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Economicinequalityis increasingbothwithin and acrosscountries.Growing inequality has
negative economic, socialand political consequencesjt constrains economicgrowth,
underminesocial cohesionand political stability. Eradicatingcausesof inequalityandturning
structural barriers to equality into opportunities is fundamental for geneating strong,
sustainablebalancedandinclusivegrowth. Transitionto this growth modelwill dependon G20
coherenpolicy actiongglobally andnationally.

In the run upto the St. PetersburgG20 summitthe Civil 20 initiated preparinga reportand
recommendationsto G20 focusedon surmountingthe risks originating from growing income
inequality. A specialTask Force, bringing together expertsrom G20 membercountrieshas
beenestablishedo draftthereport. Presentecnddiscussedavithin the Russian G@ Presidency
Civil Society Track (www.g20civil.com), the report provides an independentanalysisand
proposals fora dialoguebetweena wide rangeof stakeholdersand the G20 governorson the
G20 concertedpolicies ard actionsto improve economic equality within their countries and
beyond.

This setof policy recommendationsn how G20 canaddressnequalitytakesfull accountof
the existingauthoritative, besavailable consensusanalysisand evidenceof theIMF, OECD,
UNDP, other international organizations and relevantscholarly, civil society and policy
communities,as summarizedabove.lt buildsdirectly upon theextensive evidencandanalysis
of the causesnd practical policy curesfor incomeinequalityin the G20 membercountries as
identified in the countryreports preparedby and for membersof the Civil 20 Task Forceon
Equity (currentlyincluding AustraliaCanadaChina, France,India, IndonesiaMexico, Korea,
Russia,Turkeyandthe US).

TheCivil 20 proposehatG20 leadersattheir St. Petersburgummitcanacttogetheto improve
income and economic equalitywithin their countries and beyond by agreeingthe Saint
Petersburdnitiative for Strong,SustainableBalanced andinclusiveGrowthaffirming the value
of equality andinclusionalongwith economicgrowth andefficiency.
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Foreword

Economic inequality is increasing both within and across countries. Growing inequality has
negative economic, social and political consequences, it constrains economic growth,
undermines social cohesion and political stability. The G20 desisaddress the issues of
overcoming income inequality in the context of structural reforms, promotion of employment,
social protection, and financial inclusion. However it has not yet directly dealt with economic
inequality on a sufficiently focused, dateand comprehensive scale, to clearly reduce increasing
inequality in the world and thus reap the economic, social and political rewards that greater
equality brings. The G20 can and should do more to combat economic inequality, given its core
mission tomake globalization work for the benefit of all and given the economic, social and
political benefits that economic equality brings. It can do so by acting now, through priority
principles, policies and actions to be agreed at the St Petersburg summiieimi$er 2013.

In the run up to the St. Petersburg G20 summit the Civil 20 initiated preparing a report and
recommendations to G20 focused on surmounting the risks originating from growing income
inequality. A special Task Force bringing together expeots {20 member countries has been
established to draft the report. T6&/il 20 drafting process was carried out in partnership with
the United Nations Development Programme (UNDP)wad coordinated by the International
Organizations Research Institute tie National Research University Higher School of
Economics (IORI HSE) and the G20 Research Group of the University of Toronto. The G20
member sd6 perspectives have DbTaerecommengdtions grdr t e
based on the analysis presentethe synthetic report and the country reports. Early publication
of the draft aimed to elicit comments and generate consultations.

Presented and discussed within the Russian G20 Presidency Civil Society Track
(www.g20civil.con), the report provides an independent analysis and proposals for a dialogue
between a wide range of stakeholders and the G20 governors on the G20 concerted policies al
actions to improve economic equality within their countries and beyond.

We believe that eradicating causes of inequality and turning structural barriers to equality into
opportunities is fundamental for generating strong, sustainable and balanced growth. Transitiot
to inclusive growth will depend on G20 coherent policy actidabaily and nationally.

We propose that, building on the G206s fou
the benefit of all, the G20 should agré¢lee Saint-Petersburg Initiative for Strong,
Sustainable, Balanced andnclusive Growth affirming the value of equality and inclusion
along with economic growth and efficiency. The Initiative should be reinforced by the G20 new
development action plan centered on addressing inequalities.

The dialogue and work among task force members will continueea&20 work related to
inequality doesCivil 20 stand ready to contribute to implementation of G20 commitments on
equalizing opportunities and outcomes within and across countries.

Dr. Marina Larionova, Director IORI HSE
Professor John Kirton, Cdirector, G20 Research Group, University of Toronto
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Executive Summary
Trends in Inequality: Globally and Nationally

Global inequalities remain unacceptably high at Gini coefficient of 0.70 as a measure of
dispersion of income across the whole population. Though there is some evidence of a mino
decrease ithe last decade due to a limited growth of middle classes in emerging countries, the
global crisis is squeezing middle and lower classes in many countries. Inequality is holding back
economic recovery, growth and investmeHaving prioritized growth throgh free market
mechanisms withonly residual attention to equity issues, in the last couple of years most
economists agree that a more equal distribution of income promotes economic stability,
sustained economic growth, heatthand more cohesive sociatie

The global dynamics is driven by national changes. The increase in -aathitiry income
inequality is one of the persistent trends of the past three decades across most of the Gz
countries. The G20 is a varied group of countries, and that is algcteeflin the levels of
income inequality. Inequality ranges from rather low in France to very high in South Africa. The
G20 counties cluster around two groujpsemerging economies (South Africa, Brazil, Mexico,
Russia, Argentina, China, and Turkey) witlghrer inequality relative to developed countries
with lower Ginis (for instance France, Germany, Canada, Italy, and Australia.) Since 1980,
income concentration and overall levels of inequality have increased dramatically in several highr
income countriesThe rich are getting richer. The top 1% of Americans have doubled their share
of national income (from 8 to 17%) since Ronald Reagan was inaugurated. Top earners in othe
rich economies such as Australia, the UK and Japan have also increased their sitamef

The estimates of the Gini coefficient in India and China suggest a eigparsion of income.

How Inequality Constraints Growth

Empirical research shows that reducing inequality is consistent with stronger growth over a
sustained period of timdnequality limits the potential of disadvantaged groups to invest in
education and health, and subsequently reduces their capacity to engage productively in th
market and contribute to growthnsufficient physical, and/or financial capital, or skewed
allocation of assets, create barriers for the poor/disadvantaged to engage fully with markets
limiting entrepreneurial activity, with a negative impact on jobs and income generation,
constraining demand and affecting growth. High levels of inequality casecsacial unrest,
conflict and discourage investment. Inequality may encourage poor economic policy which
could have adverse impacts on both medium and long term growth and development. Fiscal an
monetary policies may favor the rich, encourage unproducotivity, and possibly increase
exposure to economic shocks. Alternatively, where the poorer sections of society have politica
influence, policy might aggressively redistribute income, reducing aggregate savings.

Key Drivers of Income Inequality

Many fectors combined over the past thirty years to cause rising income inequality across the
world: technical change; trade and financial liberalization; changes in labor market regulations;
and changes in fiscal policies. Financial and trade liberalizatioppsi@a by a faspaced skil

biased technological progress, led to an increase in the income share of capital at the expense
labor and an increase in wage disparities between skilled and unskilled labor. These trends wel
compounded by changes in laloarket regulation that weakened the bargaining power of labor
and changes in fiscal policies that reduced the redistributive impact of taxes and public transfers

In the case of emerging economies, these factors were coupled with other structuraldabtors s
as spatial and horizontal inequalities, unequal access to basic services, and widespread inform
employment which contributed to perpetuating and increasing income inequality.



Key Policy Options to Tackle Inequality

In addressing inequality, utmost rderation must be given to the specific challenges and
opportunities of different country contexts. However, foaaarof focus can be identified:

Reducing primary inequality through truly inclusive patterns of economic growth

Those at the bottom of thecome distribution mostly share the benefits of growth when their
incomes are increased through quality employment opportunities. Therefore, an inclusive pattert
of growth first and foremost promotes the centrality of labor. Key policies related to this
objective include: the adoption of a macroeconomic policy framework that promotes
employment creationthe enactment of fiscal and monetary policies encouraging productive
investment over financial speculation, and sustainable growth over macroecondizaitn

as an autonomous goal; as well as the adoption of industrial policy measures encouraging th
creation of more productive jobs with incomes above the poverty line. In addition, given the
growing share of returns to capital in the distributionn@bme, an inclusive model of growth

will increasingly require actions aimed at ensuring a more equitable access to capital and th
benefits of entrepreneurship.

Reducing secondary inequality through a fair and effective redistribution measures

Fiscal policies are instrumental in achieving social equity and a redistribution of wealth.
Depending on the instrument used, fiscal policy can influence income distribution both directly,
through its effect on current disposable incomes, and indirectly throughiawisipn of public
services, which in turn affect future earning capacity. This is achieved by adopting progressive
taxation systems, expanding the tax base, and improving the effectiveness of public expenditure
International tax cooperation is also neszy in order to reduce tdpavy wealth concentration.

It can include a range of instruments such asthiematic exchange of information, multilateral
simultaneous tax examinations and international assistance in the collection of tax due.

Social protetion is important for social equity and the distribution of wealth because it supports
poor households to better cope with shocks without having to deplete their assets. Conditione
cash transfers have shown enormous potential in this cofitextporary pblic employment
programmes and employment guarantee schemes are other forms of social protection which ce
be an effective policy tool for creating jobs and spreading the benefits of growth.

The governance dimension of inequality reduction: transparencylatcountability

Fostering transparency of public institutiotlsrough measures aimed at stemming corruption
and illicit capital flight is critical for achieving more equitable and-poor development
outcomes, as corruption hinders economic developmedishorting markets, damaging private
sector integrity, reducing the availability of funds in developing economies.

Fostering accountability through participatioof civil society organizations in monitoring the
delivery and quality of social services sittb be promoted by improving access to information,
using ICT and governance for strengthening the participation of disadvantaged groups.

Addressing inequality of opportunities and horizontal inequality

Policies required to address inequality of oppdaties and horizontal inequalities include
removal of barriers preventing equal access to critical public services and employment anc
livelihood opportunities, such as inequality in access to credit, employment facilitation services,
agricultural extensioservices, small and mediumterprise development services.

While actions to tackle inequality must be taken at country level, it is clear that the causes
underpinning the increasing economic inequalityiaaelequately addressed through exclusively
domesic interventions. For instance: industrial policy aimed at promoting investment in sectors
with larger proportions of higkkills jobs are dependent on the structure of international

8
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intellectual property regimes; the taxation of financial transactionsotére effectively enforced

in a context of high mobility of financial capital without adequate coordination across countries;
similarly in a context of high trade integration, coordinated efforts are indispensable to ensure
the full realization of interrtgonal labor standards. It is therefore necessary to harness the
political will not only within countries, but also within international economic coordination
mechanisms.

Recommendations for G20 Actions to Improve Equality

Buil ding on t hémisSi@n®bnsaking glebalidaaon waskrfax the benefit of all
the G20 should agrethe Saint-Petersburg Initiativefor Strong, Sustainable, Balanced and
Inclusive Growthaffirming the value of equality and inclusion along with economic growth and
efficiency. The Initiative could begin with general principles and extend to specific supporting
actions relevant to all G20 members.

As a matter of priority G20 should:

1. Strengthen those polices that the G20 has already agreed to and that are of a proven value
promoting income equality across the member

2. Assess the social impacts of proposed economic policies in order to openly discuss whicl
policy options may most effectively address equality and growth. The first step is to formally
include distributional impacts and equality measures, and subsequently aspirational targets
within the Framework for Strong, Sustainable and Balanced Growth. The second step is tc
encourage members to add equity indicators, starting with the Gini ceetifiand subsequently
aspirational targets into their national deyetent plans and annual budgets.

3. Emphasize the G20 actions that simultaneously enhance economic and equity growth. Thi
should start with those equity enhancing actions that mosttlglisetd inexpensively contribute

to new sources of economic growth and jobs, and fiscal sustainability where possible, in the
short and the medium term.

4. Affirm the need to strengthen public policy and the role of the state to tackle
inequality,through amacroeconomic policies promoting employment and boosting aggregate
demand; fiscal and monetary policies encouraging productive investment; stemming corruption;
progressive taxation systems; reducing tax evasion and improving the effectiveness of public
expenditure; b)protecting basic human rights, specifically, universal and equal access to food,
water, health care, education, social protection, affordable housing, and others such as the rig
of free movement for citizens within the country.

5. Strengten the social security systems in ways that move toward wider and ultimately
universal coverage, in an effective and fiscally responsible way.

6. Create a G20Norking Group on Equality tocollaborte with appropriate international
organizations and civil £tety groups to help refine and implement these recommendations, and
devise new ones for actions by G20 leaders at their Brisbane summit in November 2014.

7. Encourage the United Nations to include the goal of reducing inequality as one of the post
2015 Milennium Development Goals.

Concrete actions of relevance to most G20 members should be spelt out:

1. Job generating macroeconomic and industrial policy measures, as well as actions ensurin
equitable access to capitaldaibenefits of entrepreneurship.

2. Opportunity equalizing measures such as investment in human capital through promoting higk
quality education and training for acquisition of knowledge, relevant competencies and skills
enabling citizens to fulfill their potential in the labor market; urse¢ health serviceand
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inclusive formal financial systems, ptiding access to apppoate financial services to a larger
proportion of the population, including the most vulnerable groups.

3. Revenue generation and taxation policies to broaden theasaxnieke taxation fairer and
more progressive, improve effectiveness of public expenditure, reduce tax evasion anc
avoidance including illicit financial flows As purely domestic measures prove insufficient
dealng with the issue of tax evasion the @2ountries shouldctively enga@ in international

tax cooperation mechanisms, such asitomatic exchange of information; multilateral
simultaneous tax examinations; and international assistance in the collection of tax due.

4. The composition of subsidetaxation andiransfer systemshould bechanged in order to
cl os e t h e thdt beoefitghe ddhamdindteadsupport populations that are hard hit by
recession

5. Actions to ensure access to critical public services through more effectivieibatan and

social programs: making the social transfer systems more progressive, notably for housing
family, and social assistancextendingcoverage of social security, including expansion of
social protection floorsimproving public pension plansoff aging populations in ways that
maximize the economic contribution of experienced, aged workers while controlling the fiscal
demands on the government ; supporting wome |
growth through promoting regiespecifc pro-poor policies, including physical infrastructure,
human capital, and inteegional equality and integration policies, while ensuring that they do
not privilege wealthy urban areas at the expense of poorer, rural ones.

Country Specific Policies

G20 members could agree on the recommendations adopting measures most suitable to tt
national socieeconomic circumstances. Additional steps could be considered by the G20
members with particular needs.

1C
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Part |. Sustained and Balanced Growth Reqires Equitable Policies
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Chapter 1. Trends in Income Inequality in the World and in the G20

Introduction

The world is changing rapidly and, with it, the role and influence of citizens in their respective
countries and as global inhabitants. One of the@sghat most clearly reflects this dynamic is
the changes in income inequality within countries and globally.

Income inequality is now being discussed widely as we approach the deadline for the
Millennium Development Goals in 2015. Different commentatarge suggested the need for
monitoring inequality in the follow up to the MDGs. The opening of the public space to
discussion on inequality is something that should be commended. Not long ago, the Managing
Director of the IMF publicly dismissed such deba& as a di straction f
issues related to economic grovirueger, 2003)In her 2002 speech Anne Krueger, then First
Deputy Managing Di r eRodr peopleocafe ddaspermte 1o Miprove shain d
material conditions in absolutetms rather than to march up the income distribution. Hence it
seems far better to focus on impoverishment than on ineqaalitt hat has chang:¢
regarded as fundamental to the realisation of human development goals and economic stability

Inequality globally and nationally

What do we know about inequality? The present section will focus on global inequality first,
then on inequality within countries and finally on inequality in the G20 countries.

Letds start with gl averadne single apuntyl if eyl wele fglobal h e
citizens in the most basic definition, how unequal it would be? As it turns out very unequal.
According to the research by Branko Milanovic from the World Bank, the Gini coefficient, a

measure of the dispersiaof income across the whole population, is 0.70. For comparison, the

Gini coefficient for South Africa, one of the most unequal countries in the world is ,631.

But as Milanovic also points out, we are often concerned not only with the level of global

income inequality but with its trend. What do we know about this? There is enough reliable data
to calculate global inequality for every five years during the 20 years spanning from 1988 to
2008. Mi | an opeihaps for the first time $inad the firedrial Revolution, there may

be a decline in global inequality. Between 2002 and 2008, global Gini decreased by 1.4 points

(Milanovic, 2013.

! The World Bank Databas6&INI index. Available: http://data.worldbank.org/indicator/SI.POV.GINI [RMay
2013].

12


http://data.worldbank.org/indicator/SI.POV.GINI%20%5b24

13

Figure 1.1. Global GiniCoefficient Comparetb the Ginis ofSelected Countries
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Given the diversity of experiences around the world, it is not surprising that income inequality
follows different patterns across the countries. There are some groups that stand out thoug!
Recent researcfOxfam, 2012)shows that income inequality is faljnin most lowincome
countriesi inf act , income inequality is convergin
research highlights the experience of severalilmm@me countries (Mali, Malawi, Sierra Leone,

and Ethiopia) that have achieved substangaluctions in inequality. Latin America, led by
Brazil, has also experienced a recent and consistent decline in income inequality.
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Figure 1.2. Changes innequalityin Low-Income Countries1998mid 2000s (2004, 2005 or
2006, depending on availability)
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This leads to the overall trend in the economies belonging to the G20. The G20 is a varied grou
of countries, which is reflected in the levels of income inequality as well. Inequaldgsdrom

rather low in France to very high in South Africa. The G20 countries cluster around two igroups
emerging economies (South Africa, Brazil, Mexico, Russia, Argentina, China, and Turkey) with
higher inequality relative to developed countries witdwdr Ginis (for instance France,
Germaly, Canada, Italy, and Austrajia

14
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Figure 1.3. Gini Coefficientof Incomein G20Countries 20052009
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Source: Figure compiled by Oxfam using data sourced {&utt, 2010)

Yet the trends are changing these clust@ss.mentioned above, richer countries have been
experiencing a worrying trend. The only four countries in the G20 where income inequality has
fallen since 1990 are the emerging market economies: Brazil, Korea, Mexico, and Argentina.
Moreover, only Brazil ad Korea reduced inequality consistently in both the 1990s and 2000s
(Oxfam,2012)

These four countries bucked the trend for the G20. Across the G20 countries as a whole, and i
every highincome country except Korea, inequality was higher in the lat®@2(@atest data
available) than in 1990. And some countries have experienced a surge in inequality in the las
decade. Among them are: Turkey, Germany, Indonesia, Australia, India, and South Africa.

The changes in income inequality around the world carlubwed in four categories: a
stagnation in the incomes of the extremely poor; a rapid rise of the middle class, mostly coming
from large emerging economies; a stagnation of the middle class in the developing and som
developed countries; and the conceidrabf income in the global top 1 percent. The changes in

i ncome for these four groups can be seen in
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Figure 1.4. Change irReal Incoméetween 1988 and 2008\&rious Percentilesf Global
Income Distribution(calculated in 200fternational dollars)

Real increase

Percentile of global income distribution

Note: The vertical axis shows the percentage change in real income, measured in constant interpational dollars. The
horizontal axis shows the percentile position in the global income distribution. The percentile positions run from 5 to
95, in increments of five, while the top 5% are divided into two groups : the top 1%, and those between 95 and 99"
pereentiles.

Source (Milanovic, 2012)

It will be useful to identify the dynamics behind this graph. Milanovic explains that two groups
benefitted particularly over the past two ¢
global ncome distributions, and second, the middle classes of emerging market economies, i
particular China, India, Indonesia and Brazil [...] which includes more than a third of world
popul éMilanavio, 8012)

There is another group that improves their thbse at the bottom third of the global income
distribution but outside extreme poverty.

The two groups who have not improved their standing in recent decades are the poorest 5%
the worl doés popul ation but mor e 90thmpecmdilesiot a l
the global income distribution. For this last graud u b b e d t h e -niiigd dolbea | ¢ | uap:
Milanovic and which includes a large share of people from former Communist countries, Latin
America and rich developed countriesicome las remained stagnant since the 11880s.

Conclusion

As mentioned above, the global dynamics is driven by national changes. The trend is very
different for the rich world and some large developing countries, most notably India and China.
Since 1980, incomeoncentration and overall levels of inequality have increased dramatically in
several high income countries. In other words, the rich are getting richer. The top 1% of
Americans have doubled their share of national income (from 8 to 17%) since Ronadh Reag
was inaugurated. The top earners in other rich economies such as Australia, the UK, Japan ar
Sweden, have also increased their share of income. Similarly, the estimates of the Gin
coefficient in India and China (with all the measurement challenggsntlag have) suggest a

wi der di spersion of i ncome. Il n s umma rtlye, a
majority of the people on the planet live in countries where income disparities are bigger than
they were a generation agdhe Economist, 2012)
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Chapter 2. How Inequality Affects Growth

Introduction

Determining the main drivers of economic growth remains one of the more contested areas o
economics, and this lack of consensus is also evident in the debate over how inequality interact
with growth.Earlier approaches to this question argued that inequality was actually necessary fol
growth because the wealthy saved more of each unit of income received, thus providing a large
pool of funds available for investment than would be possible if incomemaas evenly
distributed. More recent approaches though have challenged this view, emphasizing the negativ
impact of inequality on human capital formation, particularly as development con(Blugsi

et al., 2011)

How Inequality Can Constrain EconomicGrowth

This section considers some of the ways that inequality may operate to constrain economi
development, either by limiting the pace or sustainability of economic growth, or by increasing
social unrest, thus increasing uncertainty and dampening mmeestneeded for growth and
broader economic development. But before considering how inequality and development may
interact, it is important to see what has actually happened. Empirical research over the past tw
decades shows that reducing inequality amsistent with strong growth in income over a
sustained period of time.

