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Abstract

The type of industries that grow the economy, based on their intensity of production factors,
plays a crucial role in shaping income distribution within a society. Failure to consider
the intensity of production factors in industries may result in a scenario where production
grows while income inequality worsens. The primary objective of this study is to examine
how variations in the value-added share of industries, based on production factor utilization
intensity, impact income inequality in the economy of Iran. The research employs the
generalized method of moments (GMM) and utilizes data from all 31 provinces of the
country spanning from 2010 to 2019. Findings indicate that a proportional rise in the value-
added share of labor-intensive and natural resource-intensive industries contributes to a
decline in income inequality at the national level. Given Iran’s significant abundance of
labor and natural resources, these industries exhibit comparative advantages in line with the
Heckscher-Ohlin theory. Consequently, prioritizing the nation’s comparative advantages
serves to enhance income distribution, aligning with the Stolper-Samuelson theorem. Thus,
transitioning towards a market system mechanism over government intervention in price
determination for production factors or industry selection not only preserves economic
efficiency but also enhances income distribution compared to the present scenario. The
government must provide direct financial assistance to individuals with low incomes and
adhere to appropriate strategies for redistributing income via the taxation framework.
By doing so, based on the principles outlined in the second welfare theorem, it becomes
feasible to attain a new optimal Pareto equilibrium, resulting in a more just allocation of
income, all the while preserving overall efficiency.
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Numerous studies have substantiated the reciprocal correlation existing between income

1. Introduction

inequality and economic growth. Furthermore, aside from the pace at which economic
progress unfolds, the trajectory of development within a nation also exerts an influence
on income disparity. To elucidate, the manner in which various industries drive economic
expansion, contingent on the intensity of production factors, dictates the manner in which
income is apportioned within a given society. Failure to consider factors of intensity may
lead to a scenario where a nation witnesses a surge in production alongside a deterioration
in the distribution of income. The Stolper-Samuelson theorem posits that the expansion of
production via leveraging comparative advantages translates to a rise in the actual income
of the production factor that is relatively abundant. While it is anticipated that, owing to
the amplified presence of the abundant factor in the production factor market, income
distribution will ameliorate through the pursuit of comparative advantage, this outcome
may not materialize due to the impact of demand dynamics on the relative pricing of
production factors. For instance, a nation that boasts an abundance of capital and
enhances the export of capital-intensive goods will bolster the real income of capitalists
representing a smaller segment of the production factor market, consequently
exacerbating income inequality. Unwise governmental interventions aimed at rectifying
this market anomaly might exacerbate the situation, particularly if governmental
decisions are swayed by specific interest factions. Fundamentally, income inequality can
arise from market inefficiencies or governmental meddling, necessitating a clear
differentiation between the two. Consequently, it is imperative to scrutinize the
correlation between the respective value-added contributions of different industries based
on their factor intensities and income inequality to discern the nature of governmental
involvement in the economic landscape. The pivotal query revolves around whether
delegating the issue of income inequality in Iran to market forces, facilitated by the
realization of comparative advantages, would yield superior outcomes compared to the

present scenario. The ongoing research endeavors to provide insights into this inquiry.

2. Methodology and Data

The primary aim of this study is to explore the notable correlation between income
inequality and the proportional representation of various industries in the added value of
the industrial sector relative to their levels of factor intensity. To achieve this objective,
two models were designed. The initial model involves the utilization of the ratio of added

value from labor-intensive industries to the total added value from capital-intensive and
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research and development-intensive industries as the explanatory variable. In the

subsequent model, this explanatory variable was substituted with the ratio of natural
resource-based industries. The Gini coefficient will be utilized as a measure of income
inequality. Control variables including the logarithm of real per capita production, health
expenditure index (which represents the proportion of government expenditure on health
in relation to real GDP), and education index (which signifies the ratio of literate workers
to the total workforce in the industry) were entered into the analysis. Data was sourced
from the Iran’s Ministry of Economy and Finance, the Central Bank of Iran, and the
Iran’s Statistics Center over a decade spanning from 1390 to 1399 for all 31 provinces
within the country. Industries in the nation were then categorized into four groups based
on their capital, labor, research and development, and natural resource intensities as
outlined by Salvatore in the book “International Economics” (2019). The Generalized

Moments Method (GMM) was employed to estimate the research models.

3. Discussion

Validation examinations such as Sargan’s test and first and second order autocorrelations
validate the credibility of both research models. The findings indicate that the influence
of the share of both categories of labor-intensive and natural resources-intensive sectors
on income inequality is significant and adverse. Put differently, income inequality
diminishes as the value-added share of these sectors increases. Moreover, the results
reveal that the absolute magnitude of the impact coefficient of labor-intensive sectors
surpasses that of natural resources. A mere one percent rise in the relative share of labor-
intensive sectors reduces income inequality by roughly 0.018 percent, whereas this value
stands at 0.012 percent for natural resource-intensive sectors. This aspect demonstrates
the superior impact of the labor element on the balance of income distributing within
Iran's economic landscape. The escalation in actual per capita output in both models has
triggered a surge in income inequality. The direct correlation between real per capita
output and income inequality signifies the uneven dispersal of income stemming from the
surge in per capita output within the nation. The literacy level of labor force participants
in the industry exerts an adverse impact on the Gini coefficient in both models. The
adverse effect of healthcare expenditures on income inequality is corroborated in the
initial framework, whereas it lacks significance in the subsequent model. Concerning this

particular variable, the empirical proof also appears somewhat contradictory.
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The results indicate that as the proportion of labor-intensive and natural resources-

4. Conclusion

intensive sectors grows, the Gini coefficient decreases, thus reducing income inequality.
These findings validate the Stolper-Samuelson theorem within Iran's economy due to the
abundant presence of these production factors. Therefore, it can be inferred that the
pursuit of comparative advantages leads to enhanced income distribution within the
nation. Essentially, reliance on market forces does not worsen the current situation,
suggesting that the high-income inequality in Iran stems mainly from governmental
inefficiencies rather than market failures. Manipulating prices in the market for goods and
production factors to aid vulnerable groups disrupts resource allocation optimization and
hinders the realization of comparative advantages based on factor abundance,
consequently skewing income distribution in favor of scarce production factors. While
managing inflation, the government should offer direct assistance to low-income
individuals and implement appropriate income redistribution strategies through the tax
system. The Stalper-Samuelson theorem, applicable to labor-abundant countries,
promises a shift in income distribution towards workers. Simultaneously, expanding
exports through intra-industry trade and economies of scale provides capital owners with
opportunities to boost their income by engaging in the global value chain and leveraging
the global economy's capacities. To prevent the manipulation of government policies by
owners of scarce factors seeking to increase their income, active political and trade
diplomacy is essential to foster constructive engagement with the global economy and

avoid erecting protectionist barriers and tariffs at the expense of abundant factors.
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