more detached ideal.
More financial development is predicted to lessen income inequality during the transition by providing better
education (Barrett et al., 2017). In this regard, we urge that Kazakhstani policymakers and managements de-
velop human capital (education) — enhancing policies so that the lowest strata of the population can benefit
from education, allowing them to enhance their income. Poor people's credit worthiness is expected to im-
prove when their income level rises, allowing them greater access to financial services (Akhmetova, 2017).
The association between financial development and income inequality is favourable and statistically signifi-
cant in the long run. Financial development exacerbates income inequality by providing domestic private
credit to Kazakhstan's top classes. In the long run, a 1 % rise in financial development (the distribution of
domestic credit to the private sector) results in a 0.09 percent increase in income inequality. Table 1 shows
the matching short-term estimate of 0.047.

Conclusions

To sum up, research contributes to our knowledge of the relationship amid income inequality, monetary
development, and other governing elements in Kazakhstan during the change period. We evaluate the impact
of economic growth, financial development, foreign direct investment, education, and democracy on income
inequality since individuality using the longest available timeange. From 1990 to 2014, our empirical data
illustrate a surprising amount of integration across the variables, with many major break dates. The presence
of long-run dynamics between the variables has been established. Also, income distribution improves as a
result of economic expansion, increasing foreign direct investment, and the spread of education. Financial
progress and democracy, on the other hand, have a negative impact on income inequality. In the case of Ka-
zakhstan, the empirical lack of the GJ hypothesis is proven. It is discovered that there is a U-shaped relation-
ship between financial development and income inequality.
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P.A. TypuekenoBa, A.T. KKanceuros, P.A. PaxumxanoBa

Ka3zakcranaarbl eHOeKaKbl JeHTreili MeH JKOHOMHKAJIBIK
KOHBEPIreHIUsI apacbIHAarbl 0ail1aHbIC

Anoamna

Maxcamur: 1llerenaix sknHAKTapA6l, SJKOHOMUKAIBIK AaMyIbI, OitiM Oepyi, meMokparus GyHKUHIapBIH (hakTop-
Jap peTiHJe ecKepe OTBIPhIN, KApKbUIBIK AamyzbiH Ka3akcrangarsl TaObIC AMCIPONOPIMSCHIHA. Kalail ocep eTeTiHiH
KapacThIpy.

Odici: 3epTTey OapbIChIH/IA CATBICTRIPMAITBI TAIAY dAiCTepi KOIAAHBLUIIBI.

Kopsimeinovi: 3epTTey HOTHXKECiHAEe >KOOaHBIH KAl HOTIDKENEpl OONBINT TaOBUIATHIH KEHOIp TYKBIpBIMAAD,
OFaH calikec y3aK Mep3iMJli MepCIeKTHBaIa Kap KbIIbIK 1aMyabiH 1 % ecyi (okeke cekTopra iIiki Hecuenepai Oeiry) Ta-
obic TeHc3airinig 0,09 maiipizra apTybiHa okeneni. 1-kecrene 0,047 MemiepiHe THICTI KbICKa Mep3iMi Oaranay Kep-
CeTLITeH.

Tyorcorpvimoama: Hotmkecinme Tabbic TEHCI3/IT, aKIIa-KpEInT KyHeciHiH gaMysl xone Kazakcranmarsl 6acka na
Oackapy 2JIEMEHTTEpi apachlHJarbl e3apa OaliaHbIC aHBIKTaIbl. Makaia aBTOpPJIapbl 9KOHOMUKAIIBIK ©CYIiH, KapKbl-
JIBIK 1AMy [IbIH, TiKeJIeH IeTeN ik HHBECTHIMSIIap/IbiH, Oi1iM Oepy MeH NeMOKpPATHUSHBIH JapalaHIblpy COTiHEH OacTar
KipiCTepiH e3repyiHe 9cepiH eH Y3aK KOJDKETIMII YaKbIT ITUalla30HbIH MaiigaaaHa OTHIpeIN OaranaraH, KasakcTaHHBIH
Kap>KBUTBIK ©CYy1 dI-ayKaTTarbl TCHCI3OIKTI TepeHaeTe i Aemn ecenteimi. JKemen pesxuMae Y Heri3ri TapMak casicl ce-
OenTepMeH xkibepineni. ANIbIMEH «0ap» MEH «KOK» apachlHAAFhl alIIaKThIKTI a3aiTy YIIiH Kap:Kbl CEKTOPBIH HbIFaii-
Ty KaXeT.