Figure 2.1. Growth in per Capita Incomend Changein Income Inequality 94 Developing
Countries 19902008
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Change in Gini Index, 1990-2008
*Or latest available data. Sourd@rtiz & Cummins 2011)

As the chart Isows, although some countries that achieved strong sustained per capita income
growth also experienced greater income inequality, many others were able to avoid this. So at th
very least, declining inequality can accompany sustained economic groetjuty is not
inconsistent with efficiency. Equally important, constant or increased inequality is neither
essential for, nor an inevitable consequence of, growth.

What is less clear is the mechanism through which inequality can affect growth. In the absenc
of an agreed growth model, a diverse range of explanations have been suggested, but seve
main themes emerg@Marrero & Rodriguez, 20100One theme relates inequality, particularly
income inequality, to lower labor and capital productivity; a second estggsathe impact of
inequality on the ability of some countries to maintain periods of strong growth; while a third
stream highlights connections between inequality and the enabling environment needed t«
encourage growth and developméhghion et al.,199).
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Human Capital Formation?

Building up human capital is one of the main ways of increasing labor productivity, and is likely
to be of particular importance as development progresses and the technological sophistication
production increases. The inatyilof the poor to invest sufficiently in education, including basic
education and training, is often seen as a major reason for inadequate human capital formatic
(Berg & Ostry, 2011)This lack of investment has often been put down to credit constraints.
Poor people are very limited in their ability to finance education from their current income, and
are typically constrained in the amount they can borrow because they cannot use future earning
as collateral against a lo&ejia & St-Perre, 2004)Thesecredit market imperfections not only

limit the ability of the poor to develop their human capital, but also reinforce existing patterns of
inequality, perpetuating the problem. The provision of low cost public education is important to
offset these barrisrto the creation of human capital and the reduction of inequality over time.

Financial limitations are not the only barriers to increasing human capital. Discrimination on the
grounds of gender and ethnicity due to cultural, traditional, legal, religgmegzeconomic or
political norms can also be important obstac(@he Guardian, 2012)For example, the
persistent inequitable treatment of girls and women in some countries reduces their capacity t:
contribute economically. The amount and type of edoicadnd training available to girls and
young women, vertical and horizontal occupational segregation, and a bias in recruitment anc
promotion all work to |Iimit womends product
affect productivity by redcing the incentive to work. Whether (particularly gender) inequality
causes poor economic outcomes, is the result of a low level of development, or reflects othe
variables such as health status or maternal mortality, has not been conclusively deteamdined,
may vary over time and across countries. More micro level studies are needed to improve ou
understanding of how greater gender and social equity improves economic efficiency. But there
is a strong case to keep refining policies to eliminate inegualiénsure that the potential of all
groups to contribute to growth and developmemn¢adized(Badiera & Natraj, 2013)

Labor productivity is also influenced by health through its impact on aggregate hours worked
and the type of work performed. Not stsmngly, there is a large body of evidence that supports
the idea that health and incoteselsare positively related. However, there is also evidence that
health is related to incomeequality, in some studies even after controlling for factors such as
race, smoking, and povertyhorbecke & Charumilind, 2002)

Physical Capital Accumulation

The amount of physical capital in an economy affects both total productivity and the productivity
of labor (through the capital/labor ratio, or the amount of phlysiapital each person has to
work with). The poor are likely to have inadequate physical capital for a variety of reasons
including the inability to accumulate sufficient savings (not only because of low incomes but
sometimes because of a lack of secuvngg facilities), or the exposure of many poor people to
asset loss due to human induced shocks or natural disasters.

At a more macro level, the specific pattern of capital formation in a country can both exacerbate
inequality and create pressure forite duct i on. For exampl e, t he

of certain manufactured goods has depressed world prices for those products, kept domest
wages in those industries low, and exacerbated existing inequality. Recognition of the need fo
domestic demand to play a larger role in future growth means that household incomes will need
to rise (via higher wages and social protection programs), developments that should reduc
inequality (Vandermoortele et al., 2013: 14) And I ndi ads gr twlylitle has

employment due to the existence of a growing, capital intensive, formal manufacturing sector,

% For a theoretical and historical discussion @alor, 2011).
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alongside a large, low productivity informal sector whose shai@@® has been essentially
constant for more than 60 yedk&ndermoortele et al2013: 58).

In short, insufficient human, physical, and/or financial capital, or the skewed allocation of assets,
create barriers to the poor engaging fully with markets. The results are that inequality continue:
or worsens and growth is slower than woollderwise be possible.

Inequality and the Duration of Growth

Sustainedeconomic growth is generally considered to be essential for a country to permanently
move out of poverty. If a country is unable to sustain strong growth once it has started, or is
prore to economic shocks that significantly reduce growth, it will face major obstacles to
poverty reduction. Recent studies have suggested that income inequality may exacerbate bo
these problems. For example, Berg and Ostry, looking at the link betweexktéme of income
inequality and the duration of spells of strong growth, found that a 10 percentile reduction in
inequality increases the expected length of a spell of strong growth by 50 pdBesmt&

Ostry, 2011)

Inequality may also encourage poooeomic policy that leads to growth disrupting shocks. In

his influential bookFault Lines Raghuram Rajan has argued that easy monetary policy coupled
with increasing income inequality in the US encouraged the wealthy to increase their savings, th
poor to borrow to sustain their consumption, and financial institutions to facilitate both
developments, all of which contributed to the global financial crisis that began in(Raas,

2011)

Broader Social Linkages

Inequality has also been linked to sociatability (UNRISD, 2013) The existence of horizontal
inequalitiesi economic, political, social, and/or cultural status inequalities between groups that
share a common identiiycan increase the risk of social unrest and conflict. A range of studies
havefound that inequalities may become a cause of civil war between groups with wealth levels
well above or below country averages. The probability of separatist conflict increases if a region
is richer or poorer compared to the national average. The interisibnflict is also related to

the extent of some types of horizontal eq¢#yewart, 2010)From the perspective of economic
development, civil unrest resulting from horizontal inequality is likely to increase uncertainty
and discourage investment, amday even cause civil war and the destruction of assets
(Thorbecke & Charumilind, 2002)ronically, policies to reduce horizontal inequalities may also
create social tensions. Actions to reduce preferential treatment of privileged sectors of society
may encourage political action to protect those privileges (in turn possibly triggering further
social unrest).

Finally, considerable attention has been given to the interaction of redistribution policies, tax
rates on income from labor and capital, and inaguéMilanovic, 1999; Ghosh & Pal, 2004)
Depending on the extent of existing inequality, there can be tension between the tax rate the
maxi mi ses growth, and the rate that is pref
reduction in income irguality. In countries with democratic institutions and marked inequality,
governments may implement a tax regime tfatours income redistribution but actually
impedes the reduction of inequality over time. This could be for a variety of reasons. For
exanple, if income tax rates were changed to significantly redistribute income, the (higher)
incomes of those who were saving more would be reduced and incentives to work and sav
would be distorted. Such changes would reduce the pool of aggregate savihajsleavar
investment. Or if redistribution was done through expensive subsidies that benefit the poor (sucl
as fuel subsidies), this could reduce public funds available for investment in areas such a:
education and infrastructure. Empirical support forrtieglian voter hypothesis is mixed, but it
does highlight the potential importance of the political dimension of growth and inequality.
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Conclusion

In short, economists are still working to fully understand why, as found by empirical studies,
inequality canact as a significant barrier to sustained economic growth and longer term
economic development. Research over more than two decades has identified a number ¢
channels through which inequality can impede some of the basic drivers of economic
development:

1 Imperfect capital markets lend insufficient amounts to the poor for investment in
education and income generating assets.

1 High levels of inequality may distort economic policy settings, which could have adverse
impacts on both medium and long term growtl a@evelopment. Fiscal and monetary
policies may favor the rich, encourage unproductive activity, and possibly increase
exposure to economic shocks. Alternatively, where the poorer sections of society have
political influence, policy might aggressively rettibute income, reducing aggregate
savings.

1 High levels of inequality can cause social unrest and conflict, discouraging investment.

The interaction of these forces, however, is complex, and it seems unlikely that a predominan
cause will be identified. & it is becoming increasingly clear that there are good economic, as

well as social and ethical, grounds for actively reducing inequality, particularly in the poorest
countries.
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Chapter 3. Key Drivers of Income Inequality

Introduction

The increase in whin-country income inequality is one of the most robust trends of the past
three decades across most countries of thé.G20

Four factors have been primarily responsible for this trend: technical change; trade and financia
liberalization; changes in labanarket regulations; and changes in fiscal policies. These four
factors have been driving income inequality mainly through two channels: 1) by increasing the
wage premium of higiskilled workers relative to lovgkilled workers and 2) by increasing the
shae of capital in total income relative to labor (or, in otlherds, by making the functional
distribution of income increasingly biased in favor of capital).

Technical Change

Technical change has had many positive effects on productivity and the quafiteafp | e 6
wellbeing around the world, but has also been a driver of income inequality over the past
decades, especially with the development of Information and Communication Technologies
(ICT). ICT has replaced the routine tasks typically performed byskilled workers while
enhancing the productivity of higtkilled workers, thus biasing production technologies (and
thereby income distribution) in favor of the latter (OE@D11, UNCTAD, 2012).

More precisely, there are two distinct channels throughwskdls-biased technical change has
impacted income inequality. First, it has widened the earnings disparity between skilled and
unskilled workers. Second, by enhancing labor productivity, it has kept the rate of growth in
employment well below the raté economic growth, weakenirigin this wayi the position of

labor vis™-vis capital and constraining real wages.

Trade and Financial Liberalization

While trade and financial liberalization supported greater international economic integration and
all the gportunities that this generated for both advanced and emerging economies, there is als
evidence that these trends contributed to rising income inequality.

Trade liberalization stepped up the pace of skilised technical change because, in open
markets heightened competition reinforced the incentives for investment insawstg and
productivity-enhancing technologies, which in turnas mentioned in the previous sectibn
increased the wage premium for higkilled workers and contained wage growthdeed,
evidence shows that the skills bias in technology has been more pronounced in sectors whic
experienced greater trade liberalization (Wd2b4 Theonig& Verdier, 2003).

Research on the effects of financial liberalization shows that relaxatifimaotial regulations

(such as open capital accounts and flexible exchange rates) has been associated with a fall in t
wage share in several countries, both advanced and emerging20®@; Lee and Jayadev
2005). Increasing financial integration aax acer bat ed countriesé vu
of international financial flows. During the times of boom, the growth of financial flows helped
increase the profitability of capital and depress the growth in wages (by granting capital the
mobility to freely go to wherever labor costs were the lowest). And during the times of crises,
low-income groups and other vulnerable groups were much more likely to suffer job losses
(UNDP, 2011; van der Hoeve& Saget 2004UNCTAD, 2012). In short, loaincome goups
benefitted the least during periods of boom and recovery, and suffered a disproportionate shar
of the costs of financial crises.

% The G20 included 11 advanced economies and 9 emerging economies. Inagumaétinecreased in all G20
countries except for Argentina, Brazil, Mexico and Turkey (measured by Gini index, World Development
Indicators, 2012).
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Emerging economies appear to be more vulnerable to these impacts of financial liberalizatior
because private capital fleasto these economies are significantly more volatile than flows to
advanced economies (Bron®rRigobon, 2006), and because the size of these capital flows can
overwhelm those countriesd reg,012t ory and p

Financial and tradéberalization increased cros®rder mobility of both goods and capital and
spurred a growth in production relocation or offshoring. The relocation of production and
investment, usually in the form of Foreign Direct Investment (FDI) had a number ofdinefi
impacts on employment and growth in receiving countries, but also in many instances an advers
impact on income inequality (UNCTAR012 IMF, 2007).

In a context of increasing trade and financial liberalization and thanks to technical change, firms
were able to increase profitability by combining stafi¢he-art technology with lower labor
costs (UNCTAD 2012). As a result, on balance, offshoring changed the functional distribution
of income in favor of capital at the expense of labor in the cosng@eriencing significant
production relocation trends.

In emerging economies, firms in the growing exgwiented manufacturing sector offered
higher wages to attract workers relative to traditional agricultural sectors. For instance, in Ching
the growh in private sector manufacturing in coastal areas contributed to increasing both spatia
and urban/rural wage differentials (ADB012 Galbraith 2012). Moreover, new manufacturing
firms adopted more advanced technologies which further increased th@reagam of skilled
workers (ADB 2007).

Changes in labor market regulations

In many countries, regulatory changes were introduced in the 1980s and the 1990s in order t
increase competition in the goods and services market and to make labor marketexidee f
(OECD, 2011). Labor market regulatory changes included: a relaxation of employment
protection legislation for workers with temporary contracts, a reduction in minimum wages
relative to the median, a lowering of the unemployment benefits relatipeetmemployment
wages (i.e. the benefits replacement rate) (OEXT1).

Increased flexibility in labor markets had, by and large, a significant positive impact on
employment levels and growth (Blanch&dSGiavazzi, 2003), but many of the abewentioned
reforms also had adverse distributional effects compressing wages and increasing wag
dispersion (OECD2011).

In addition, declines in union density, which disproportionately affected manufacturing and low
skilled jobs, further weakened the bargainingvpoof workers that were already disadvantaged

by skills-biased technological change. A number of studies pointed out a strong relation betweer
the weakened position of trade unions, and a higher wage inequality (e.g.&/Ssechi, 2009;
Wallerstein, 199).

Fiscal policy

Traditionally, taxes and public transfers played a major role in improving the primary
distribution of incomé& However, since the mitl 99 06s t he equali zing
declined in a majority of G20 economies (OEQD11).

As countries competed to attract private capital flows in a context of high capital mobility, they
reduced taxes on capital returns. In addition, the lowering of personal income tax rates, whick
occurred in several advanced economies, weakened the ovdrstlibetion impact of taxation
(UNCTAD, 2012). In particular, it should be noted that despite the fact that incomes became

* The primary distribution of income is the distribution of income that results from economic activitg bafo
kind of government taxes or transfers. The secondary distribution of income is the distribution after government
taxes and transfers.
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highly concentrated at the top 10 or even 1 per cent of households (Atkinson et af, @p11)
tax rates were often significantitgduced (e.g. they went from an average o76% to around
40% between the 1990s and 2000s in major OECD countries) (CHQD).

Trends related to transfers and benefits had mixed effects across G20 economies. In advanc
economies, there is evidencettlthanges in the rules and regulations of government benefits
schemes in the 1990s and 20000s weakenegd t
2011). On the other hand, in a number of emerging countries, improved fiscal accounts have
been succefidly used to support the provision of public goods, including education, and the
expansion of social transfers with inequality reducing results (UNGRAD2).

Focus on Emerging economies

The four drivers mentioned above had a significant impact on seuleaconomic inequality in
all of the G20 economies, but there is a second set of factors that have contributed to high leve
of income inequality, especially in the context of emerging economies.

Spatial inequality

Economic inequality patterns in emergireconomies highlight the significance of spatial

Il nequality t hat i S driven by At he I ntera
technology, and marketriented reform, interacting with the structure of geography and

i nfrastruct ur eld a largeDniajority 20emBrging @Jonomies, communities in
rural regions or in remote provinces often receive a significantly lower share of economic growth
relative to other regions. For instance, it has been demonstrated in the early 1990s to late 200(
China, India and South Africa saw larger increases in urban per capita incomes than rura
incomes (ADB 2012 OECD, 2011).

Unequal access to social services

Access to social services varies greatly by gender, region, cultural background, and socio
economicstanding with the highest rates of access in already rich provinces. For instance, in
India, children belonging to households from bottom quintile of income earners are three times
more likely to be out of school than children in the richest quintile (AZIB.2). The absence of
opportunities to build human capital limits the potential for upward mobility and traps people in
low paying, vulnerable employment.

Informality

Informal employment is widespread in India, Indonesia, Brazil, China, South AfricRussila

with much employment concentrated in lskill manufacturing, agriculture, construction, hotels
and restaurants, domestic services, and wholesale and retail trade ,(QECL. Although
informal employment can help raise household incomes espdoiatlyose at the bottom end of

the income distribution, there is supportive evidence for the view that persistent informal
economic relations lead to greater income inequality (Jugingigesia, 2009). This is mainly
because many informal jobs provideges that do not exceed the poverty line, are highly
unstable, lack adequate social protection networks, and limit opportunities for growth and for
human capital accumulation.

Horizontal inequality

One of the factors that contribute to income inequalityrésexclusion of specific groups based
on gender, race, ethnicity, or other cultural differences (horizontal inequality). Since these

® In the United States, for instance, the share of the top 0.1% in totaxpircome quadrupled in the 30 yetrs

2008. Just prior to the global recession, the top 0.1% accounted for some 8% of taaliptemes in the United
States, some-8% in Canada, the United Kingdom, and Switzerland, and close to 3% in Australia, New Zealand,
and France (OECD 2011).
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disadvantaged groups have less access to basic social services and suffer from discrimination
the labor market, thempportunities to secure employment and decent wages is lower compared
to the groups who do not face similar kinds of discrimination.

Conclusion

In conclusion, many factors combined over the past thirty years to cause rising income inequality
across the wdd. Trade and financial liberalization, supported by a-fested skiHbiased
technological progress, led to an increase in the income share of capital at the expense of lab
and an increase in wage disparities between skilled and unskilled labor. tidede were
compounded by changes in labor market regulation that weakened the bargaining power of labc
and changes in fiscal policies that reduced the redistributive impact of taxes and public transfers

In the case of emerging economies, these facters woupled with other structural factors such
as spatial and horizontal inequalities, unequal access to basic services, and informality whicl
contributed to perpetuating and increasing income inequality.
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Chapter 4. Key Policy Options to Tackle Inequality

Introduction

Growing levels of inequality worldwide can be largely explained as the result of a number of
main driversi technological progress favoring higkilled workers and increasing wage
disparities; financial and trade liberalization with the esponding expansion in highiyplatile

capital flows and production relocation; labor market regulations impaadimgarticular
wor kerds bargaining power; and changes in
combined effect of these driversshancreased primary inequality (i.e. inequality of incomes
before taxes and transfers) through two chaniet decline in the share of labor in the
functional distribution of income and an increase in the inequality of earnings between skilled
and unskiled workers. Tackling inequality will therefore require the promotion of inclusive
growth patterns capable of reversing or mitigating these effects.

In addition to reducing primary inequality by promoting inclusive patterns of growth, policies
can also promite fair and effective redistribution measures that reduce secondary inequality (i.e.
inequality of incomes after taxes and transfers). Fiscal policy and social protection measure:
have an especially important role to play in this respect. At the sametlimeeduction of
economic inequality cannot be achieved only through measures of economic policy. The quality
of governance and the strength of democratic institutions are fundamental for a fair distribution
of income. In this context, transparency andaaintability are especially critical challenges.

Wide gaps in the chances available to individuals of different ssmmaomic backgrounds to

fulfill their aspirationsi what is referred to as inequality of opportunitiesepresent, from a
normative ancethical perspective, one of the most problematic aspects of economic inequality.
Horizontal inequalities (inequalities in economic and political resources as well as social and
cultural status between specific groups defined along demographic, cultathl sp other
dimensions) are a specific aspect of inequality of opportunities which have been shown to holc
the potential to significantly undermine social cohesion.

In addressing inequality, utmost consideration must be given to the specific chakemes
opportunities of different country contexts. However, on the basis of the above considerations
four areas of focus can be identified:

- Reduction of primary inequality through inclusive growth;

- Reduction of secondary inequality through redistributiviecies;

- Promotion of governance institutions that are conducive to inequadtyction;

- Reduction of inequality of opportunities and horizontal inequalities.
Reducing primary inequality through truly inclusive patterns of economic growth

Those at the baitm of the income distribution mostly share the benefits of growth when their
incomes are increased through quality employment opportunities. Therefore, an inclusive pattert
of growth is first and foremost a pattern that promotes the centrality of labgrp#leies
related to this objective are:

- Adoption of a macroeconomic policy framework that promotes employment creation, and
also through the enactment of fiscal and monetary policies encouraging productive
investment over financial speculation and susthie growth over macroeconomic
stabilization as an autonomous goal;

- Adoption of industrial policy measures encouraging the creation of more productive jobs
with living wageincomesthat areabove the poverty line;
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- Regulatory measures supporting the faiplementation of international labor standards,
addressing exploitative work and enabl i
of labor rights, though necessarily these measures would need to be introduced over tim
given institutional weakness@nd financial constraints in various developing countries;

- Investment in human capital and in skill development for those who have been
disadvantaged by technological progress.

In addition, given the growing share of returns to capital in the distribwdfoincome, the
realization of an inclusive model of growth will increasingly require actions aimed at ensuring a
more equitable access to capital and the benefits of entrepreneurship. Among the policy option
to be considered in this context are:

- Policies supporting Small and Medium Enterprises (SMES), entrepreneurs analpstart
in gaining access to finance, human capital and markets and more generally improving
the business environment in which they operate.

- Policies that improve the access of the rp@br to key factors of productidnsuch as
irrigation, electricity, transportation, new technologies, enhanced seeds, financial services
and insurance.

- Asset redistribution in the rural sector, also through innovative approaches to land reform
such as ta distribution of micreplots, civil societybased reform, resettlement schemes,
restitution, land leasing and sharecropping. In this context, it is also important to take into
account the issue of land tenure and security of property rights, whichiigal ssue
for marginalized rural populations. The issue of equal access to land and resource rights
between men and women should also be addressed, if asset redistribution is to genera
sustainable structural changes.

Reducing secondary inequality thraugh fair and effective redistribution measures
Fiscal policy

Fiscal policies are instrumental in achieving social equity and a redistribution of wealth.
Depending on the instrument used, fiscal policy can influence income distribution both directly,
throudh its effect on current disposable incomes, and indirectly through the provision of public
services, which in turn affect future earning capacity. This is achieved by adopting progressive
taxation systems, expanding the tax base, and improving the edfeetiv of public expenditure.
Improvements in the effectiveness of public expenditure call, in turn, for stronger capacities in
policy formulation and public expenditure management. In addition, fiscal policy can reduce
inequality by influencing the price foconsumer items on which the poor spend a
disproportionate amount of their incomes. An effective fiscal policy means that public
investments in expanding access to opportunities to the poorest and most disadvantage
segments are maximized.

Moreover, if caintries are to stop competing for investments by reducing their top income tax
rates, then international tax cooperation will be necessary. International cooperation on tax
policy will help reduce tofneavy wealth concentration. International tax coopanatan include

a range of instruments such as theomatic exchange of information, multilateral simultaneous
tax examinations and international assistance in the collection of tax due.

Social protection

Social protection is important for social equitydahe distribution of wealth because it supports
poor households to better cope with shocks without having to deplete their assets. Furthermore
social protection programmes have shown that they can actually have inequality reducing
impacts as measured llye Gini coefficient. Conditional cash transfers have shown enormous
potential in this context. For instance, it has been established that the conditional cash transfe
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programme Bolsa Familia in Brazil is responsible for between 21 and 16 percentexfubion

in inequality in Brazil since 200T.emporary public employment programmes and employment
guarantee schemes are other forms of social protection which can be, under appropriat
circumstances, an effective policy tool for creating jobs and spig#urbenefits of growth.

The governance dimension of inequality reduction: transparency and accountability
Fostering transparency of public institutions

Corruption undermines human development by diverting public resources to private gain anc
reducing acess to public services. Corruption also hinders economic development by distorting
markets and damaging private sector integrity. Similarly, illicit financial flows reduce the
availability of funds in developing economies and deprive those countriegylufy meeded
investments in social equity without which the promotion of social mobility and the
redistribution of wealth become impossible. Promoting transparency in public institltass
through measures aimed at stemming corruption and illicitaddpght 1 is therefore critical for
achieving more equitable and gpoor development outcomes.

Fostering accountability through participation
Having effective mechanisms for holding governments accountable allows civil society

organizations and citizeds gr oups to monitor the delivery
as the effectiveness of public expenditures through a variety of different instruments such as
public hearings, soci al audits, ¢ omonupablict y s

expenditure and budget reviews. Empowering poor and vulnerable communities with
information and tools to engage in civic activity is particularly important. It is often these very
groups who are left at the margins of decision making, in pasttdulack of information.
Improving access to information, using ICT anejawernance, are hence important for
strengthening the participation of disadvantaged groups.

Addressing inequality of opportunities and horizontal inequality

Another key driver of eonomic inequalities is unequal access to opportunities, including
unequal access to critical public servigesuch as education and heaitlas well as services
related to economic activity such as for instance credit servicesand more generally
empbyment opportunities. This inequality is more pronounced along specific demographic
dimensions’ with women and young people consistently experiencing disadvantage in income
as well as access, but also other dimensions of cultural or spatial naturstdaocénin the case

of ethnicitybased discrimination or in the case of the significant divide still separating rural and
urban areas).

Policies required to address inequality of opportunities and horizontal inequalities include:

- Removal of barriers preveng equal access to critical public services such as, for
instance, excessive direct and indirect costs, insufficient geographic coverage,
favouritism in the delivery of services;

- Removal of barriers preventing equal access to employment and livelihooduopiies,
such as inequality in access to credit, employment facilitation services, agricultural
extension services, small and medium enterprise development services;

- Adoption and implementation of asdiscriminatory policies and affirmative action
measires.

Conclusion: the complementarity of domestic and international policy frameworks
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While actions to tackle inequality must be taken at country level, it should be emphasized tha
decisive progress will only be possible in the presence of conducivenatiteral policy
frameworks. It is clear that the causes underpinning the increasing economic inequality are ill
addressed through exclusively domestic interventions. For instance: industrial policy aimed a
promoting investment in sectors with larger pnajpms of highskills jobs are dependent on the
structure of international intellectual property regimes; the taxation of financial transactions
cannot be effectively enforced in a context of high mobility of financial capital without adequate
coordinationacross countries; similarly in a context of high trade integration, coordinated efforts
are indispensable to ensure the full realization of international labor standards. It is therefore
necessary to harness the political will not only within countries,alsoi in a prospective of
global governance within international economic coordination mechanisms.
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Chapter 5. Recommendations for G20 Actions to Improve Equality

Introduction

The G20 leaders at their St. Petersburg summit can act together to impcowee and
economic equality within their countries and beyond by adopting a set of recommendations of
varying specificity, ambition, and time horizon, in each of these three categories: those commor
to all G20 members; those of comprehensive relevancmast; and those specific to the
countries with particular needs.

This set ofpolicy recommendations on how G20 can address inequality takes full account of the
existing authoritative, best available, consensus, analysis and evidence of the IMF, OECD
UNDP, other international organizations and relevant schqlaclyil society and policy
communities, as summarized above. It buddectly upon theextensiveevidenceand analysis

of the causes and practical policy cures for income inequality in the G20eneoimntries, as
identified in the country reports prepared by and for members of the Task Foeguiin
(currently including Australia, Canada, China, France, India, Indonesia, Mexico, Korea, Russia,
Turkey and the US).

The set of recommendations recags that increasing income inequality requirasnediate

and sustainedctions across a wide front, within both the finanrei@nomic and social realms,

as there is no dAsilver bull eto able to acl
policies that have been introduced to increase income equality in several G20 members and i
the G20 summit connectively and that, according to the best evidence available, have proven t
be effective in this regard (Kirtof Larionova 2012;Kirton et al.,2013).

Saint Petersburg Initiative for Strong, Sustainable, Balanced and Inclusive Growth

Building on the G206s foundational mi ssi on
the G20 should agrethe Saint Petersburg Initiativier Strong, Sustaindd, Balanced and
Inclusive Growthaffirming the value of equality and inclusion along with economic growth and
efficiency.

Common Principles and Policies for All

The Initiative could begin with general principles and extend to specific supporting actions
relevant to all G20 members.

1. Reinforce Successtrengthen thosearticularpolices that the G20 has already agreed to and

t hat are of a proven value in promoting I
beyondwhile reducing those that work @gst this goalThis involves producing an inventory of
the relevant principles, policy commitment

introducing measures that improve compliance with the commitments already agreed. The
compliance of members withll commitments should be assessed for their employment and
inequality effects (Kirtoret al, 2012).The IMF, World Bank and OECD, working with relevant
multilateral organizations such as the ILO, UNDP, could be invited to contribute analytically to
this work, especially as new G20 principles, commitments and implementing actions are
introduced.

2. Assess the social impacts of proposed economic policies in order to openly discuss whict
policy options may most effectively address equality and growth. if$testep is to formally

include distributional impacts and equality measures, and subsequently aspirational targets
within the Framework for Strong, Sustainable and Balanced Growth. The second step is tc
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encourage members to add equity indicators, startith the Gini coefficient, and subsequently
aspirational targets into their national development plans and annual budgets.

3. Emphasize the G20 actions that simultaneously enhance economic and equity growth. Thi
should start with those equity enhancaxgions that most directly and inexpensively contribute

to new sources of economic growth and jabdijscally responsible waysn the short and the
medium term.

4. Affirm the need to strengthen public policy and the role of the state to tackle imgquali
through a) macroeconomic policiesromoting employmenand boosting aggregate demand
fiscal and monetary policies encouraging productive investment; stemming corruption;
progressive taxation systems; reducing tax evasion and improving tlotivefies of public
expenditure; bprotectingbasic human rights, specifically, universaidd equal access to food,
water, health care, education, social protection, affordable housing, and others such as the rig
of free movement for citizens within the countifhe G20 should support organizations
official and civil societyi which are attempting to achieve these goals.

5. Strengthen the social security systems in ways that move toward wider and ultimately
universal coveragén an effective and fiscally respsible way.

6. Create a G2M0Working Groupon Equalityto collaboratewith appropriate international
organizations and civil society groups to help refine and implement these recommendations, an
devise new ones for actions by G20 leaders at their Brishanmit in November 2014.

7. Encourage the United Nations to incluithe goal ofreducing inequalityas one of the post
2015 Millennium Development Goals.

Comprehensive Policies for Most

Those recommendations of comprehensive relevance to most membear®fomore specific
policy actions in several domains: 1. Jobation policiegincluding support to SMEs, start ups,

and retraining, especially for the poor); 2. Opportunity equalizing measures such as policies tc
ensure access to educatitrealthand faod; 3. Revenue generation and taxation polichest
promote equality and 4. Redistribution, social and development prograamsl 5. Social
dialogue.

Job Generation

1. EmploymentCreate more and better jobs that offecent salaries, good working cainatis,
good career prospects and opportunities to escape poverty. This includes an appropriate blend
measures to:

1 Develop and implement support strategies for start ups, new small businesses and youn
entrepreneurs at the national and G20 levels, intdualccessible and timely information,
easy registration of companies and preferential taxation.

1 Enable access to funding for SMEs and young entrepreneurs, such-ap $bars with
favorable interest rates and/or repayrdee¢ year schemes, and guaesmst in order to
minimize the default risk for lenders.

T Reduce empl oyer s&6 s owhemtlhey theg bire wamerny youtitmen t r i
long term unemployed arfdr workers in training and R&D

1 Create public sector jobs in health, education and emwviemt spheresincluding by
providing public loans to private firms to this end.

1 Implement national/international labor standards.
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1 Cut down on temporary unemployment and end discrimination agaiosten and
temporary workers.

1 Reduce informal employment \ibut social benefits.
1 Increase the wages of workers in agriculture and other primary sectors.
1 Increase minimum wages in the public and private sector.

Opportunity Enhancing Measures

The G20 should encourage national andsafional governments, internatial institutions and
relevant civil society groups to do the following in regard to educatiealthand financial
inclusion:

1. Education Invest in human capital through promoting high quality education and training for
acquisition of knowledge, relevelcompetencies and skills enabling citizens to realize their
potential in the labor market:

1 Promote universahccess to education from early childhood to compulsory education
with a focus on vulnerable groups (children and young adults in disadvantagsgthee
poor, women and girls) and cutting the dropout rate.

1 Promote lifelong learning to help individuals enhance their employability and businesses
to improve their innovative capacity and competitiveness.

71 Build up education and training systems respand structural changes in the economy
and society.

2. Health.Promote health by providinghiversal acces® health cargpublic health systems and
health insurance and more effective funding for health, ¢gackuding pograms to prevent and
control the major norcommunicable diseases of cancer, health disease and stroke, diabetes an
chronic respiratory disease through measures sigaliesity and overweight, unhealthy food,
tobacco, alcohol abuse and physical inactivity.

3. Further Financial InclusionEducation and Consumer Protectidduild more inclusive formal
financial systems providing access to appropriate financial services to a larger proportion of the
population, including the most vulnerable and unserved grtalfmving up on the actions éhG20

has initiated, with a priority on the Finar
Inclusion approved by G20 Finance Ministers and central Bank Governors at their meeting in
Washington in April 2013.

Revenue Generation and Taxatiorior Equality

1. Reduce Tax Evasion and Avoidanéé.the national level, broadethe tax base, and make
taxation fairer and more progressive by reducing tax evasion and avqidiacioding illicit
financial flows starting by elaborating on the relevant nueas approved by the G20 Finance
Ministers and Central Bank Governors at their meeting in Washington in April 2813urely
domestic measures may prove insufficient to deal with the issue of tax evasion the G20 countrie
should consider engaging in imetional tax cooperation mechanisms, such aagomatic
exchange of information; multilateral simultaneous tax examinations; and international
assistance in the collection of tax due.

2. Shift SubsidiesShift subsides from those that in practice privilege rich to those that
directly target the poor, accomplish their particular policy purpese, not distorted by
corruption, and assist with G20 government
longer term. This starts with the need to impdenthe G20 leaders commitment made at their
summit in Pittsburgh in September 2009 to phase out inefficient fossil fuel subsides in the
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medium term. It could continue with action on subsidies to agriculture and other natural resource
sectors.

3. Reform Ta& and TransfersReform taxation and transfersystemsto expand the base and
progressivity of the tax syst ensuppatlpapslationdil| o
thatare hard hit by recession:

1 Increase taxes on capital, inherited income, esthte and land wealth, beyond an
i ndividual 6s pri mary r esuffidemcyce or produc

1 Increase taxes on the very rich, whose incomes have soared in recent years.
1 Decrease regressive taxes.

Redistribution, Social and Development Programs

1. Social ServicesStrengthen social services:by

1 Providing free, accessible, quality, public social services for education, health and family
care.

Paying for social benefits from general taxes rather than labor income. alone
Expandng public housing.

Extending coverage of social security, including expansion of social protection floors
with due regard of the social security systems role as automatic social and economic
stabilizers, helping stimulate aggregate demand in times of crisis and beyond, and
supporting a transition to a more sustainable economy.

1 Ensuing that the poor can meet their basic human needs for food, housing, clothing,
electricity, water, education and healtts a social right.

2. Pensions.Improve public pension plans for aging pagidns, in ways that maximize the
economic contribution of experienced, aged workers while controlling the fiscal demands on the
government.

3.WomenSupport womends contribution to the | a

1 encouraging their participah in the work forceincluding by reducing high tax barriers
to women entering work force as second income earners for families;

1 providing educatiofior all women and girls;
1 ensuring equal pay for work of equal value
1 improving child care and parentabiespolicies.

4. Pro-Poor Regional PoliciesPromote regiotspecific prepoor policies, includingthose
relating to physical infrastructure, human capital, and irggional equality and integration
policies, while ensuring that they do not privilege wealurban areas at the expense of poorer,
rural ones. Such policies could include investment incentives for underdeveloped regions, remot
rural areas and slums.

Country Specific Policies

G20 members could agree on the recommendations adopting measutesumtadde to the
national sociceconomic circumstances. Additional steps could be considered by the G20
members with particular needs.
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Recommendations forFurther Consideration

Inequality is a mulfaceted challenge which cannot be overcome throughleienmm fast track
solutiors. The Civil 20 members are deeply convinced tkt@@ policies which diminish
inequality should be an integral and explicit component of the G20 Framework for Strong,
Sustainable and Balanced Growth. For growth to be sustaimedg sind balanced, it must be
inclusive. The report generated heated discussions and many valuable recommendations whic
demand further consideratiomhe the Civil 20members hope thahe dialogue with G20 on
Equality launched within the Russian Presiderwill continue asa long term and structured
process. With this perspective in mind the following recommendations generated in the course o
consultations are suggested for further consideration.

A major reason why inequality has increased worldwideesabse economic policies are taken
det ached from soci al objectives such as C
development. That is, decisionaking is often based on a narrow focus (e.g., containing
inflation, cutting budget deficits, servicirdgbt, and so on), which is necessary, but insufficient
without also taking into account the social consequences, particularly related to employment an
the welfare of the population. This type of decisinaking risks, benefitting the wealthiest and
exacebating the patterns of inequality. To redress this trend representatives from civil society,
recommend the following:

1. Avoid regressive macroeconomic and fiscal policies. Additional fiscal space can be found in
macroeconomic policies focused on employtrggnerating growth and development (e. g. ,
avoiding a narrow focus solely on reducing inflation/budget deficits or servicing debt). Instead,
focus on:

A Restructuring sovereign debts to allow for economic and human development.
A Stopping fiscal consolation and austerity measures.

A Accommodating monetary policies such as tolerance for some inflation to fund necessary
economic and social investments.

2. Recognize that decent jobs are a result of adequate macroeconomic, sector and labour polici
that slould include:

A Monetary and fiscal policies that boost aggregate demand; e. g., excessive fiscal austerit
or an excessively tight monetary policy focused solely on containing inflation does not generate
jobs.

A Financi al servicesecbomomgr owbhaotht hg @&éu
areas, supporting SMEs, start ups, new small businesses and young entrepreneurs at the natio
and G20 levels.

A Technology policies supportive of national industry.

A Either avoid free trade agreements theadbr the promotion of national industry and
services or tailor such agreements to these goals.

A In all of the above areas, ensure monitoring and tracking of gelisbeygregated
outcomes.

3. Ensure labour market policies include labour standards anth¢ame: Decent employment
is not only about generating jobs, most poor people work long hours but they cannot bring their
families out of poverty; it is also about adequate salary and working conditions. Therefore:

A Stop the imposition of labour flexilation policies and enforce national/international
labour standards.
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A Cut down on temporary unemployment and end discrimination against women and
temporary workers.

A Reduce informal employment without social benefits.

A Support collective bargaining amdher means to increase minimum wages in the public

and private sectors.

4. To ensure equity and real economy growth in the financial sector, the following actions should
be taken:

A Reform the financial sector to serve the needs of the real economyitigatarrisks,
making it smaller, simpler, more transparent and accountable.

A Regulate the financial sector, discouraging speculative activity and adequately taxing it.
A Reform banker sé r emuner a tternoperfosngned rathersth t o

shortterm results.

A Regulate the unhealthy power and influence that the financial sector has over regulator:
and politicians.

5. In terms of fiscal space and taxation for equality, the following actions should be taken:
A Increase taxes on corporat&®imncluding financial institutions.

A Ensure that taxes on extraction provide fair compensation for citizens in countries with
natural resources.

A Increase taxes on the very rich, whose incomes have soared in recent years.
6. Continue with revisions to ilitary expenditures, financial sector bailouts, and other areas.

7. To reduce inequality, redistributive policies as follows must appear on national development
agendas.

A Provide free, universal, accessible, quality, public social services. Targethreggoor is
insufficient, policymakers should look at universal provision to also support the middle classes
(which are often shrinking).

A Extend coverage of social security, strengthening public pension systems including
expansion of social protectiolobrs. The trend to privatize pensions and reform benefits should
be reversed; social protection should be scaled up during times of crisis. Social security system
act as automatic social and economic stabilizers, help stimulate aggregate demand af times
crisis and beyond, and support a transition to a more sustainable economy.

A Expand public housing.
A Donor countries should deliver on their development aid commitments.

8. Encourage national and international institutions as well as civil sociefyggrelated to food
security and rural development to:

A Ensure food security for all

A Implement measures for equitable agricultural production, including a) access to land
(through land redistribution when necessary); b) public support to farm inputsastertilizers
and seeds; c) rural infrastructure; and d) agriculture extension services.

9. Some countries still face significant inequalities in terms of caste, ethnic or religious origin,
among others. New effective programs should be enacted toeeinsiusion of marginalized
groups.
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10. Social dialogue is critical to reach optimal solutions in macroeconomic policy, public and
private investment, the need for productivity, job and income security. In the current context of
austerity, when public buégt s f or peopl ebs devel opment a
decisionmaking is done with the participation of civil society, and different policy options
discussed in an open and transparent manner. The G20 should support trade unions and natiol
civil society groups is essential to reducing inequality.
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Australia

By David Lansley, Team Leader Food Securityforld Vision Australia, Master of Economics
degree (University of Sydney), Master of International Business, PhD (the University of
Melbourne)

Introduction

This note surveys the trends in inequality in Australia over the past several decades and discuss
the complex interaction of factors behind these trends. As in many countries, there is a marke
skewing of income and wealth in Australia. Further, the top 20 per cent of the population has
increased its share of both over the past four decades, alttilosgipward trend has included
periods of falling inequality. A range of factors has contributed to this. Government policies and
domestic social trends appear to have had the greatest impact, but externai facterample

the global financial crisignd the stimulus to the Australian economy from increasing global
integration’ have had some influenc®espite a trend of generally increasing inequality,
however, by international standards, Australia has been considerably more successful than mar
courtries in directing assistance to the most needy.

1. What are the inequality trends in Australia?

Australia has a quite well developed data base for research into inequality. Most studies o
poverty and inequality use data collected by two Australian Burke&taostics (ABS) surveys

the Household Expenditure Survey (HES), and the Survey of Income and Housing (SIH). The
HES was run seven times between 19%4and 20034, and is now run every six years. The
SIH has been run annually for most years betwd®%-95 and 20034, and biennially since

then. Between them, the two surveys provide a reasonably comprehensive picture of the incom
and expenditure of Australian individuals and households, plus some information on wealth,
although changes to survey dgsi sampling procedures and questionnaires have meant that
more recent data is not always comparable with earlier findidgson, 2011) Researchers in
Australia studying trends in inequality have consequently tended to focus on relatively short time
peiliods.

A snapshot of inconf@ustralian Bureau of Statistics, 2018)d wealth(Australian Bureau of
Statistics, 2012) distribution in Australia as at 20ad, adjusted for household size and
composition shows:

1 The Gini coefficient for Australia was 0.328 he Gini coefficient (or index) averages the
shares of income across the entire population.)

1 People in households in the top quintile of household incomes received 40.2 per cent of
disposable income, while the second #melthird lowest quintiles combinkreceived 10.1
per cent.

1 For most (over 80 per cent) of middle and high income households, wages and salaries wer
the main source of income, while for more than 60 per cent of households in the second ant
third lowest income quintiles, government pensiand allowances were the main source of
income.

1 Wealth ownership was highly concentrated in the top 20 per cent of housdin@ds/erage
net worth (assets less liabilities) of the top quintile was AUD2.2 million per household,
compared to AUD32,000 fahe bottom quintile.
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1 The highest net worth quintile of households held 62 per cent of total net worth, while the
lowest three quintiles combined held 18 per cent.

1 In Australia, high net worth households were much more likely to own their homes outright
(62 per cent); in the lowest net worth quintile, 91 per cent of households were renters.