Kinm ce30ep: KazakcraH, KapKbl, TSHCI3/IK, XKaJlaKbl ACHIeHIep], SKOHOMUKAIBIK KOHBEPTCHIIHS.

P.A. TypuekenoBa, A.T. ’Kauceuton, P.A. Paxum:kaHoBa

B3anMocBsA3b My 3ap0o00THOI NJIaTOI M IKOHOMHYeCKOii
KoHBeprenunuei B Kazaxcrane

Annomauusn

I]env: PaccMoTpeTs, Kak (YHHAHCOBOE Pa3BUTHE BIMSICT HA ITUCIIPOIIOPIINIO J0X0A0B B Ka3zaxcrane, mpuHUMAs BO
BHUMAaHHE MHOCTPAHHBIC COCPEIKEHHsI, SKOHOMUIECCKOE pa3BUTHE, 00pa30BaHue, (PYHKIUU IEMOKPATHH KaK (haKTOPHI.

Memoowl: B uccnenoBaHin UCIOJIL30BaHbl METOJIBI CPABHUTEILHOTO aHAJIH3A.

Peszyromamer: T1o utoramM UCCICTOBaHUS BBISIBICHBI PE3YJIbTAThI, KOTOPHIC SBISIOTCS OOIIMMU JUIS BCETO MPOCK-
Ta, COTJIACHO KOTOPBIM. B JOJITOCPOYHOI MEPCICKTHBE POCT (PMHAHCOBOTO pa3BuThs Ha 1 % (pacmpesencHue BHYTPEH-
HUX KPEIUTOB YaCTHOMY CEKTOPY) NPUBOJIUT K YBEIMUYCHHUIO HepaBeHCTBa B goxoaax Ha 0,09 %. B tabmuie nokazana
COOTBETCTBYIOIIAsI KPATKOCPOUHas olieHka B pazmepe 0,047.

Buigoowi: B pesynbraTe BHISBICHA B3aNMOCBSI3b MEXKIy HEPABEHCTBOM JIOXOJIOB, PA3BUTHEM JICHEKHO-KPETUTHOM
CHCTEMBI W APYTUMH dJeMEHTaMH ymnpaBieHus B Kasaxctane. ABTOpaMH CTaThU OIEHEHO BIHMSHHE YKOHOMHYECKOTO
pocrta, (PMHAHCOBOTO Pa3BHUTHS, PSMBIX HHOCTPAHHBIX WHBECTUIUI, 00pa30BaHUsA U JEMOKPATHH Ha M3MEHEHHUE JT0XO-
OB C MOMEHTa MHANBHIYAIH3ANNH, C UCTIOIIF30BAaHUEM CaMOTO JUTMHHBIN JOCTYITHOTO BPEMEHHOTO THara3oHa, KpoMme
TOTO, OHH OHPEICIIUIH, 9T0 (pruHAHCOBBINA pocT KazaxcraHa ycyryOiseT HepaBeHCTBO B OJAarococTosHUHA. B MrHOBEH-
HOM PEKUME TPH OCHOBHBIX IMYHKTA OTIPABJISIOTCS MO MOJUTHYCCKUM cooOpakeHusM. /i Havana HeoOX0AUMO YKpe-
NUTh (PUHAHCOBBIH CEKTOP, YTOOBI COKPATHTH Pa3pPhbiB MEKIY «UMYIIAMHU» U «HEHUMYLIHMUY.

Knrouesvie cnosa: Kazaxcran, GMHaHCHI, HEPAaBEHCTBO, YPOBEHb 3apO0OTHOM IJIaThl, JKOHOMHYECKAasi KOHBEPI'CH-
sl
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