The chart below takes a longer view of income inequality in Australia. When looking at trends in
the Gini index, it is important to keep in mind that even small chamgései measure imply
large transfers of incom&More generally, indices of inequality such as the Gini look only at
inequality (or the shape of the distribution) and do not take into account levels of income. So if
all incomes in the population in questiovere doubled, the Gini would not change (even if
individuals perceived they were better doiron, 2011)

Figure 1. Trends in income inequality in Australia, 19827 200910 (Gini coefficient)
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Looking at the changes imaome inequality over the past three decades in Australia, several
trends are apparent. As one researcher has
income components and income measures. Thus, there is no single trend but the comple
interacton of multiple influencegWhiteford, 2012) 6 Addi ng t o thi s ¢ o0omj
household disposable income is influenced by a range of factors. Income consists of labou
income (from wages and salaries and -setployment), capital and other imoe (from
investment and property), and transfer payments from government (pensions and other soci:
security benefits). Disposable income is estimated after deducting direct taxes. Changes in any ¢
these can influence measures of inequality. And somertanggoolicy changes are not captured

in disposable income measures (for example, Medicare, the extension of superannuation, and tt
Goods and Services Ta@Vhiteford, 2012)

However, there is support for the view that broadly, inequality in Australidéws rising over

the | onger term. Mohammed O&6HBPYU,e, f awrssnch gt
indicators used to measure income inequality elasticity illustrate that income inequality increasec
in Australia during t hé&-76pteerHottorh .1@ perFommt of éhe a m
population shared 3.80 per cent of the income, but by 1998/99, this had fallen to 2.74 per cent

® For example, consider an increase in the Gini of 0.035. This is equivalent to a transfer of 7 per cent of the overall
average income from persons below the median to persons above the median. Since those below the median
typically have incomes substantialbelow the average, this means a reduction of more than 7 per cent in their
incomes while for those above the median, it typically translates into an increase of less than 7 per cent.
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The corresponding figures for the top decile were 21.01 per cent and 22.53 per cent respectivel
The gap between the topdbottom deciles therefore increased from 17.21 percentage points in
197576 to 19.79 percentage points in 1988 indicating that the poorest people had become
poorer and the richest people richer despite periods of strong economic growth in Australia
(Haque, 2000)

Denise Doiron of the Academy of the Social Sciences in Australia (ASSA) has agreed with this
general picture, noting also that earnings inequality started to rise in the early 1980s in many
countries. This trend accelerated in the 1990®mescountries (USA and UK), while in others
(Australia and Canada), acceleration did not occur until the 2000s. Further, Doiron found the
increasing earnings inequality in Australia was pervasive, no matter how the data was
disaggregated by occupation, ex, age group, industry or educati(doiron, 2011) Doiron
concluded that the years 199803 corresponded to a period of offsetting trends, with rapidly
increasing individual earnings at the top of the distribution being mitigated partly by increases in
employment rates of women. Once the rate of female employment growth stabilized in 2003
2007, the increase in inequality became even more rapid, compounded by less redistributiol
occurring through the tax systgmoiron, 2011)

Contributing to this longerun trend of rising inequality has been changes to income shares at
the top of the income distribution. To study top income earners, representative householc
surveys such as the SIHC are not appropriate due to-tewerting. However, a 2006 paper by
Atkinson and Leigh examined trends in the share of overall income accumulating to the top 1(
per cent, 1 per cent and 0.1 per cent of income earners in Australia.

Table 1.Income shares based on tax d&airon, 2011)

198387 198892 199397 19982002
Top 10% 26.4% 28.5% 29.5% 31.0%
Top 1% 5.3% 6.8% 7.3% 8.6%
Top 0.1% 1.3% 2.1% 2.2% 2.7%

The table indicates that the share of income accumulating to the top end of the income
distribution was growing steadily throughout the last two decades of the pastycdritis is
consistent with OECD research showing that the richest 1 per cent of Australians saw their shar
of total national income almost double, from 4.8 per cent in 1980 to 8.8 per cent in 2008. Over
the same period, top marginal income tax ratebramtmarkedly (see belowYeates, 2012)

ObHaque and the OECD have also found evi de
recent years. In a country note in 2011, the OECD found that income inequality among working
age people in Australia had bessing since 2000 and is currently above the OECD average.
Widening disparities of market incomes and weakening redistribution were cited as causal
factors(OECD, 2011)

Inequality in Australia may have become even greater were it not for the globalidinansis.

While the impact of the crisis merits further research, ABS data for-@9G8iggests that the
crisis dampened the trend of rising inequality somewhat, mainly due to large declines in property
and other investment income going to householdbeatop of the income distribution, and the
impact of progressive household stimulus packages implemented by the Labor Government &
the time(Doiron, 2011)

Finally, looking at income alone does not provide a comprehensive picture of inequality in
Austrdia, and focusing on disposable income understates the extent that inequality has
increased. The Reserve Bank of Australia (RBA) has noted that there are important difference
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between the distribution ahcomeand the distribution ofvealth (assets minudiabilities).
Wealth in Australia is distributed less equally (is more skewed) than income overall, although
this trend also weakened over the 2@0A.0 period, again due at least in part to the global
financial crisis(Finlay, 2012)

2. What are the causes binequality in Australia?

Researchers studying the drivers of inequality in Australia have emphasised demographi
change, labour market trends, and the impact of government policies. More recently, anothe
issue has become increasingly important: undedstg what is happening at the top end of the
income or earnings distributigoiron, 2011)

Demographic change

The main long run demographic trends influencing income inequality in Australia are the
changing age structure of the population, and chaimgbeusehold structure. These in turn are
caused mainly by increases in life expectancy, reductions in fertility, increases in divorce rates
and the increasing age at first marriage.

Australiabés population 1is agei nthe propartierr of t h e
Australia's population aged 65 years and over increased from 11.5 per cent to 14.2 per cen
while the proportion of population aged 85 years and over more than doubled from 0.9 per cen
of the population to 1.9 per cent. As the promortof the population aged X! was relatively
stable, the proportion aged under 15 years conversely decreased (from 21.8 per cent to 18.8 p
cent) (Australian Bureau of Statistics, 201ZJhe effect of these demographic changes on
inequality is the netutcome of two opposite influences. A falling proportion of young people in
an ageing population would be expected to reduce inequality (because younger people typicall
have lower incomes and less wealth). An increasing share of older individuals, homemver,

be expected to increase inequality, since they also typically have lower incomes, and supplemer
their incomes by drawing down savings and selling assets.

Societal changes have also likely contributed to rising household earnings inequality over the
longer term through the interaction of a number of trends favouring smaller household sizes. A
reduction in the share of twmarent households and the increasing share of lone parents and
people living alone would tend to push inequality up, due to leasng of resources within
households.

At the bottom end of the distribution, analysts have linked the declining share of total income to
the increase in patime and casual work, the expansion of which may reflect the need for more
flexible working arragements for women with children. In the beginning, higher employment
rates for women are believed to have mitigated the effects of the growing gap in male incomes
By the mid2000s, however, this had become a liability because of the increased incidence of
single parenthood, a slowdown in women's entry into paid work, and the proliferation of
6wor ki ng p@aenzuelaf201d) | i e s

The net effect of all these changes is an empirical matter, and is difficult to quantify; theorising
does not enable us tmntangle the relative importance of any one trend in isolation of others
(Doiron, 2011)

Labour market trends

Labour market changes have been a key driver of inequality trends in Australia. Wage inequality
in Australia has increased steadily from the e&8$0s onwards; the earnings gap between the
highest and lowest 10 per cent of paid-tutie workers increased by a fifth between 1980 and in
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2008 (OECD, 2011) From the miedl990s to the global financial crisis, income growth in
Australia was very high blgistoric and international standards; all income groups had large real
income increasesbut the rich did begWhiteford, 202).

Figure 2. Average weekly labour earnings by labour income degleigecentage change, 1988
to 200910
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The dominant explanation for this trend is the increasing demand foskiitgd, high ability
workers. Behind this is the continuing expansion of dkélsed technological change (SBTC)
such as computerisah of the workplace. Although most economists believe this to be the prime
driver of the increased earnings inequality, it has proved difficult to quantify the effect of SBTC
(Doiron, 2011) Increasing trade and globalisation has also influenced earmegsiality
through increased demand for high skilled labour, and reduced demand in developed countrie
for low skilled labour in the tradeables industiiB®iron, 2011)

The participation of women in the workforce is also often cited as a factor coimgitbaittrends

in inequality in Australia. While male labour supplyin terms of both participation rates and
hours worked in Australia is similar to that in other OECD countries, female labour supply is
lower. The difference is mainly for women with yauchildren, and persists even after the
youngest child reaches school age. This situation may in part be due to inadequate child car
optionsi Alison Preston and colleagues have argued that the poorly developed childcare service
and parental leave pre@ons are important in explaining differences in female labour supply
between Australia and Cana2oiron, 2011)

Capital income

Capital and other incomie predominantly income from interest, rent, dividends, and royalties
(including income from superanation) over the past decade has both grown rapidly, and been
extremely unevenly distributed. Most households earn little or no capital and other iné@me
per cent of all households in 20@9 earned AUD50 or less per week. But for households in the
top gross income decile in 2009, capital and other income, at nearly AUD800 per week was
more than double the inflation adjusted level of 20@3 In 200910, the Gini coefficient for
capital and other income was 0.980.
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Figure 3. Distribution of householdapital and other incom@&roportion of households, mean
income by gross income decile, 1988 to 200910
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Government policies

A detailed assessment of the impacts of the range of speociferrgment policies on income
inequality is beyond the scope of this section. Here we focus mainly on the Australian income
tax system. We do this because

1 Together with direct and indirect transfers, income tax is a major mechanism of income
redistributionand changes in income distribution. Income tax raised around 43 per cent
of total Australian government revenue in 2012; spending on social security and welfare
benefits (direct cash payments and some indirect transfers such as education) accounte
for appoximately 35 per cent of revenue over the same period.

1 There have been major changes to the Australian income tax rates over the past ten year
For example, the top marginal tax rate in 122980 was 47 per cent for each dollar over
AUD 50,000 per annunBy 200809, this had been reduced to 45 per cent on each dollar
over AUD 180,000 per annum. Over the same period, thrdaxhreshold the level of
income below which no tax is paidincreased from AUD 5,400 in 199900 to AUD
18,200 in 20123.

1 While family payments have been an increasingly important source of redistribution for
more than half a century, the biggest increases (as a share of GDP) were during the 199(
(Whiteford et al., 2011)

We also briefly consider the superannuation system, has introduction of compulsory
retirement savings in the early 1990s and subsequent increases in compulsory contributions we
an important structural reform geared at increasing the retirement incomes of low income earner
(Gruen, 2011) By 200910, total siperannuation, of which compulsory superannuation was a
growing share, accounted for 16 per cent of average household net wealth.

Peter Whiteford has found that the effectiveness of the tax system in reducing inequality was
stable in the 1980s and early908, but declined after 1996. Trends also differed significantly by

time period. In the early 1980s and again in the early 1990s, median income growth was ver
slow and there was a hollowing out of the middle class, with gains being highest at the top anc
bottom of the income distribution. Much of the increase in inequality was offset by taxes and
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transfersi and to an even greater extent if rmash benefifsand indirect taxésare taken into
account. Between the mitB90s and the global financial cristspwever, taxes and transfers
reduced inequality less effectively than in the early 1990s bgkidiiteford, 2012)

Denise Doiron examined the changing redistributive power of the tax system by using the ratic
of the Gini coefficient for préax incomes tahe Gini coefficient for postax incomes as a proxy
measure of progressivity in the tax system. She found that betweerD4 381 200607, the
amount of redistribution achieved by taxation fell by around 19 pe(Beriton, 2011) Doiron

noted a reduatin in the top marginal tax rates following tax reform in 2&@@d increases in
earnings where no further increases in marginal tax rates occur (i.e. at the top of the incom:
distribution).

So the evidence suggests that, over the long run, redistribilmiongh the tax system has
declined. Both progressivity and average tax rates have declined, with average tax rates fallin
the most for the highest decile in income distribution. According to the latest data, taxes anc
benefits currently reduce inequaliby 23 per cent, which is about OECD averdi§arvelas,

2012)

As well as the tax and transfer system, Australia governments have also influenced the pattern ¢
inequality through compulsory superannuat{ieegan et al., 2010YJnder the Superannuation
Guarantee (SG) scheme, which came into effect in 1993, employers placed an amount equal to
per cent into a superannuation account for use in retirement. The employer contribution was
gradually increased to 9 per cent in 2002. Compulsory superannuatiaiesigsed to increase
retirement incomes and reduce the fiscal impact of an ageing population, but studies have show
that the retirement income from the SG scheme is very dependent on the characteristics ar
experience of employees through their workinig. liWhile a long term (40 years plus) of
uninterrupted full time employment with an employer contribution of 9 per cent is capable of
generating a substantially higher retirement income than would have been available under th:
aged pension, many people wibt achieve this for a variety of reasons.

1 Women often have less superannuation than men because of lower average wages and brec
in employment to raise children.

1 Couples typically have more superannuation than singles, and couples and singles withou
children have more superannuation than couples with children and single parents.

1 Education levels or a disability, and particularly a combination of any of these factors that
affects lifetime earning ability can significantly reduce superannuation incoaialde at
retirement. So, for example, modeling has suggested that a mother with less than Year 1.
education is likely to accumulate only 20 per cent of the superannuation of a baseline
assuming 40 plus years in the labour force.

3. What are the consequencesf inequality in Australia?

Determining specific consequences of inequality in Australia is difficult due to the complex
interaction of many economic and neoonomic factors. However, some key points are
regularly mentioned in the literature.

" Non-cash benefits include access to healthcare, education and cdynsamices

8 Indirect taxes include taxemt levied directly on income. Exampleslnélirect taxes in Australia include a Goods

and Services Tax (10% levied on most goods and services but excluding fresh unprocessed foods, excises on
tobacco and alcohptustoms duties and property taxes.

° The major elements of this reform included: the introduction of the Goods and Services Tax (GST); an associated
oneoff payment of a savings bonus for older Australians to compensate for the impact of GST on savings;
establishing Australian Business Numbers (ABNs) which allow for single entry point arrangements for dealing with
Federal, State and local government bodies; the replacement of five payment and reporting systems for withholding
tax arrangemgntAs Wiotuh Gobe s§yRBRa em, streamlining admin
registering charities and ngurofit organisations such that charitable donations are now tax deductable.
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At a generhlevel, Australia is not immune from the problems of inequality identified by Nobel
Laureate Joseph Stiglitz: that inequality is selhforcing over time and space, and that many of
the distortions that lead to inequality (such as those associatednwitbpoly, power and
preferential tax treatment for special interests) undermine the efficiency of the economy. This
new inequality then goes on to create new distortions, further undermining efficiency, and so on.
Stiglitz cites the example of young peop¥ao, seeing the astronomical earnings generated in
the financial sector, have pursued careers in finance rather than entering fields which, he argue
would lead to a more productive and healthy economy in the long term. He also refers to the
ability of mining interests in Australia to successfully overturn proposed legislation to tax
superprofits in that industry, which would have had a redistributive ¢fateénzuela, 2012)

More specifically in Australia, a consequence of inequality is its impagiaoticular groups.

The Australian Council of Social Services (ACOSX)verty Report 20{ACOSS, 2012)
highlighted the segments of Australian society that are most at risk of living in poverty,
including:

1 Unemployed people
Single people over 65 years gfea
People in households mainly reliant on social security

T
T
1 Single parent families
T

Single people working age without children

Unemployment~or Australian households, earnings from work represent around three quarters
of total pretax income(Whiteford, 2212) But in the bottom quintile, employment income
makes up only one third of household income (compared to an OECD average of two thirds).

meaning joblessness greatly increases the risk of households falling to the bottom of the incom
distribution(OECD, 2011)

GenderWomen face a significantly higher risk
restricted employment opportunities, often lower wages, the greater likelihood that they are
engaged in unpaid caring roles, and their lower investmenti@sdn retirement.

Singles Single people with and without children generally face a higher risk of poverty than
couples, reflecting in part the economies of scale available to people living with partners.

LanguageAdults born in countries where Englishnist the main language spoken also face a
much higher risk of poverty, reflecting the difficulties that migrants fromBoglish speaking
countries face in securing wedhid employment (including language barriers, limited skills that
are recognised in Atralia, and discrimination).

ACOSS6 comparison of data from SIH surveys
poverty in Australia rose between 2003 and 2010, broadly indicating that as inequality rises, Sc
too does the risk that the people ke tbottom of the income distribution will fall below
nationallyspecific poverty line§ACOSS, 2012)

4. lIs inequality a government priority? How is it addressed? Are the approaches effective?

In this section we provide a brief discussion of developmentsiitistralian taxation systeim
one of the principle mechanisms for governments to reduce inequality.

In recognition of the need to reform the Australian taxation system over the medium term, the
Labor Government in 2008 coemniasxi 8ynetdemnm hiRe
Henry Tax Review). Its findings were published in 2010. Around that time, academics and
commentators provided views on features of the current Australian taxation and welfare systen
which exacerbated inequality, including:
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Incometax liabilities for most highncome individuals have fallen substantially since 1990.
People on low incomes and those with children have benefited from increases in the Low
Income Tax Offse(AustralianGovernment. Australiaifaxation Office, 2012and Fanily

Tax Benefits(Australian Government Department of Human Servi2€4.3 b)respectively.

But for full-time workers on low or modest wages without dependent children, tax cuts have
been much lesqTax Watch 2010) Specific concessions such as thesecertmte
Ohori zont &linéquity lbetvgen iindiwiduals with similar income levels but in
different social circumstances.

Effective marginal tax rates under the Australian system take on an inverted U shape: low a
very low levels of income, rising tibieir highest point towards the middle of the distribution,
and then falling towards the top. The structure of the system is such that second earners in
family, typically women, can be faced with high tax barriers when seeking to enter paid
employment.

The level of support for unemployed people (the Newstart payment) was (and is) low
compared to support for pensionéhsistralian Government Department of Human Services,
2013c), . This problem is particularly acute for unemployed people who have noerhild
and who are thus exempt from other family tax bendfiscial Security Note, 2013)
Newstart is also mea#stested, with benefits being reduced starting from a very low level of
wage income. This system is not wellited to labour markets where wookportunities
fluctuate and work is intermittent.

Aged pension rates are also low, and single people in rental accommodation are
disadvantaged. By contrast, the Australian Government allocates significant expenditure tc
betteroff retirees through extendineligibility for concessions cards to npensioners and
providing tax cuts through the Senior Australians Tax Offgetstralian Government
Australian Taxation Of€e, 2011)

As discussed ABOVE, Compulsory superannuation in Australia is designed toteromo
savings for retirement, but the current system is skewed towards the rich, and the tax syster
overall provides inadequate support for saving towardslifigicieeds as opposed to later life
(Stebbing, 2010)As wellas:

o0 Tax concessions for superannuatigmovide substantially greater benefits for men,
because women earn less and tend to have broken work higltogies, 2010)

o Current concessions are highly regressive in that they provide little or no benefit to
low incomeearners and very high benefits high income earners. While income is
taxed at progressive rates, superannuation income is taxed at a flat rate of 15 per cen
providing an incentive for high income earners to salary sacrifice large proportions of
their income. The top 5 per cent ofdividuals consequently account for 37 per cent
of concessional contributions.

0 Superannuation tax concessions are sustained at a considerable and growing cost 1
the Australian Government, and they are predicted to become the largest category o
tax expendure, above (the more redistributive) Medicare and Family Tax Benefits.

Overall, though, while the Henry Tax Review found that the Australian tax and transfer system is
too complex and requires substantial reform in order to reduce the number of ingoategait

did not propose to alter the basic architecture of the system. Moreover, the recommendations c
the Henry Review were underpinned by the view that different taxes have different behavior
effects on tax payers, and that tax measures that haenaging effect on investment and
economic growth in the short term should be avoided. Generally, therefore, the Henry Review
suggested that higher taxes should be imposed on activities that are less susceptible to change
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relocation, rather than focugjnon reforms that would reduce inequity in Australian society
(Boccabello, 2012)

The findings of the Review have not been fully implemented. Commentators note that
comprehensive tax reform requires considerable investment of time and political capital,
egecially when benefits are likely to be reaped over the longer term. The current fiscal situation
in Australia provides limited options to introduce tax reform that involves a net revenue cost
(exacerbated by a political climate that emphasises the immgertaf returning the national
budget to surplus), and revenue neutral reforms will involve some lbsdrieast in the short

run. In the context of an election year in 2013, this makes the pursuit of comprehensive reforn
unlikely.

Finally, consideratiorof the effectiveness of responses to inequality in Australia should also
consider how Australia compares with other developed countries. And in this area, Peter
Whiteford and others have argued that Austr
distribution have been both relatively effective and effici@hiteford, 2011 ¢c) Austr al
redistribution occurs within a relatively low tax framework. OECD data for 2008 estimated
Australian taxes to be about 27 per cent of GDP compared to an OCaya of 35 per cent,
placing Australia sixth lowest among OECD countries. Australia also spends less on cast
benefitsi 16 per cent of GDP compared to an OECD average of 19 per cent. Australia has
reconciled a (relatively) low tax/low spending approaohpbverty reduction and income
redistribution by emphasising means testing of payments to ensure they are targeted at the mc
needy. Using OECD data for 2005, the latest data available for these comparisons, the poorest :
per cent of the Australian popuion received almost 42 per cent of total social security
spending, while the richest 20 per cent received only around 3 per cent. As Whiteford has note
0As a result, the poorest fifth receives tv
while in the United States the poorest get about one and a half times as much as the richest

Looking at the interaction of the tax and welfare systems shows that the Australia welfare systen
is also relatively progressive in net terms i.e. taking attwount both the level of benefits going
to the poorest 20 per cent, and the amount of tax paid by people in that group.

Figure 4. Net redistribution to the poor, 2005 (percentage of household disposable income)

Source(Whiteford, 2011b)

Since 2005 thee has been a significant further change to the Australian income tax system
resulting from the introduction of a carbon (&Xhiteford, 2011c)The major change has been to
increase the tax free threshadldthe level of income below which no tax is pdidfrom
AUDG6,000 to eventually AUD19,400. Coupled with the other changes to rates in the income tax
schedule, the net effect of this change has been to provide an income tax cut to single peop
with incomes below AUDS80,000 a year, and no real change itidgaxér people above this
amount. Further, pensions and other selected social security payments have been increased
assist people in the social welfare system who frequently do not pay income tax and
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consequently do not benefit from the tax rate chandde net effect of all the changes
announced means that low income earners will do relatively better. So overall, the net
redistribution to the poor has likely increased from the level at 2005.

Conclusion

The past decade has seen a complex set of fahegshave worked to influence income
inequality in Australia. The direction of these forces has varied. Working against greater
inequality.

1 At the broad macroeconomic level, strong economic growth driven by overseas demand
for Australian commodities hassal had the positive effect of underpinning low levels of
unemployment and reducing the impact on Australia of the global financial crisis.

1 The move to a national superannuation schdrae begun to contribute to higher
retirement incomes.

T Aust r al i dtéassferspgysméneane low cost and very targeted by world standards.
T As well, Australiab6s | abour i ncome inequ
However, there have been some powerful forces working to increase inequality.

1 The strong export ledrgwth enjoyed by Australia has favouredrticular industries,
regions, and skills whichas tended to exacerbate income and wealth inequality.

1 Changing work patterns, particularly increasing {dane and casual work, and less
favourable treatment of woman some circumstances have disadvantaged some groups
of employees.

1 While compulsory superannuation has added to retirement incomes, the design of the
system (particularly the preferential tax treatment of superannuation) has favoured highel
income earne.

1 Major changes to the mix of taxation types, tax rates, and access to cash -awagdmon
benefits have influenced income inequality, at times in offsetting directions.

On balance, over the past three decades, and particularly through the first debedlecoitary,
it has been the forces increasing inequality that have dominated, leaving Australia on the broa
measure of household disposable income inequality at the higher end of OECD countries.
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Canada

By John Kirton, Director, G8 Research Group, doector of G20 Research Group, University
of Toronto, Dr., ancCaroline Bracht, Researcher, G20 Research Group, University of Toronto.

Trends and Levels of Inequality in Canada

I ncome inequality in Canada has risen in
coefficient is once again just above the average of teenlmers of the Organisation for
Economic Ceoperation and Development (OECD) (see Annex 1). Even though there is less
inequality in Canada than in timeighboringni t ed St ates, Canadaods i
faster ratgHouse of Commons Debate 201 Inequality within Canada is increasing among
individuals, within individual regions of the country, within cities, and between aboriginal and
nonraboriginal Canadians.

In the 1980s, Canada reduced inequality and in 1989 had achieved its lowest tHnienbef

0.281. In the 1990s, however, inequality rose, surpassed the OECD average in 1995. It ha
remained around 0.32, above the OECD average for the duration of the 2000s (Conferenc
Board of Canad&2 0 1 3 a ) . Canadabds r anki nmgex(HDI) grddecedH u m
by the United Nations Development Programme (UNDP) has also recently decreased. Canada
ranked 11th in the 2012 HDI but drops to 16th place when the index is adjusted for inequality
(UNDP, 2012). Canada does better than the UnitedieSton social mobilityn Canada, 19% of

a familybés di sadvantage iIis passed on to its
in the United Kingdom (Conference Board of Cana#®@l3b). The Fraser Institute study
reported thafi C a n a d i natmpermaaently stuck in fixed income groups. Over the course of
their l i ves, the overwhel ming majority of
(Lammamet al2012).

Inequality among the Canadian People

These overall increases in income inequalitZanada can be seen by looking at the distribution

of income flowing from economic growth. During the fastest growing decade, from 1997 to
2007, Canadads roi thaseevdthh an hwrage ainnualencomke ef $404®00

took almost a third (32%)f all the growth in incomes (Yalnizya@010). This is a reversal of
long-term trends as inequality had decreased during thewaosyears. From the beginning of

the Second World War to 1977, the income share of the richest 1% of Canadians was almos
halved, from 14% to 7.7%, as the gains from growth led to more people working and te better
paid jobs. By 2007, however, inequality was back at\Werld War Two rates, as the richest

1% held 13.8% of incomes in Canada (Yalnizy201.0).

I n 2011 Crage grdsa domesta preduct (GDP) per capita was $40,450 ((JHEB).
However, in December 2012 the United Nations Report of the Special Rapporteur on the Righ
to Food concluded that a growing number of Canadians remained unable to meet their basic foo
needs. In 20008, 7.7% of Canadian households reported moderate or severe food insecurity
(De Schutter2012). Moreover, the Conference Board of Canada (2013b) reported tieatithe
poverty rate increased from 12.8% in the mid 1990s to 15.1% and tHahgrage poverty rose

from 9.4% in the late 1990s to 11.1%.

I nequality within Canadads Regions

Within the various regions of the country, the Canadian economy is divided by access to
resources (House of Commons Debat# 2). Yet since the 1980s no prasénhas become more
equal and all have become more unequal in varying degrees. Alberta, a regbupcevince, is

56



57

the most unequal. The richest 1% of Albertans are 18 times wealthier than the bottom 90% o
those in the province and have had the largagtipcrease since 1982. Over the last 30 years
since 1982, the income of the top 1%Adbertans has doubled, on average making $320,000
more today. In contrast, the income of the bottom 90% of Albertans has increased by $3,900 i
the same period. In Brith Colombia, another affluent province, the bottom 90% make less than
they did in 1982. The most equal province
bet ween the top 1% to the bottom 90% i,s 8
2013). As a whole, the Atlantic Provinces growth in incomes is more equal between the top 1%
and the rest.

Inequality within Canadian Cities

In Vancouver, Toronto, and Montredl Canadaés t hr & einedquality gselsad c
increasing. Together, tHaottom 90% in these three cities make less today than in 1982. Their
incomes dropped by $4,300, $1,900 and $224 respectively. However, the top 1% in those citie
have had pay increases of $189,000, $297,000 and $162,000 respectively (Centre for Polic
Alternatives 2013).In the most unequal province of Alberta, the major city of Calgary is also
the most unequal. Since 1982, the top 1% had an increase of $570,000 in income compared
$2,000 for the bottom 90%.hese data indicate that not only is incomeqgunality extreme in

major Canadian cities but also that in some places incomes are decreasing for the lowest earne
(Canadian Centre for Policy AlternativeX)12).A study in Hamilton, Ontario, linked income
inequality in Hamilton neighbourhoods and hieallt found a 2iyear difference in life
expectancy between those living in the richest neighbourhoods and those living in the poores:
When compared to the world life expectancy rates, the poorest neighbourhood in Hamilton
would rank 165th (House of Conams Debatg2012).

Inequality between Aboriginal and Nonaboriginal Canadians

Overall, aboriginal people living in Canada both on and off reserves are less likely than other
Canadians to be employed. For those who are employed, annual earnings areatxy soeer
(Reading and Wien 2009). The data in 2006 indicate tratvfery dollar the rest of Canadians
earned, aboriginal Canadians earned only 70 cents (W&sdwacdonald 2010; Broadbent
Institute 2012).In 2011, the unemployment rate was 5.6% &idgior aboriginal Canadians than

for other Canadians (Centre for Study of Living Stand&2842). Life expectancy is also lower

for aboriginal Canadians: in 2000, life expectancy at birth was estimated at 68.9 years for male
and 76.6 for females, a diflence of 8.1 years and 5.5 years from the rest of Canadians
respectively.

Food insecurity is also higher among aboriginal communities. InT28)717.8% of First
Nations adults aged P39 and 16.1% of First Nations adults agetdS#reported being hungry

but did not eat due to lack of money for food (De Schu@i?). The UN Special Rapporteur
reported that he was disconcerted by the deep and severe food insecurity faced by aborigin
peoples living both on and off reserve in remote and urban areasr(§&ad/ien, 2009).

The Consequences of Inequality for Financial Stability and Economic Growth

Growing inequality in Canada has been constrained by a resulting increase in borrowing a
Canadians increase personal debt to maintain standards of living beafuseclining
employment income and prospects. On average Canadiansaweahan $1.50 for every dollar

of annual income, creating what has been termed-fadebtced consumption (House of
Commons Debat®012).Increasing household debt has become a carfoe financial stability
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and economicgrowth. ndeed, the Bank of Canada, Canad
levels of household debt as the biggest risk to the economy. It is projected that as the degree al
interest rates of borrowing incregghe problems of growing income inequality and the struggles
of the middle class will become critical (House of Commons DeBaie?).

The Causes of Growing Inequality in Canada

As the OECD (2011) reports: i T h ening disgadtiesiim i
labour earnings between high and low paid workers, but also to less redistribution. Taxes ant
benefits reduce inequality |l ess in Canada t

More specifically, the key cause is the divide in hours worked, Wwigii-income earners
working more and lowncome earners working less. A second cause, responsible for 25% of the
increased income inequality, is the rise in-gelfployment, as the sedimployed earn less than
full-time workers. A third cause is changesredistribution through taxes and benefits, which
offset more than 70% of market income inequality before the mid 1990s but only 40% afterward.
Here the key changes have been falling benefit rates and more targeted transfers, while chang
in income tax ates have had less effect. Social changes have little net impact, as the rise in
singleparent families, people living alone and people marrying within similar earning classes
has been offset by higher employment rates for women. Technological changesatisee
wages to increase for individuals with pgscondary education, but for less skilled labour,
wages have not increased and demand has decreasedZ@a9o

Some Canadians, however, focus on social spending and tax cuts (Broadbent, 188tifAte

They argue that the increase in aftex inequality started in the early 1990s along with the
social spending cuts introduced to deal with an increasing public debt created by two recession
and high unemployment. At that time, the federal governmenthe unemployment insurance
benefits and provincial transfers, which helped pay for social assistance, childcare and ether ant
poverty programs. Tax cuts were later introduced. It has been calculated that the tax rate for th
top 1% of income earners deased by 4%, while the bottom 10% experienced a tax increase.
Another benefit for the wealthy is that income from investments, especially capital gains, is
taxed at a much lower rate than the wages of ordinary workers (Broadbent In2@fitg The

total tax revenue in Canada has fallen from 36% to 31% of GDP since the mid 1990s. This ha:
been matched by an equivalent decline in spending on social programs as a share of GDP. Tt
shift in Canada has been one of the largest by far in the OECD (Broadtgnte 2012).

A study by the Conference Board of Canada (2012a) estimates that the Canadian tax system al
transfers to the poor help to lower income inequality by 27%, as the Gini coefficient falls from
0.441 to 0.324 after tax and transfers are médthout government benefits and taxes, poverty
rates would be 23%, compared to the current.12%

Policy Recommendations

The Canadian government is now facilitating a multistakeholder dialogue on the state of
inequality. The House of Commons Standing Coneritin Finance announced that it will begin

a study on income inequality in Canada in
and provincial/territorial systems of personal income taxation and income supports, examine bes
practices to reduce inme inequality and improve per capita gross domestic product, identify
any significant gaps in the federal system of taxation and income support that contribute ta
income inequality, identify any significant disincentives to paid work in the formal ecoti@nhy
may exi st as part of a fAwelfare trapo and
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equality of opportunity and prosperity for all Canadians (Parliament of Ca2@t3). The study
will be based on four meetings held from April to June and adeclith a final report.

At present, the recommendations about how to reduce income inequality in Canada are be:
based on a consideration of those offered
These are as follows:

1. Employment. Create morend better jobs that offer good career prospects and a change to
escape poverty.

2. Education. Invest in human capital from early childhood through to compulsory education in
the years beyond.

3. Transfers. Reform tax and benefit policies to directly helpiltseme groups who are hard
hit by recessions.

4. Taxation. Increase taxes on the rich, whose incomes have risen a great deal.

5. Social services. Provide free, accessible, quality, public social services for education, healtt
and family care.

Annex 1.Gini Coeffident: Canada versus OECD Average

Country mid 1980s mid 1990s mid 2000s Late 2000s
Canada 0.29 0.29 0.32 0.32
OECD Average 0.28 0.30 0.31 0.31

Source: OECD Statistics, http://stats.oecd.org/Index.aspx?DataSetCode=INEQUALITY.
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China

By Yihuan Wang, Executive Director of ReseardBenter for International Development,
Professor, Assistant Dean of College of Humanities and Development, China Agricultural
University, PhD

1. Trends and Causes of Income Inequality in China

From 2008 to 2012, the income of urban and rural residentsas®ed continually. According to

the Chinese government work report, over the past five years, the per capita disposable incon
of urban residentsasincreased bynannual averagef 8.8%, the per capita net income of rural
residentshas increased byan annual averageof 9.9%. Although income has increased, the
income gap in China is still severe.

Data from National Bureau of Statistics show that in recent years,ithedgfficient inChina

has indeed been gradually decreasing, which is a positive pbanomHowever, we should
recognise that the Gini coefficient between 0.47 to 0.49 is not a low level, it actually exceeds the
level of 0.4 internationally recognizeds warning for social stability. As shown in Figure 1,
from 2008 to 2012the Gini coefficient was decreasing, however, the magnitude of the trend is
very small. These data actually demonstrate that the work which aims to tighten the inequality o
social income still has a long way to go.

Figure 1. Gini Coefficient Trendsn China, 2008012
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Source(National Bureau of Statistics of Chir2013)
1.1 The urbanrural income gap widening
1.1.1 Current situation and trends of the urbamiral income gap

Since the reform and opening upccompanied by rapid economic gweth, the disposable
income of urban residents of China and the per capita net income of rural residents of China hav
increased significantly. The per capita disposable income of urban residents increased about 7
times from 343 yuan (92 USD) in 1987 to,285 yuan (3892 USD) in 2012; per capita net
income of rural residents increased about 59 times from 134 yuan (36 USD) in 1987 to 7,917
yuan (1254 USD) in 2012. Figure 2 shows that from 2008 to 20b2neral, the income growth
ratesof urban and ruralesidents increased in various degrees, but the per capita disposable
income of urban residents is still significantly higher than that of rural residents. Therefore, we
can conclude that the income gap is still wide.

As for the absolute income gap betwedbe urban and rural residenisyas less than 210 yuan
in 1978, but in 2012, the gap had widened to 16,648 yllearelative income gaphows a
significant volatility. In addition, due to the Chinese lestgnding tendency of preferential
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policiesfor cities the urban residents have been receiving more subsidies from the government
on housing, medical care, social security, education etc. lialkethese subsidies into account,

the income of urban residents is probabl§ Bmes higher than that of mlrresident{Suxia&
Tongming 2012)

Figure 2. Rural and Urban Residents per Capita Income and its Actual Growth Rate2@®8
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1.1.2 Causes of the urbarural income g

1 Development factors

First of all, we would like to argue that the income gap between urban and rural areas is relate
to the difference among industries. Currently, although rural China has developed a variety of
industries,agriculture is still the dminant in rural economic structure. This @& essentl
difference compared with citiesThe productivity of labor differs significantly between
agricultural sector and industrial sector.

2 The urban-rural dual system and the policy factors

In the procss of urbanization and industrialization, the migration of surplus rural labors to urban
cities and noragricultural industries has been hampered by the emah dual system. The
financial support policy for agriculture is not enough to fully explog& #gricultural potential

and it also fails to improve its competitiveness. Although China has increased the agriculture
related investment in recent years, the overall pattern of urban bias has not fundamentall
changed.

3 Individual differences of workers

There is a big difference in the investment in human capital between urban and rural residents
The averagenumber of years of education farbanresidents is much higher thdar rural
residents, and comprehensive lgyaof human capital in rural are&srelatively low.

1.2 Regional income gap widening
1.2.1 Current situation and trends of the regional income gap

The regional income gap in general has been widening with the development of the econom:
since the refornand opening up. And with the deepening of structural reform, the upward trend
has steppedp (Lianshui, 2009)In 2012, there were 6 provinces withRB per capita of more

than 10 thousand US dollars. The eastern region accounted for 4 of them. Wefoam sigere

3 that there are evidemtifferences in GRP per capita among western, central and eastern
regions. There is a significant gap between the east and the other two regions, and the ge
between the central and the western regions is not promirtentop ten provinces by GRP per
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capita are Shanghai, Tianjin, Beijing, Jiangsu, Zhejiang, Inner Mongolia, Guangdong, Liaoning,
Shandong and Fujian. Except Inner Mongolia, all the rest are eastern regions. There are nin
provinces with GRP per capita reaw more than 40,000 yuan, and all of them are in the east.
The national GIP per capita is 38,353.53 yuan, so the levels of central and western regions are
both lower than the national level. Of the ten provinces with the lowest GRP per capita, sever
are n the western region (Guizhou, Yunnan, Gansu, Tibet, Guangxi, Sichuan, Qinghai), two in
the central region (Anhui, Jiangxi), and only one is in the eastern region (Hainan). Therefore, we
can see that the most affluent areas are located in the east,hghpledrest areas are located in

the west.

Figure 3. PerCapita QRP inEastern, CentraindWesternRegions of Ching2012
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Table 1 compares regional income gap in 2000, 2005 and 20&8ling that Chin@a regional
income gap has been widening since 2000. The widening process slowed down a little in 2005
and then started to expand in 2010.

Table 1.Chinas Regional Income Gg@20052010

Year Indicators Eastern Central Wesgern
region region region
2000 GRP per capitg 1410.8 712.1 544.8
(USD)
GRP per capitg 1.98 1 0.77
ratio
Absolute 698.2 865.9

difference betweel
the eastern and the
other two regiong

(USD)

2005 GRP per capitg 2844.7 1390.4 1075.7
(USD)
GRP per capitg 2.05 1 0.77
ratio
Absolute 1454.2 1769.0

difference betweel
the eastern and the
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other two regiong

(USD)

2010 GRP per capitg 6652.9 3828.6 3044.0
(USD)
GRP per capitg 1.74 1 0.8
ratio
Absolute 2824.3 3608.9

difference betweel
the eastern and thi
other two regiong
(USD)

Source(China Statistical Yearbook, 2010

1.2.2 Causes of theegional income gap
1 Institutional factors

The reform of the income distributigratterns led to a system whaetistribution according to

work is dominant and multiple forms difstribution coexist. At the same time, the income gap
between people is widening. At the beginningtlké reform and opening up, [peeential
economic regimes were granted to thet&aast, which resulted in the east coast attraetilog

of foreign cajtal. The overview of the past 10 years indicates that the gap has narrowed, but
even so, the Gini coefficient is still high, and effective policies are needed to alleviate this
situation.

2 Location factors

The east coast has three major economic zones: Bohai Economic Zone, Yangtze River Delte
Pearl River Delta, and there are also many excellent ports, which facilitate the development o
foreign trade. In addition, the government promtédaa lot of preferential policies for large
scale infrastructure construction. The central region and western region do not have thes
benefits; hence, the speed of their development is slower than in the eastern regions

3 Economic factors

The eastermegion has more capital and talent, and the industrial proportion is higher than in
other regions. Conditions are less favorable in the central region and less so in the wester
region.

1.3 Industries and classes income gap widening
1.3.1 Current situatiorand trends of the industries income gap

In the planned economy period, due to the implementation of the equality doctrine, industry
income gap was not obvious. With the transition to the market economy and a new distribution
system, the average incomedéwf the industry workers has substantially increased, however,
its growth rates have differed. As figure 4 shows, at the beginning of the reform and opening up
the income gap was not obvious. The ratio of the highest industry average wage to the lowes
one reduced from 2.17 in 1978 to 1.58 in 1988. It expanded to 1.76 in 1990 and to 2.49 in 1999
The income gap has dramatically expanded to 2.69 in 2000 and to 4.69 in 2006. After 2006, th
industry income gap reduced, but the ratio was still greater tha(Ruixue, 2012).
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Figure 4. The Ratio of the Highest Industry Average Wage of Workers to the Loest
19782010
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Overall, income trends by industry have the following characteristics: (1) In the yneasira
monopoly or with obvious monopolistic features, such as financial, air transport, and tobacco
products industry, average wages are generally higher than in other industries; (2) Inthe high
tech industry, for example, computer services and saftveaerage wages are generally higher;

(3) In the basic industries, such as agriculture, forestry, livestock farming, fisheries, most of the
manufacturing industry and mining industry, average wages are generally low; (4) Industries in
the fully competitie market, such as textile, retail or catering industry, have low average wages.

1.3.2 Income inequalitypetweerclasses

Since the reform and opening up, Chimas broken egalitarian income distribution policy to
encourage some people and some regionsttoigpefirst. It fundamentally changesbcial and
economic relationsand enlarged the difference betwesocial classes. It also led to the
appearance of new social classes. It changed the economic and social status of various class
and widening incomgap has become a major factor of the process. In 20#tlisahownin the
AHurun wealth report 20110 publ i shed by t
multimillionaires with assets over 10 million yuan (1.5 million USD) reached 960,000, ingludin
60,000 billionaires with assets over 100 million yuan (15 million USD), 4p@@plehad assets

in the amount of 1 billion yua(50 million USD), while the number of millionaires with assets
over 1 millionyuan exceededO million (Yangzi Evening, 2011)Howeve, while the high
income classs growing, China has a large number of unemployed or underemployed population
with minimum life guarantees due to agedisability.

1.3.3 Causes of the industries and classes income gap
1 Irrational income distribution in monopoly industries

In recent years, monopoly has led to the widening of income gap in China. Most of monopolistic
industriesarehigh ncome i ndustry, with very high wor

2 Different levels ofhuman resourcesdevelopment

Human capital reflects the quality of labour force, which rests on a combination of technology,
knowledge, ability, health and other factors. Now, along with the growth of the knowladgd
economy, human capital has bewman increasingly vital resource of income.

3 Different industry labor productivity

An average wage in industries with hight labor productivity is high. Financial, communications,
science and technology industries belong to this category.

1.4 Gender income gap widening
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1.4.1 Current situation andrends in gender income gap

With the development of economy and society, the income of women has continued to increase
However, the income of women compared to that of men is still relatively low. According to the
Worl d Bank ACount ry (2a@2)nndl885 in ke ipdustrial ,and @dricultuealo
producti on, the remuneration of women was
with the liberalization of the labor market, the gender income gap has been widening. In 1990
women earned only 70%f what men did (World Bank, 2002). In spite of inconsistencies in
statistics and literature, the numbers basically reflect a widening trend of gender income gay
since the late 1990s.

The United Nations Dev el o p-Raeifit tHunfAn Deglopmenime
Report: Power, Voice and Rights: A Turning
pointed out that the low female employment riatéhe entire AsiePacific region amounted to a
regional loss of billions of dollars each year. HoweweChina nearly 70% of women had paid
employment, which is far higher than the global average of @3%®P, 2010) This is in line

with China’'s longierm high speed development and industrialization process Nevertheless, the
report also pointed out thahd remarkable progress in economic developmntest not
significantly improvel the situation with gender discrimination in China.

1.4.2 Causes of the gender income gap
1 Thereisstillasignificantgender di scri milabemarketn i n Chi n

In case of the same conditions such as age, ethnicity, marital status, level of education, nature
the work, place of residence and year, gender is still a significant faatetarmining income.

2 Women in rural areas are in a doubly weaker position

Overall, women earn less than men, and the income of women in rural areas is the lowest. At th
same time, urban women earn more than women in rural areas, but less thanrthreeurizad

rural men. This indicates that the income gap between urban and rural areas is really importan
but the gender income gap is alarmf{dghua, 2008)

3  Wo megseducation needto be improved

Education is a very important factaf income and amess to the labor market. Wongen
education is not satisfactory, and exacerbates the gender income differentiation.

4 Wo memsocial network resources are relatively scarce

Social networks are important resources for individuals. China is an obviouslexampo f A T
Differentid Mode of AssWBaznadtiehidesooacepGuanxi o.
deeply affect individual career development. Women's social network resources are relatively
scarce compared to menods wpnieotland genderincomse gapo m
(Xiaobo & Dong, 2007).

2. TheConsequences of Income Inequality in China

Wi dening of the citizensd income gap is an
reform and opening up policy, which affects the societyamy aspects.

2.1 Consequence®r economicperformance

° The Differential Mode of Association: Fei Xiaotong addresses thilgm of selfishnessvisvi s each pe|
service to, and responsibility for, the public welfare, i.e., the problem of the line between the group and the
individual. In China, each individual is claimed to be surrounded by a series of concentri¢ cirgfes o d uced b
own social influence. Each web of social relations has a self as its center. Each circle spreading out from the cente
becomes more distant and at the same time more insi
different circles at different times and places.
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The widening gap in income distribution 1is
economy. First, it constraints the expansion of domestic demand. Lack of consumption deman
will ultimately lead to overproduction when total demand is less than total supply, which affects
economic growth and reduces economic efficiency (Mei, 2012).

Second, it constrains the optimization of economic structure. Large income gaps leads to twc
extremes in demandvhen people with low income have to use most of their income to buy
necessities, while people with high income tend to buy expensive goods and luxuries. As &
result, the output value of letech labofintensive processing industry with low added value,
accounts for a | arge proportion of nati ona
development. The situation when the proportion of the primary industry is too large, the
proportion of the secondary industry is large and the tertiary industppipi@n is small, it is not
conductive to optimization of the industrial structure.

Finally, it is not conduciveto the virtuous cycle of production, exchange distribution and
consumption.Weak consumptionhas hinderedthe entire social economiccycle. At the same
time, the largeincomegapaffectsthe ability of low-incomepeople to invest into humarapital,
reducingthe opportunitiedor educationthusaffectingthe developmenof theeconomy.

2.2 Consequences faocial stability

The development of ¢hmarket economy will inevitably lead to the growth of the income gap.

If not controlled, however, the expanding income gap can seriously undermine the fairness and
justice of society, having a negative impact on social development and stability, andngamag
the construction of a harmonious society. Unequal distribution of income breeds a sense of
unfairness in all walks of life. It generates discontent, which can easily lead to deviant behavior,
becoming a serious threat to public safety. Accumulatiocoafradictions may result in some
people feeling a hatred to the society, the state, and the political system, which makes income
distribution, an economic issue, gradually transformed into a social or even political issue, that
seriously endangers our saladevelopment and stability.

2.3 Consequencefor social psychology
The huge income gap has a negative impact on the social psychology, which impairs the

individual sé6 value of | ife. Although i ncome
arsult of ref or ms, the widening income ga
i ndividual 6s |l i fe experience. Lower i fe
especially when il l egal factors ofofwaalhenir

making citizens®é doubt the success of refo
which hinders the smooth progress of reform (Mei, 2012).

3. Recommendationson Tackling Income Inequality in China

It can be seen that, under the catreconomic conditions, we must be aware of the widening
income gap, and put resolution of the problem of large income gap onto the schedule of the
government. In the 1990s, Russia, Poland, Hungary and other former communist countries wer
in economic trasition. Drawing on the lessons and experience of the economic system reform in
these countries, we put forward the following ideas for speeding up the reform of income
distribution in China:

3.1. Establish a system in whictistribution according to work $ dominant and multiple
forms of distribution coexist

Efficiency and fairness are two important issues of the market economy. In the market economy

we should follow the principle of ngive pr
growth; in thedistribution of income and social development, we should follow the principle of
Agive priority to fairnesso, which wil!/ pr o
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of our society requires that we must coordinate the relationships berameuns interest groups
and carry out a reasonable allocation of |
move towards narrowing the gap in income distribution and pursue common prosperity, on the
one hand, we must have a correct understandinghe relationship between fairness and
efficiency and adjust it. On the other hand, while members of the community engage in the
market, the society must provide equal opportunities, allowing people to realize their own
potential, and achieving the ga#lequitable distribution.

3.2 I mprove the socialist mar ket economy s
control

Chinads reform and opening up experience
fundamental role in allocation of resources, aadlitated the economic boom in China. But
market failures require the government to perform its functions in the field of income
distribution. On the one hand, there is a need to speed up the transformation of the pattern ¢
economic development, adjugiithe economic structure; further promote the marketization of
production factors; efficiently allocate them under the action of the market; and let factor owners
get income according to the amount of factors they have. On the other hand it is imperative t
pursue the legal system construction, crack down on illegal income, and deepen the reform of th
tax system, with due regard of the tax adjustment. The social security system should also b
improved to correspond to the level of economic developmentjderdasic, multievel, wide
coverage for both urban and rural residents, and steadily raise the level of protection.

3.3 Change the urbamural dual economic structure, promoting coordinatedegional
development

In pushing forward the rural urbanizatianfocus should be retained on narrowing income gap

between urban and rural areas, changing the urban and rural dual economic structure, balancit
urban and rural development, and speeding up the integration of urban and rural areas. T
prevent the exparsn of the gap between east and west, we have to promote the harmonious

regi onal devel opment , continue to perform
Devel opment 60, ARevitalization of Northeast«
(Mei, 2012).

3.4 Other adjusting way

I n addition to making use of various measu
and diversify its sources, such as increasing the level of labor remuneration in primary industries
ensuring the normal repduction of labor force; increasing capital investment in education to
promote education equity; and widening investment channels, the government should also guid
the allocation of responsibilities, establishing and perfecting the tax incentive mechanism,
reducing the fitransaction costo of charitat
responsibility, mobilizing the donation enthusiasm of corporations and individuals, establishing
and improving the distribution system.
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France
By Nicolas Fremeaux PhD Student, the Paris School of Economics (PSE)

1. What are the Inequality Trends in France?

In mapping the evolution of inequality in a country, it is crucial to examine severahsions.
Income, and more specifically equivalised disposable intbrigecentral but othefields like
wealth, labor market or education are interesting in themselves and because they contribute f
differences in household income. Income inequality has Iséable in France between 1980 and
2010 while wealth and labor market inequality have increased. Howeetiming and the
magnitude are not the same across the fields we study.

The increase in income inequality in France occurred later than in marloped countries.
Income inequality, as measured by the Gini coefficient, has followedlzaped curve over the
period 19862010 (see Figure 1). More specifically, income inequality hasedsed during the
1970s andl980s. Then, after a period of stailin the early 1990s, inequality has started to
rise. Thus, the levels of income dispersion in 1980 and in 2010 are very close. France was abo\
the average level of income inequality in OECD countries during the 1970s and the 1980s. At the
end of the 200s the country wagust below the average (0.30 for France against 0.314 for
OECD countries).

In order to understand the overall evolution, it is crucial to focus on the tails of income
distribution because they are the drivers of this evolutiofrarce, most of the recent increase
comes from the top of the distributidn. 2009, the 10% richest households held almost 33% of
the overall income. Between 1980 and 2007, the top 10%, 1% and 0.1%%havesincreased

by 8%, 21% and 66%, respectively. Tlaggest part of this rise occurred between 1998 and
2007.

Capital income (rents and financial income) tends to explain a large share of this evolution but.
and this is new in France, wage inequality has also contributed to this growth. The distribution of
earnings among fulime workers has remained fairly stable. However, focusing ortirfod

wage earners only can be misleading because it hides the role of working hours and as
consequence the role of péirhe jobs and shottierm contracts. Actuallyhe increase in labor
income inequality is explained by this growing duality of the labor market (caused by a
liberalization of the labor market since the late 1980s) but also by a boom in earnings at the toj
of the distribution. Within the top 1% of the g&adistribution, wages are booming: +21% for the

top 1%and +335% for the top 0.01%odechot, 2012).

Private wealtf® has strongly grown in France during the last 30 years. The wealth distribution,
much more skewed that the income distribution, has be&erratable during the 1990s but
inequality has started to grow since the 12@00s. Last but not least, Piketty (2011) estimates
that the weight of inherited wealth in total aggregate wealth follows an upward &eathe
annual flow of inheritance reageti in 2010 its higher level since World War |.

YDisposable income = earnings (wages, salaries and mixed income) + pensions (unemployment and retirement) +
capital income (from financial and ndimancial assets) + welfare payments (housing and family here$ocial
assistance) + alimoniéstaxes (personal income tax + housing tax). In order to go from disposable income to
standard of living, we take into account household composition through the @t@ifled equivalisation scale: 1
consumer unit to thérst adult in the household, 0.5 to the persons of 14 years or older and 0.3 to children under the
age of 14 years.
2 An income share is the share of total income that is concentrated in a given part of the income distribution. In
order to compute it weompare the average income of this group and the average income of the overall distribution.
Top X% income share = (X%*average income of this group)/average income of the population.
Baggregate private wealth is defined as the market value of all taregibées (in particular real estate assets) and
financial assets owned by private individuals (i.e. households), minus their financial liabilities.
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The equality of opportunity should also be considered in assessing the evolution of inequality.
One way of measuring it is by using the intergenerational income elasticity which estimates by
how much the incom of a person is correlated with the income of his parents. Lefranc (2011)
shows that this correlation has increased for the cohorts born after the 1970s. In other words, w
observe a growth of the reproduction of inequdl#yween generatiors/er the pat decades.

The last dimension of inequality relates to educatidm. increase in education attainment,
especially for women, has led to a decrease in education ineqiNgirgrtheless, the role of
social background in education achievement is still gtréinis also important to know that the
schooling rate of the 158 years old has decreased by 2 points (from 91.5% to 89.7%) over the
past decade.

2. What are the Causes?

The causes of the variation of inequality are multiple. We can list at least thiges rah
determinants: the transformations of the French labor market, the evolution of capital income
and the role of taxation.

First, examining the evolution alfie labor market earnings is important because it is the major
source of income for most housdtls. Between 1980 and 2010, worgeriabor market
participation has increased. Moreover, the growth of the minimum wagesuperior to the
growth of the mean wage between 1970 and 1985. The combination of these twohastors
contributed to reducing inooe inequality until 1985. However, the increase in wage inequality
since 1998, after a decade of stability, tends to indicate that these faetersiot sufficiently
strong to counter the growing wage dispersion. Most classical explandikenskill-biased
technological chandéor international trade are not consistent with a boom in the top 1% of the
earnings distribution. As explanatory factors, we may evoke a change in social noces

the definition andsetting of top wages (higher sharesbohuses and profgharing) and also
higher tolerance regarding inequalities.

However, the evolution of wage inequality is smoother than theobrietal incomé>. The
unequal distribution, growth, and diversificatiohcapital income helpanderstand theurrent
upward trend in income inequality. Landais (2009) shows that wages have grown by 0.7% pe!
year between 1998 and 2005 while rents and financial income (interest, dividenjlbave

risen by 2.2% and 4%, respectively.

Last but not least, changes factors correcting inequalities also provide explanations to this
recent evolution. Piketty, Landais and Saez (2011) have demonstrated that the French tax syste
is not progressive since people at the top of the distribution pay proportionally lesshtaxes
people at the bottom. More specifically, for the bottom 50% of the distribution (with a gross
monthly income less than 2,200 Euros) the effective tax rate goes from 41 to 48% and is or
average 45%. Then, within the top 5% of the income distributieneffective tax rate sharply
declines and falls to 35% for the top 0.1% (50,000 individuals out of 50 millions). Bozio et al.
(2012) have pointed out that this failure to act as a redistributive instrument has been aggravate
during the past decade besalof the implementation of a tax shield, a decrease of the marginal
tax rate and wealth tax cuts. Cazenave et al. (2011) study the expenditures side and provic
similar evidence regarding the decreasing progressivity of social transfers (housing, family,
social assistance, etc.).

*1n this model the shift in the production technology favours skilled over unskilled workers because new
tecmologies are complementary with skilled labour. This kind of model can explain why the wage gap between
skilled and unskilled workers can increase in the adoption phase of the technology and remains constant after even
the demand for skilled workers keincreasing. However, the surge in the top tails of the earnings distribution
seems difficult to reconcile with this literature.
!5 Total income = labor income (wage, mixed income, retirement pensions, unemployment benefits, etc.) + capital
income (rentsdividends, interests, inheritance, capital gains, etc.).
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3. What are the Consequences?

There is mixed evidence regarding the impact of inequality on economic growth. Studies on top
incomes tend to show that in countries such as the US or France, the growth pace was high
when income concgration was at its lowest (postwar period) or was declining (between 1914
and 1945). However, since the 1980s, unequal countries like the US or UK have grown faste
than continental countries or Japan. However, such results based on cross country analys
always suffer from identification issues. A short run analysis in France does not allow us to have
a clearer opinion. Indeed, GDP growth varies even during periddstiofeductionandrise of
inequality.

Inequality can affect social outcomes not onlyotigh the level and distribution of economic
resources but also because of psychosocial imattkinson & Pickett, 2009)It is however
difficult to provide an empirical assessment of the causal impact of inequality. In France, the
evolution of social ntcomes over the past decades seems to be weakly correlated with inequality
trends.

More specifically, we can divide our observations into two categories: the outcomes that are no
affected by inequalities and those that are affected. Firstly, therealssance of correlation for
several outcomes such as crime, intergenerational mobility and, to a lesser extent family
changes. Moreover, material deprivation sedmsbe less correlated with inequality than
monetary poverty. Since 1985, the poverty ratesheemained stable and material deprivation
has declined while income inequality has started to rise. Nevertheless, the relationship with the
evolution of inequality is more marked for several outcomes. Health indicators like life
expectancy or subjectivessessments are subjected to a continuous improvement over the period
1980201Q but they are very sensitive to social gradients (like income or education). We notice a
degradation of the qualityf unskilled peopldife over the past decade. For wi#ling people

with more education seeto bemore satisfied with their lives and the gap has slightly grown
over the past decade. For housing, the recent rise in income inequality coincides with a decline i
the share of ownshipas well as a rapid growth obtsing costs for lovincome households.

The relationship between the evolution of economic inequality and political outcomes is maybe
even more complex to determine given the role of institutions and national cétymori,
inequality can lead to poidal disengagement if people feel that their preference for
redistribution is ignored.

For the political and civic participation, we observe continuous decreasims toetween 1990

and 2010, that anerobably more linked to the general economic contextesthe 1990s (slow
economic growth, high unemploymermc). The effect on trust in political institutions is also
inconclusive since there is no clear trend over the past decades. However, for these outcomes t
role of social gradients is significasince rich/educated people are more active (through thei
vote or their participation irassociation)and tend to trust more institutiord also other
members of society'he analysis of the political values leads to a similar interpretation about the
weak relationship with inequality. More specifically, the vote for extremes has been rather stable
since 1990. During the same period, the stance regarding immigration has improved but the
satisfaction regarding the European Union has declined. Finally,tolleeance regarding
inequalities, rrasured as the opinion abautome dispersion, is rather low in France buitas
remained roughly similar since the 1980s.

This relative absence of causal link between inequality and social/political outcomes must be
moderated. Indeed, we observe significant differences along social gradients like income ot

8 with monetary poverty we consider a household as poor if its income is inferior to 60% of the national median
income, while material deprivation is a multidimensional index in which we considefiétds (lack of resources,
arrears of payments, housing conditions and consumptions restrictions) to measure material poverty.

72



73

education. Moreover, timing and magnitude can explain this weak relationship. The increase ir
inequality has been more recent and more limited in France than ifdf8GE countries.

4. What are the Proposed Cure®

Inequality is multidimensional and it can be fought in many ways. Policies affecting labor
market or education can impact inequality since they may modify the pattern of human capital
accumulation or jobs pratdon. However, fiscal and social policies are the most direct tools to
fight income or wealth dispersion.

Landais, Piketty and Saez (2011) have fueled the public debate by showing that the French ta
system is not progressive. One of the most importdntigns they propose is to implement a
structural reform of the tax system. First, France has at least two income taxes, a flat tax and
progressive tax, with different rules (tax base, rates, etc.) depending on the income source (labo
capital, pensiorgtc.). In order to guarantee the progressivity of the French tax system, these two
taxes should be merged. The tax base would be that of the flat tax, in which all types of income
are considered, with progressive tax rates. Second, some benefits (likg danrhealth
allowances) are financed through social contributions paid by workepsiori, there is no
reason for this category of allowances to be financed thmbughlabor income. This type of
reform could have several benefits. It would not ordguce inequality and increase poor
household purchasing power but also restore the trust in the tax system because of gains ir
simplifications and transparency.

The second range @écommendations relates $ocial and education policielt.is crucial to
encourage the accumulation of human capital. Maurin (2004) analyses the urban segregation |
France and argues that the current policies are inefficient in fighting socioeconomic inequalities.
He recommends a bettspcial and educatigpolicieswith a focus on children and young adults
living in disadvantaged areas.

The proposed cures regarding the labor market are less consensual. Even if employment is one
the best ways to durably escape poverty, the proposed recipes differ. For instance, Philipp
Askenazyrecommends replacing inefficient employment policies by public jobs in economic
sectors like health, educatipenvironment or security.uBlic support to private firms (through
loans) should also be encouraged.

5. Is Inequality a Government Priority? How is it Addressed® Are its Approaches
Effective?

A new governmenivaselected in France in May 2012. Part of its program was to build a fairer
society. A project of this government was to increase the marginal tax rate for individuals
earning more than dnillion Euros to 75%. The project has been modified since but even in its
original form this new tax bracket was not likely to change the lack of progressivity of the tax
system. Indeed, most capital income (dends, interests, capital gains, pteas eempted from

this tax,andpeople would have been allowed to deduct the amount of tax they already pay with
other income taxes. Therefore, the overall effect on the structure of the tax system would hav
been limited. Since May 2012, the new socialist goventhas cancelled part of the fiscal
policies implemented by the former government, especially the cuts on wealth and inheritance
taxes. Without any data on distribution it is difficult to know precisely if the tax system has
become more progressive. Wever, the income tax has not been deeply modified and the tax
base has largely remained the same.

It is important to mention other policies that indirectly affect inequality. The general evolution of
the labor market tends to indicate that employmenteptmin has decreased over the past
decade¥.In the late 1980s, some policieasedabor marketregulationsby favoring partime

" For a more general overview regarding the evolution of employment protection in Fragaskerezy, 2011).
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jobs, shorterm contracts and temporary jobs. Therefore, the French labor market has become
more and more dual with a largkase of protected jobs (85%) and a minority of flexible jobs.
The recent labor market reforms are in line with decreasing employment protection (providing
possibility for firms to reduce wages or increase working hours in case of difficulty, and
complicatng conditions to contest collective job cuts, etc.). It has also been shown that some in
kind benefits |ike professiomalogrreaisnivie® G
skilled workers receive more training than unskilled workers. There lesrnwereform to tackle

this issue.

Figure 1. Incomelnequalityin France(19707 2010)
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Definition: the definition of the Gini coefficient is based on the Lorenz curve. This curve plots
the income of the population that is cumulatively earners by a given fraction of the population.
The 45A cts perieet equalitly. ITlee Gini coefficient is the ratio of the area between the
equality line and the Lorenzcurtet he t ot al area under the 45/
0 represents a situation of perfect equality while 1 represents a pedegatlity (1 person owns
everything).
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India

By Samir Saran, Senior Fellow and Vice President, Observer Research Foundation (ORF);
Vivan Sharan, Associate Fellow, Observer Research Foundation (ORF)

India is a studyn contrasts. In the post liberalisation era, since 1991, the country has witnessed &
rapid GDP growth, secular expansion of its services sector, and a commensurate increase in p

capita consumpti on. As a resul t, (inpurchasihg 2,
power parity terms), to become the third largest economy in the warlthe same time, a
recent survey across 100 districts in the

under the age of 5 are underweight and a shockingesSent are stunted in their physical
developmen{Naandi Foundation, 2011 xtrapolating these results to reflect the overall state of
sociceconomic development, the picture at once becomes stark. This paper will delve into some
macro trends through whc h i t aims to wunbundle facets
narrative.

In March 2012, the Planning Commission of the Government of India set the poverty line at INR
28.65 (approximately USD 0.52) for urban areas and INR 22.42 (approximately US®r0.4) f
rural areas in terms of per capita expenditure. Using rounded approximations of INR 28 and INR
22 (USD 0.5 and USD 0.4) for urban and rural areas respectively, National Sample Survey dat:
from household surveys conducted in 2Q@0 reveal that 22.98 per e n t of I ndi
population and 36.58 per cent of its rural population spend less than the approximated povert
l'ine (Table 1). Meanwhi |l e, |l ndi ads bemergir
class, is also exposed for whatitimOy about 4 per cent of 1 nd
INR 100 a day (approximately USD 1.8 a day in nominal terms). The rural urban divide is also
particularly prominent and can be observed throughout this paper.

Table 1.Per Capita Expenditure andfigation, 200910

All India Urban Rural
Expenditure % of Population | % of Population | % of Population
<Rs. 28 per day 48.92 22.98 36.58
Between Rs. 28 to 100 per d| 47.09 65.54 62.21
More than Rs. 100 per day | 3.99 11.49 1.21
Total 100 100 100

Soure: (NSS, 200910; ORF India Data Lal)s

The world is still grappling with the ripples caused bydtabal financial crisisWhile the crisis

found its origins in the West, it perhaps has greater absolute implications for the emerging anc
developing worldIndia has witnessed a slowdown in growth to around 5 per cent ir12012

The fundamental assumption about GDP growth, echoed by Indian policymakers has been thg
faster GDP growth is a prerequisite to reducing poverty and concomitantly, enhancing
developnent (The Hindu, 2012)Such views are reflections of a wider international consensus

t hat Aithere 1 s every reason to belRoemer & t h
Gugerty, 1997)In this case, the converse argument also holds, and every percpotage

sl owdown in Indiads GDP growth impacts the
urban poor.

There is of course a large volume of academic literature which questions such simplistic
correlations. For instancéhe India Chronic Poverty Regor ( 201 1) , states th
in some developing economies with large populations is not that there is poverty in spite of
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moderate to high economic growth, but that this poverty is often created by the very nature of
economi c g r(Melta €t al.201.13 WHild tldistview is open to debate, it is sufficiently
clear that there has been a consistent rise in aliggbetween the rich and the poor in India.
This is evidenced from the fact thabse at the bottom 10 per cent of per capgealtth account

for merely 3.6 per cent of total consumption, while the top 10 per cent account for 31.1 per cen
(Mehta et al., 2011)Additionally, Pal and Ghosh (2007) have observed thato mp ar ab
estimates of the 50th (199394) and 55th (1992000) punds of National Sample Survey data
reveal that inequality i n@aé&@wshd00F)ot h in ru

Perhaps the starting point for any meaning:
must be an overview of aggregated exgiture profiles for different social groups. From table 2,

it is evident that the traditionally disadvantaged groups (scheduled tribes, scheduled castes, ar
other backward classes), on average fare worse than those that fall within the category o
Aotrls@® | n treapita expeaditurep @n an -#fidia level, less than 2 per cent of the
disadvantaged groups spend more than the nominal equivalent of USD ZTaelayajority (at

an altindia level) are below the approximated urban poverty line expeadissumed here. It is

safe therefore, to infer strong causality between income classes and social Htoups.

Table 2 Per Capita Expenditure and Social Group, 2009

Between Rs.
< Rs. 28 per| 28 to 100 per| Greater than
Social Groups day day Rs. 100 perday | Total
Scheduled Tribes 67.35 31.32 1.33 100
Scheduled Castes 61.1 37.69 1.22 100
Other Backward Classe{ 50.86 46.65 2.5 100
Others 32.06 59.07 8.87 100
Total 48.91 47.1 3.99 100

Source(NSS, 200910; ORF India Data Lal)s

When the multidinensional nature of poverty is taken into account, it is not surprising that self
fulfilling spirals can trap millions within a variety of systemic constraints. Table 3 helps to
illustrate that while nearly all of those spending more than INR 100 (appr@ymaSD 1.8)
perday have access to electricity for domestic consumpibite over 35 per cent of those who
spend less than INR 28 (USD 0.5) in rural areas, still have no access to electricity.

Table 3. % Population with Electricity for Domestic Use goer Capita Expenditure, 20@®

Expenditure All India Urban Rural
<Rs. 28 per day 64.61 90.25 86.66
between Rs. 28 to 100 per d| 92.32 98.66 97.83
greater than Rs. 100 per day 99.05 99.98 99.98
Total 73.21 96.14 96.14

Source(NSS, 20080; ORF Inda Data Lab}

Peeling through the multiple dimensions of social iraditgu and concomitant to the above
descri bed O6soci ol oggfacoeks td dewicegpamad resburcasr gararn and |
Sharan (2012) point out that between 30 to 40 pent of tbbse belonging tovarious

18 Expenditure an be used as a substitute for income, using the established economic relationship that savings =
incomei expenditure; and assuming negligible savings at the bottom of the pyramid.
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disadvantaged groups still use kerosene for lighting in rural é8aaan & Sharan, 2012his is

a particularly illustrative statistic on two counts. Firstly, typical kerosene lamps deliver between
1 to 6 lumens per square metrieuseful light compared with tygal Western standards of 300
lumensfor basic tasks such as reading. There is no convergence of living standards for those &
the bottom of the pyramid.he seconaountis that those with least access are disadvantaged on
multiple fronts.

Access to modern forms of energy is necessary for development. Access to resources such
water is necessary for basic sustenance which underpins development. Wide divergences |
access to drinking water across different income proéitesindicative of a serious structural
deficit. This deficit has no doubt helped to perpetuate {gesrerational infirmities. Tabld

shows that those with per capita expenditures greater than INR 100 (USD 1.8) a day are aroun
two and a half times as kky to have access to drinking water within their premises as Witse
spendless than INR 28 (approximately USD 0.5) per day. Those at the bottom are much more
likely to walk significant distances to access water than those at the top. There are multiple
implications of such diergences in access, including farusehold productivity.

Table 4. % Population and Distance from Drinking Water Sources Mapped to per Capita
Expenditure, 20089

Expenditure | Within Outside Premises
Dwelling Outside Dwelling but within the Premss 0.2to|0.5to
0.5 1.0
Total | km km
< Rs. 28 pel
day 15.74 22.68 50.47|9.18 | 1.43
Between Rs
28 to 100 pet
day 36.24 32.12 26.31/3.86 | 0.9
More than Rs
100 perday | 76.57 18.91 3.34 | 0.69 |0.26

Source(NSS, 200809; ORF India Datd.abg

Household productivity is also closely linked to the levels of education attainment. Within a
rightsbased framework for development, the role of education is increasingly emphasised. Tilak
(2005) , not es t hat Apover ttynities that enbamae human d
capabilities to |,enpatanty tthalt e ricebdluec altii o@d | &n ¢
opportunity, deprivati on dTilak & handhyala2005) Whiles e | f
it is up for debate whether primampiddie and secondary education actually offers productivity

gains that are commensurate with the contextual imperatives for human capital formation giver
the scale and nature of poverty; and whether higher education or vocational education should b
prioritised; the statistics in table 5 illustrate that there is a clear causality between income anc
education levels. Indeed, many studies have argued that this causality runs both ways

78



79

Table 5.Education Levels Mapped to % Populatiortedby per Capita Exgnditure, 200900

All India

Expenditure

< Rs. 28| between Rs. 28 t{ morethan Rs. 10(
Education Levels per day 100 per day per day Total
illiterate 42.93 25.65 9.25 33.45
upto primary 34.89 29.43 15.22 31.54
middle 12.46 15.87 10.48 13.99
seondary 5.96 12.7 14.26 9.47
higher secondary 2.7 8.6 15.53 5.99
diploma & certificate cours( 0.1 0.91 2.95 0.6
graduate & above 0.96 6.83 32.32 4.98
Total 100 100 100 100

Source(NSS, 200910; ORF India Data Lab)s

India is rated as having a moderatequality relative to several other developing countries, with

a Gini coefficient of 36.8 in 20085 (World Bank Indicators While the coefficient has likely
worsened since then, India is leagues ahead of several other G20 countries, including the Unite
States and China. However, the Gini coefficient cannot capture the nuanced trends of inequity
and the causal l&ionships that perpetuate it.

Development is a lorterm complex process. It is clear from the seamonomic realities which

have beenoutied 1 n t hi s p a pmnenttrafedioayts steep,chnballéngesacte v e
stark. Concomitantly, the public policies which have also been highligteelhave been
formulated by policymakers to bridge inatjties between various soeezonomic dentities and
promote inclusive growth. Thegim to provide better access to services, employment and
information; and are certainly enablers of transformation when implemented right. Even so, they
are necessary but not sufficient. A number of systemitaiivies are required to create the
momentum and maintain the development gains required for a-besad transition to higher
levels of prosperity and equity, particularly for those at the bottom of the pyramid. In this
context, we suggest there are tiundamental questions that Indian policymakers must pose to
themselves, to tailor effective and efficient interventions that can ensure that development in fac
leads to growth:

1. What is the threshold level of inequality for political and social stability?

2. How can policy interventions resolve the strategic, but not necessarily binary choice betweer
generating employment and increasing productivity?

Two decades have passed since India embarked on a new growth trajectory underpinned by
neoclassical economfcamework. Liberalisatioted reform has delivered unequakults With

over 1.2 billion people and an extremely heterogeneous-scoimomic profile, any attempts to
recalibrate policy prescriptions must be fully cognizant of diverse realities and thetdsave
become firmly embedded. Whether GDP growth has exacerbatecdhlitiequ or served aa
template for improving living standards is not the most urgent question in the contemporary
context. Rather, policymakers and political leaders must foais ¢hergies on understanding

the causafactorsthat have anfluenceon socieeconomic trends; and accordingly designing a
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progressive and contextual framework for development and growth. We suggest that such
framework must include and be complemeriigdhe following crucial elements:

T

Nearly 12 million people enter the Indian workforce ever year. A majority lack the skills to
gain meaningful employment, and face an abject lack of access to decent work. As a resul
those at the bottom of the so@coromic pyramid are largely employed in the informal
sector, without any form of job security or social security. The availability of productive and
remunerative employment is central to enabling equitable growth. The Indian economy must
employ a larger proptionate share of its workforce. In turn, minimum wages and domestic
labour standards must be enforced universally; and the skills gap must be addressed throuc
strategic emphasis on subsidised and targeted vocational education

The Indian economy reliessgmmetrically on growth of the tertiary sector, particularly
capital and skilled labour intensive sectors such as information technology which have not
been able to bridge the systemic employment gap. Employment creation is a policy
imperative for enablingequitable outcomes; and the revitalisation and reemphasis on the
growth of the secondary sector is a necessary prerequisite for achievingbbsead
sociceconomic transformation. The industrialisation process requires a number of enablers,
including impoved infrastructure and service delivery; and the creation of a workforce with
skill sets commensurate with a strategic vision for industrial growth.

The competitive advantage of the Indian economy in the export sector remains largely
untapped. With an exyt to GDP ratio of 16.5 per cent (in 2012), the Indian export economy
has a vast potential. In this regard, high productivity, lafmensive sectorparticulaty
demand a sustained policy focus. Greater integration with regional supply chains and
increased leverage of regional trade agreements can provide the necessary momentum ft
secular growth of such sectors. Monetary policy, fiscal management and financial market
depth must complement such growth.

Policy emphasis must be placed on facilitating a&sce® markets with strong internal
demand. This will help the Indian economy to hedge against global demand volatility
perpetuated by disruptive business cycles. The Southwards shift of Indian exports is a
positive sign in this contexfccording to the Idian Exim bank, the share of Asia, Africa

and LAC regions has increased sharply from 47% in Z00fo 62.7% in 201:12; and the

share of Asia has risen from 40% to 52% during this period.

The equitable growth of the Indian economy will to a large extentldtermined by the
degree and nature of private sector participation. The virtual stagnation in the
investment/GDP ratio (of which the private sector is a larger contributor than the public
sector), which has grown by a mere 5 per cent since-260@6 376 per cent in 20212, is
indicative of inherent challenges. Greater participation of the Indian private sector can be
driven by a better environment for doing business. Policy frameworks must address issue:
concerning corporate governance and labour refe without compromising market
competitiveness.

Long-term capital formation through increased participation in the financial markets must be
prioritised. This will entail a broalased emphasis on imperatives such as financial literacy,
financial inclusim, and investor protection. The nominal proportionate retail participation in
the domestic capital markets is a cause of concern. Household savings must be productivel
and efficiently deployed in order to finance the widening current accoeficit.
Simutaneously, shofterm speculative participation must be offset by genuine market
opportunities for growth. Commensurate emphasis must be placed on channelling global
savings into longerm asset creation in the Indian economy, with a supportive policy
framework. Increased government emphasis on development of micro, small and medium
enterprises as well as industrial clusters must be sustained despite political cycles. Polic
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disruptions can quickly reverse gains achieved over time, and political riskthesgreatest
challenge to unleashing the entrepreneurial potential in the codnttgherent, inclusive
and longterm political vision must complement policy formulation. Robust legal
frameworks must be employed to secure {@rgn growth largely devoiaf political risk
uncertainties.
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Indonesia

By Sugeng Bahagijo Executive Director, International NGO Forum on Indonesian
Development

1. Introduction

In the last five yearsnequality in Indonesia has increasiedm 0.35 in 2005 to @1 in 2011
(Sinaga, 2012pased orthe Gini coefficient (a measure of the inequality of income distributio

in which a lower index indicates better equalig$thneider, 2004)ndonesia is by no means an
exception; the data also shows that among almost all the countries that are experiencing rapi
economic growth in the last 10 years, inequality is on tbe, iincluding in China, India and
South Africa(The Economist, 2011Closing the inequality gap, however, is possible and can be
done. Brazil, for example, has been able to reverse the trendhainét the inequality gap.
Brazil 6s i nnov dah icontains @ earietyl ob progeams whipgh strive to create
opportunities for all, especially for the marginalifetailu & Suarez, 2009)

With a population of 230 million, Indonesia is more prosperous now than 10 years ago. Income
per capita is USD 3,000, ith the 23" largest GDP in the world, it now surpasses Belgium and
Sweden, with an annual budgetaifout USD 15170 billion. This paper will describe (a) the
forms of inequality, (b) the causes of inequality (c) responses and government policies; (d)
palicy options to decrease inequality in Indonesia.

2. Forms of Inequality

Inequality in Indonesia takes a number of shapes: (a) income inequality, for example, in terms o
wages and salaries received. The highest salary is about 100 times bigger than thenminim
wage. Theminimum wage in Jakarta Rp 2 million (about 200 USD)in contrast thesalary of
thedirectors in stat@wned companies artdgh officials at the Bank ofndonesiacentral bank

of Indonesia)s Rp 250 million(about 25.000 USDY (b) inequdity in social security, such as
health insurance. Aastimated 100 million people in Indonesia are still not protectelehith
insurance; (c) inequalities in the burden of tax payments. The data indicates that the biggest ta
contributors are employeeather than wealthy citizens, business owmerthe ownes of stock

(d) regioral inequalities as manifested in inadequate infrastructure such asawoaddsidges.

Also, there are regions wheeecess to quality health care and education (teachers,rglocto
midwives) is lackinguch as irKalimantan,Sulawesi, Papua and NTT and NTB.

Indonesia is an archipelago, with over 13 thousand islands of all sizesfacidgsconstrairgin
terms ofthe interisland connectivityThe flow of goods and services Ween the islands is still
constrained and expensive. Imported goedter Indonesianore quickly and at a cheaper cost
than through theinter-island trade I n d oinfcrucré @orts, roads, airports) are
struggling to keep up with the economic exgian.

Other forms of inequalityinclude the control of land by private companies (domestic and
foreign) compare to the landowned by he people. Oil and miningnd palm oilcompanies in
Kalimantan and Sulawesbatrol a million hectaresGiven these form of inequality, it is no
surprise that inequality is becoming ever more acute in Indonesia.

19 According to Sinaga (2012), based on dagareportedirom thelndonesian Central Statistics Agency (BPS) on
the distribution of incomethe distribution of income is worsening 1999, the top 20 percent of income earners
held 40.57 percent of total household income. In 2011, the top 20 percent held a staggering 43@f petaie
household income. By contrast, the bottom 40 percent of income earners held 21.66 percent of total household
income in 1999 and only 16.85 percent in 2011. The middle class is also affected, with the middle 40 percent of
income earners holdirgg.73 percent of total household income in 2011, down from 37.77 percent in(3B2ga,
2012.
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3. Causes of Inequality

Income inequality is the result of market mechanisms. The government can still influence wage
levels, however, through setting a minimumgean the public and private sectors. Although the
government may have limited control over wage levels, it can do more to reduce inequality in
terms of knowledge and skills (education) assets, land assets, and financial assetsédityro

Inequality could be significantly reduced by developing the following mechanisms: (a) the
distribution oftax payment$ax burdercan be made more equitable to support those who do not
have the means; (b) essential government services such as health, edweaieorgnd
sanitation deliveredbased omeedsrather than based dnh e mar ket mechani s
you pay "); (c) social security system, especially universal healttsmatkat it will achieve both
efficiency and fairness.

I ndonesi abds apngrineqalithy is nat solely oharketsbased, the government
intervenes with a variety of policies and programs suchuésidies, and various other social
programs. Nevertheless, these strategies are insufficient to address inequality.

There are a number d¢éctors contributing to the growing inequality ga&jxst, universal fuel
subsidies to the rich and the poor absorb nearly 10 percent of the budget each year. Eliminatin
subsidies is difficult because of the potential political falléat. now the govement prefers to
continue the fuel subgek but it means that there gewerfunds for the other social programs.

Second, approximately 42 percent of the labour force is employed in the agriculture sector, ye
the government provides onlyminimal amouh of support for the rural economy and rural
communities.A disproportionate ammount of agriculturalibsidies in the form of fertilizer
subsidies and seeds allocatedo stateowned companies (Pusri, Sang Hyang Sri, etc.) that are
not acountabé. The ad result is that farmers are not benefiting from the subsidies.

Third, the governmentods soci al security an:i
universal. A selective approach, it is argued, is not as costly as an universal approach
Expeaience indicates, however, that a selective approach has led to jealousy and envy amon
those receiving and not receiving benefits. The selective approach has also resulted in a hig
number of migargeted recipients, that is,ode who hee received ben#$ but in reality are not
entitled.

Fourth, there are many weiltentioned programs that provide public goods such health clinics,
but funding is limited.For example, the health insurance program forntlm¢hers in waiting
Jampersalis not widely acessible because the funds are exhausted. Or, there are examples o
hospitals that stop serving the poor because they have yefuodszlby the local government

or by the health department.

4.Indonesiad Response

The Indonesian governmehas repeatedlgtated that the Indonesian economy can no longer
rely on cheap labour.abour cost areoften mistakenlyattributedto being aconstraint on
foreign investment flows into Indonesia. Based on data from various surveys, however, the
major constraint on thindonesian capital investment is not high wages, but business licensing
and corruption. Where there are high labour costs, it is when workers are laid off. Businesse:
argue that the state should take responsibility for these costs. The OECD has reconanended
unemployment insurance plan as a means to address theq®©&sSEB, 2008)

During the 2012 | egislative sessions of th
for the government to measure the performance and success of development [drgdeding
inequality into accoun{Suara Karya2012) To date the government only measures poverty
reduction anduinemployment. Although the government has yet to accept this recommendation,
this may change in the coming years.
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BappenagNational PlanningMinistry) is planning a social protection policy that is expected to

be launched in 2013014. It is more inclusive, providing protection to indigenous groups and
people with disabilities. Bappenas will also give attantio this policy in its 5 year M-term
Development Plan (RPJM) beginning in 20&suming that the new government in 2015
supports the policythen social protection willbenai nst r e ame d develomnent n d c
policy and bring it in line with other nations.

The Indonesian governmehas plans for universal health insurance for all residents based on

the National Social Security Act 2004 and the Law BPJS 2012. Currently only civil servants and
private sector employees (about 50 milleople) have health insurance. The spirit andertn

of these two laws will bring about a dramatic shift in both policy and priorities. Universal health

i nsurance wi |l mar k a whol esale change i n |

If the health insurance plan is well financed, covers a rangew€agrand is truly accessible to
even the most marginalized groups, then serious steps will have been taken to eliminate sorr
forms of inequality. In 2014 the government plans to estersal health insurance through the
government sponsorddT Askesor a stateowned Health Insuranc€ompanyto cover health
services not only ipublic hospitalshealth facilities but also in the private sector.

On the basis of the same Act, the government also plans to launch a pension plan in 2019. T
date, most of the tionesian ppulation isnot coveredoy any pension plamrather the extended
family provides the support network. The lack of financial support exacerbates inequality since
the elderly do not have the financial resources for medical treat@metn that tle elderly will
constitute about 20 percent of the workforce in the nex2A@ears the pension plan is a
strategic policy to ensure that I ndonesiafs

5. Future Policy Options

To overcome income inequality and asset uadity, affirmative action is needed by the
government. Income inequality can be reduced by expanding opportunities for essential
government services such as health care, education and improving subsidy programs (fuel ar
agriculture).

The funds allocatedtb fuel subsidies could be diverted to cover the costs of health care and
educational services (additional teachers, doctors, schools repair) and infrastructure developme!
in rural and remote areas (roads, ports, etc.). The agricultural subsidies sihgeidhe farmers

and not the statewned enterprisesThe subsidized funds that are channelled through the
Ministry of Agriculture or stat®wned enterprises are often siphoned off by political elites.
Hence, changing the nature of the subsidy is not artgchnical issue, but it is also a political
econont one since opportunities foc a p subgidg fands by the political elites will have been
reduced.

To support these concrete measures the government should incorporate tteefimentinto

the anmal development plan (RKP) and five years pléRRJIM). In addition, sufficient funds

for health care and health insurance need to be allocated so that health care is accessible to
citizens.

Finally, tax policy needs to be revamped to ensure that yeeers is fair and equitable.
Currently, taxes contribute only 4128% of the GDPThis figure needs to increase to-28% of

the GDPwhich would bring Indonesia in line with other middle income countries. The ruling
elites of both national and internatior@arporations do not pay their fair share of tafligits

flows from Indonesiaare estimated atJSD 10 billion per year according to Global Financial
Integrity report)(GFI, 2012) Strengthening anttorruption measures and enforcing tax laws
along with developinginternational tax agreements through the G20 will put Indonesia on a
stronger financial footing.
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Republic of Korea

By Han Ki Kim , Steering Committee Member, Global Call to Action AgainstdPty Korea
(GCAP Korea), Director of Economic Policy Team, Citizen's Coalition for Economic Justice
(CCEJ), MIS in NGO Policy

1. What are the inequality trends in South Korea?

South Korea faces inequality and an ever widening gap between the rich and ithbgboo
increases harmful social consequences due to the rapid introduction ofibengloeconomic
approach since the IMF financial crisis in 1997. While the economic power gap between sectors
industries and businesses has been widening, employmeimicanake disparity have sped up. In

this regard, decreasing employment opportunities, declining quality of work, and widening
income gaps have become more visible and the number of working poor has increased
consequently worsening the distribution structure

While economic inequality occurs due to the different economic choices of individual éntities
enterprises, individual® it also reflects differences in economic activities as well as rapid
acceleration of the industry and structure of the economg.pfFbblem of inequality emerge
when the income distribution structure deteriorates. This has been the case has since 1990, wh
the growth in income inequality accelerated alongside a rapidly changing economic environmen
after the financial crisis. Furthr it has turned into Ol ow gr
problems in the recent economic downturn.

2. What are the causes?

The income distribution has widened since the financial crisis due to an increasing number of
temporary employment contraces result of corporate restructuring and widening income gaps
among industries, which is different from the improvement of the income distribution and
economic growth before the financial crisis. According to recent studies, not only industrial
economic fators but also demographic changes such as a rapidly aging population and
increasing numbers of single households contribute to aggravating the income distribution.

Economic inequality is a phenomenon in which economic entities are divided into extrésne en
of economic outcomes as the result of changes in their internal and external environment, als
known as heterogeneous nature. These changes which accompany economic developmel
globalization and trade expansion, technology advancement and institygtadicgl serve as a
fundamental trigger for economic inequality. The economic outcome gapsifesoitdisparities

in economic entities capacities such as technology and scale in industries and companies,
health and educational differences in workers.

Another key cause of economic inequality is that the tridklen effect which appeared in the
economic development process in the past was not effective in spreading outcomes fron
advanced sectors to developing sectors.

Since the financial crisis, a majaactor worsening the labor structure is the unwillingness of
enterprises to recruit regular employees due to increased human resource costs. This, in turn, h
resulted in growing numbers of temporary, fexmge contract workerscCompared to other
developedcountries, South Korea fairs poorly in equitable income redistribution and providing
training and education to the poor. Existing distribution is insufficient, making it more difficult
for the poor to adapt to changing circumstances, leading to furthemengaps between the
classes.
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3. What are the consequences?

According to the survey from the 2010 National Statistics Office, Gini coefficient in urban two
or-moreperson households was 0.315, which is the highest record since the data was firs
collectedin 1990. These al | ed O0i ncome inequality index
income bracket divided by the bottom 20 percent income shows 4.82 which is higher than 3.72
in 1990.

In addition to the increasingly visible income gap, unequal distabwdf properties, namely real
estate, has become a serious problem. According to the degree of concemtiatoul
ownership in 2005, the top one percent (approximately 140,000 people) own 45 percent of al
taxable land, the top five percent (approxirha#®0,000 people) own 59 percent, and the top 10
percent (approximately 1,400,000 people) own 72 percent of all taxable land. The degree o
concentration in 2006, including the lands which are not subject to taxation, has become evel
worse. This shows th#he top one percent (140,000) possess 51.5 percent of all private land and
the top five percent (700,000) own 82.7 perceidf/.& percent increase over the last 20 years.

Looking at the trend of production index growth rates, showing the change ofcpoodu
guantity over certain periods, there has been a widening gap between large enterprises ar
SMEs. The production rates between the two have decreased from 9.2 percent in 2004 to 1.
percent in 2006. While, they increased in the consecutive three slearsng 3.6 percent in
2007, 4.2 percent in 2008, and 6.9 percent in 2009.

The polarization phenomena between large enterprises and SMEs are apparent in the econon
concentration of major conglomerates. The concentration ratio of conglomerates takiimg par
the entire economic sector has steadily increased since 2002Z.0hbentration rate of the top
ranking50 enterprises has increased from 35.7 to 44.7 percent in 2008, while the concentratior
rate of the top 100 ranking enterprises increased fromtd&5.1 percent.

The concentration of economic power by conglomerates has intensified. The total assets of th
top 15 major conglomerates have increased to 329.1 trillion KRW (about 296 billion USD, 55.6
percent), land assets increased to 44.8 trillioMK@bout 40 billion USD, 115. 1 percent), sales
increased to 334.4 trillion KRW (about 300 billion USD, 59.1 percent), and net profit increased
to 24.3 trillion KRW (about 21.9 billion USD, 59.5 percent) during 2Q070 in the period of
consecutive yeathat have shown the highest concentration of economic power ever.

4. What are the proposed cures?

First of all, we need fiecon o mjutablenarkebeconany y o
and competition. In order to achieve that, conglomerate refoust be conducted through
tightening investment regulations as well as separation of banking and commerce, establishmet
of a fair trade system by adopting punitive dam&ésir taxation, equal pay for equal work and

the abolishment of discrimination tewds temporary workers.

Secondly, the government of South Korea must put into practice welfare policies that abolish
widespread inequality, to encourage sustainable growth and to improve quality of lives of
citizens: employment measures such as reduce# tvaurs that enables jegharing, expand

public housing, secure health insurance for the wider public, free education guaranteed to unde

2 punitive damages, also known as exemplary damages, may be awarded by the trier of fact (a jury or a judge, if a
jury trial was waived) in addition to actuddmages, which compensate a plaintiff for the losses suffered due to the
harm caused by the defendant. Punitive damages are a way of punishing the defendant in a civil lawsuit and are
based on the theory that the interests of society and the individua¢dh@an be met by imposing additional
damages on the defendant.

87



88

five-year olds, and improve public pension payment methods to deal with an increasingly aging
society.

5. Is inequalty a government priority? How is it addressed? Are these approaches
effective?

The former president Lee Myuszak government (2008012) focused on expanding industry
growth as a means to resolve economic inequadityes Measuresto alleviate inequality
include: building a social security nets, ensure aim growth support for large and small
enterprises, provide training and education opportunities and employment support for vulnerable
social groupghathave been neglected. The Lee Mytbak governmet) however, consistently
favoured conglomeratied growth policies which included tax cuts for the rich and the Four
MajorRivers Projeét t h at solely focused on fAadvancem
economic and ecological consequences. As a rdmiriefits fed a few major conglomerates and
gave handouts to the rich which accelerated the inequmdityeenthe rich and the poor. Even
more, social policies for the vulnerable and ordinary people were carried out ineffectively, based
on a weak sociaecurity net.

What should be done?

As economic inequality is a priority 1issue
the main issue on thagenda sincehe last year. During the presidential election period in
December 2012, a large number of ecoiments on economic democracyens presented by
various candidates. In this regards, we recommend three suggestions in order to overcom
economic inequality and other inequality issues in South Korea.

First of all, the newadministration should implemerts electoral commitments made on
economic democracy and public welfarein the presidential term.

Secondly, regardless of the ruling party or opposing parties, the national assembly should b
proactive on amending related laws as commitments are exectlbedfarm of legislation.

Lastly, civil society organizations should be vigilantauditing, criticizing and checking the
| egi sl ation process at the National Assembl
on economic democracy.
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Mexico

By Stephan Sberrg Tenured Professor at the Department of International Studies, Mexico
Autonomous Institute of Technology (ITAM), &brector of the Institute of European
Integration Studies, Nat@al Researcher of CONACYT (Mexican Official Council for
Developing Science and Technology), PhD from the Institute of Higher Latin American Studies
of the University of Paridll -New Sorbonne.

Without any doubt Mexico will be one of the central playerhandebate on sustainable growth
in the G20 meetings for two main sets of reasons.

On the one hand Mexico has had a sustained growth with a relatively solid and healthy econom
which gives it enough credibility to count in the debates as demonstratesi®0 presidency

|l ast year and present membership of the #fAtr
being in the center of the Latin American debates for both its geopolitical location and economic
choices, the Membership of the G20 is, mdrantin the case of Brazil or other developing
countries, a centpiece in the Mexican global inclusistrategy.

On the other hand, necessity is a major driving force for Mexico insisting on the fight against
income inequalities beside mere economic dguakent. The Mexican society is one of the most
unequal in the world.This issue will be the most pressing for the new government coming in
office for six years (starting from December 2012) as demonstrated by the first political
deci sions ofaNiktesi dent E. Pef

This second aspect is thabject of this country note.
1. Inequalities in a rich and economically striving country
1.1. Mexico, a good pupil of the G20

Mexico is not considered today as an economic success story such as the BRICs or other Pacif
Basin @untries and nobody would talk of a Mexican miracle the same way as it has become &
clich®s to talk about the Chinese or India
Indonesia. It is partly justified by the fact that the Mexican growtmore timid than the one of

the BRICs.

Still, Mexico to day is not only the f3economy in the world. It has also became in a few
decades a medium income country with stable macroeconomic aggregates and a low but steax
growth over the years, surmountiugry fast for example the economic crisis of 2008 despite

its dependency on the US economy. This compares advantageously with the situations up unt
the eighties when the country was both unreliable and unstable. More generally this sounc
situations catrasts with the countéyseconomic history with the typical features of
underdevelopment: high inflation, high budget deficits, extreme poverty, high birth rates and
massive emigration.

Today Mexicobs growth i s one (overtakemanly by &lsile, e st
Turkey, South Korea and Israel) with an estimate of 3.3% in 2013 (as opposed to 3.9% in 2012
and a forecast of 3.6% in 2014.

It should be noted that Mexico chose a different way to development, anchoring itself to the
developedcountries of the Northern Hemisphere. It is a member of the OECD, and more
significantly of the North American Free Trade Agreement (NAFTA) while having other free
trade agreements with the European Union and Japan. These choices came at a price. Mexico
sometimes overlooked compared to other prominent developing members of the G20, such as tt
already mentioned BRICS. Nevertheless, it is proud ofrétative economic successes and
should take advantage of its position as an efficient mediator betwetnaxdd South. The G20
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summit at Los Cabos and the COP16 on Climate change in Cancun have become tokens of th
position. Lately, Mexico has also become one of the key actors in Latin America, leading a
group of countries that looked for an alternativetite Venezuelan position often shared by
Argentina and Brazil. Informal spokesman for likeminded countries such as Colombia, Chile and
Peru, its importance and legitimacy have subsequently grown in the G20 debates with Colombi:
invited at Los Cabos althoughis not a member of the G20 (although its economic weight is
now bigger than Argentinabds) .

1.2. Poverty remains, Economic stability oreven growth are not sufficient

Not everything is rosy of course. The Foreign Direct Investments in the country havefiten
in 2012. So have the remittances from Mexican expatriates since September 2012.

More fundamentally, despite a steady growth, Mexico has not succeeded to decreas
significantly the poverty indicators of the country. Mexico remains one of the most linequa
countries in the most unequal region of the world, Latin America. According to the official
structure in charge of measuring poverty in the country, Coneval (national council for the
evaluation of social development), whose last reports were issuedlOra@ 2011, poverty still
strikes almost half ofhe Mexicans: out of 112 milliomhabitants, 21 millions Mexican are
extremely poor, meaning they cannot afford daily basics. More generally 51% of Mexicans (57
millions) are poor and cannot afford baseewsces in health, housing or clothing.

2. Social policies to fight poverty in postrevolutionary Mexico
2.1. Building a partially welfare state (19401990)

While it is true that poverty in Mexico has slightly decreased in the last two decades while it had
increagd between 1980 and 1990. Nonetheless, it is difficult to be satisfied with the results of
the Economic liberalization that has been implemented since 1982. The results are poo
compared to the period of the sodleaveeh 2d0 fis
and 1980 during which, the country seemed on his way to break away from the secular incom:
gap dating back to the three hundred years colonial period and the first century of independenc
up to the Mexican Revolution of 1910. During thisipérof forty years one could say that
Mexi cans were building up a real Awel fare
health, while such public services as water and electricity were considered as social rights. Life
in the city improved, povéy diminished and a middle income class began to flourish.
Nevertheless, most of the citizens living in the rural areasdid not benefit from these progresses
Poverty was not overcome enough when from starting from the seventies this model began t
wear out

After the serious economic crisis of the ¢
started in 1985 with the accession to the GATT. The real watershed took place during the
presidency of Salinas de Gortari with the signing of a Free Trade rgrgewith the United
States and Canada. From this moment on, the State began to disengage itself from its welfa
project and to consider that basic services could be privatized, starting with the telephone
company which was sold to the businessman C&lios, that has been named by Forbes four
years in a row, including 2013, the wealthiest man in the world, a very emblematic symbol of the
Mexican income distribution. At the same time, the NAFTA implied an end to the subsidies and
protection for the agridture. Today, 45% of the Mexican food is imported and the traditional
diet has drastically changed, getting closer to the US habits and transforming Mexico into a
country with most obese population in the world after the United States. For kids andreé&nage
could even have reached the first place in the world. On the other end, one fourth of the
population, 25 millions of Mexicans, are insufficiently fed and the proportiarbslto 40% for

the ten millionindigenous people in the country (what the otheNor t h Amer i cans
nationso). So while 70% of Mexicans are ove
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This sad resul t, as wel |l as the terminatio
need for economic liberalizationdeghe Mexican government from nineties on to abandon the
building of a universal welfare state. Social Security covers half of the population. It is divided
between two institutions, one for the private sector (IMSS, Mexican Institute for Social Security)
and the other for the workers of the government (ISSTE, Mexican Institute at the Service of the
St a Werkess). Welfare State thus exists in Mexico and it is relevant for half of the population
although as in many other countries it has been confrontedetades now with many serious
problems rooted in its deficient financing; bad services, insufficient investments and deficits.

The ambitions of the successive Mexican governments in the past two decades have dwindlec
They stopped trying to further bdila welfare state in a world were even wealthy developed
countries cannot afford it and progressively dismantle it. For half of the population that is not
benefitting from what was achieved by the 9
progams aimed at avoiding extreme poverty and thus social explosions.

2.2. New liberal programs to fight inequalities

In the beginning of his term, President Salinas (1889 4 ) | aunched a #ANa
Solidarityo. 't was i i trueahithabdants ad mourftaghous or desegt e r
regions as well as dwellers of marginabana r e a s . I't was |l inked to
the benefitted communities. The opposition saw in it a clientelistic and electoral bias. At the end
of his tem, ASolidaridado represented 10. 4% of
communities but the number of poor had slightly increased.

The 1994 economic crisis provoked a steepsurge in the number of the poor reaching 69% of th
population. That is why theacomimg president, E. Zedillo (192000) decided to overhaul the
main social development program of the governmbntl997 helaunched the PROGRESA
program (a program of education, health and nourishment). This program is still the base o
social policies in Mexico. It phased out the intermediation of communities in delivering and
administrating the goods. It thus handed out monetary help to the families (only to women) upor
proof that their kids were attending school and all had to attend periodicalainguiecks up. At
the end of Zedi |l l ods term, 2.6 million Me)
included in the program. The effects of the 1994 was softened but still 53% of the Mexicans
lived in poverty.

The new president V. Fox (20€D06) maintained the program for two more years, before
modi fying it u ropgogunidaded e ( m@pne@r toufni i i es) al ol
extended to urban zones and secondary, and not only primary, education. One year before tt
end of F ox Glsoektendeditp persons aldarghan 70. All inoggrtunidadedudget

was 70.6% more thaRrogresaand the proportion of poor spectacularly decreased to 42%.
President F. Calderon continued and improepdrtunidadeswith 60% more spending for
alimentdion in communities that did not even have the necessary infrastructure (schools,
doctors) to useportunidads. Nevertheless at the end of his term, the numb#reopoorhad
increased again to 51.3% of the population as already mentioned, an incr2bi¥e of

Oportunidadesvi | | be maintained in the beginning
But added to it, one of his first deci si o
Mexicans, hoping to eradicate hunger at the end of its term i8. Zddditional measures for
indigenous and elder people were also decided.

Conclusion

The five last presidents of Mexico have led a strong liberal policy. They all have declared that
the fight against poverty would be their priority and three programshesmre implemented. But
despite this strong will and the relatively good results of the economy, half of the Mexican are
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still living in poverty. These policies just acted as patches on terrible problems the way they were
conceived.

Mexico is thus a clear deonstration of the fact that liberalizing trade and embracing
globalization is not enough to tackle the income inequality problems and extreme poverty.
Measures equalizing opportunities should be an indispensable component of the state policiesft
the couttry to harness its own potential and the opportunities of globalization.
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Russi?

By Darya Popovg Leading Research Fellow, Independent Institute for Social Policy (IISP),
Leading Research Fellow, HSE Centre for Analysis of Income and Living Standards

Inequality” is a part ofeconomic reality of any society. It #so aconstant focus of attention of
academic community, from time to time becoming a matter of heated social and political
debates. Social scientists consider the growth of income inequaldyeasf the major socio
economic risks posed by globalizatigRirebaugh, 2003)Inequality issues have acquired a
particular importance in connection with the market transition of-gmshlist countries,

i ncluding Russi a, w h e nansformatioe wad she aentrallynpiannegul o i
economy.A sharp increase in income inequality has been the characteristic feature of the
transition process. In the late 1980s Russia, along with the Scandinavian countries, was in th
group of states with a low lel of income inequality (OECD, 2008). At present, the scale of
inequality in Russia is comparable to the economies of Latin America. This note aims to provide
a comprehensive analysis of income inequality in Russia for the period since the beginning of
martket reforms. The sources of data are both official macrostatistics and independent
sociological surveys.

1. What arelnequality Trends?

At the beginning of the transition period Russia, together with otherspogtlist economies,
experienced both a deepcession and an abrupt increase in income inequality. It was obvious
that the transition from a planned economy to a market economy would have led to an increas
in income inequality because of the collapse of ideological barriers that constrained income
disparities. Gini indeX has increased by almost 60% between 19911884 (Figure 1)The
dynamics of other inequality measures used by the national statistics agency is also indicative ¢
the immense scale of changes. The ratio between the mean indaimesop and bottom deciles
(so-called funds ratio) has increased from 4.5 times in 1991 to 15 times in 1994; the share of the
first quintile in the total income distribution fell from 12% in 1991 to 5.3% in 1994 and the
following years.

It was not untilthe early 2000s when the Russian government attempted to take income
disparities under control using redistributive policies such asarfliaccelerated increase in
earnings of the public sector workers; (2) a sharp increase in the minimum wage; (8% afseri
increases in the average and minimum pensions; and (4) an increase in spending on safety ne

22 This note is based on the results of the project of the Centre for Fundamental Research of the National Research
Uni versity Higher Sc h mentofdyfamiéofovelbheiny ottlse papdiaticn of &rgssiceands
simulation of the effects of tax, economic and soci i
3 The focus throughout the paper is on the national distribution of household incomes. HawaWeqdieties,
and particularly in Russia, there are many other types of inequality (e.g. in political power, social status, access to
education, basic citizenship rights, etc.), and some may be more consequential than income in terms of their impact
ona household welbeing. However, in market economy income serves as a good predictor-bewejlin other
domains, such as social inclusion, education, health, etc. Noteworthy, in most OECD and Latin American countries
the measures of welleing of houskolds are based on income data. In contrast, in transition economies and in many
developing countries the webeing measures are based on expenditure and consumption data. The Russian national
statistics agency relies fully on expenditure and consumpate while income data are considered a priori
unreliable and are not collected. Incebmsed welbeing measures for Russia can be derived exclusively from
household surveys. See: Ovcharova & Tesliuk (2006), Poverty and inequality in Russia: seosjigrty and
inequality statistics to alternative definitions of households welfare. lllustration using the NOBUS survey, Moscow,
The World Bank.
% Here and thereafter in this note, if not indicated otherwise, inequality is measured using per cagidldisp
income, i.e. the household income from all sources minus current taxes divided by the household size. If not
indicated otherwise, the figures are taken from the website of the Federal State Statistics Service (FSSS). See:
http://www.gks.ru/.
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for vulnerable groups of the population. Nevertheless, all inequality indices showed a steady
growth throughout 1992008, despitethe factthat in this paod the Russian GDP grew on
average by 7% annuallythe conjunctural economic growth, which was not supported by an
equal growth in labor productivity, inhibited the government attempts to reduce inequality by
means of income redistribution. Income inedqyahas stopped growing just recently as a result

of the new economic crisis whidmad a more adverse effect on income of the-oflktrata,

while income of the poor vere supported by increases in the minimum wage and several
indexations of pensions.

Figure 1 Dynamics of GDPReal Mean Inconféand Ginilndex (in % to 199)
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Source: Own calculations based on the FSSS(H&ta//www.gks.ru)

Given the magnitude of a@me disparities observed in Russia, the dynamics of mean income is
close to the dynamics of the fourth quintile of income distributiéigure 3. Real incomes of

the fourth quintile and of the population on average have grown by 30% compared to the las
prereform year (1991). Yet three bottom quintiles (or 60% of the Russian population) have seen
a considerably smaller growth in their income. The third quintile has restored -tefqma
income level just in 2007, two years later than the fourth qgeirfivo bottom quintiles have not
restored their pr&991 income level untithe current period. At the same time, incomes of the
top income quintile more than doubled over the two decades. The accelerated growth in incom
of the wealthiest quintile can Hargely attributed to the conjunctural nature of the Russian
economic growh, which was mainly provideldy the energy sector and mining industries. All in

all, the Russian economic growth has not been inclusive.

The figuresabovegive some idea ahe extent and dynamics of income inequality in Russia in
the last 20 years, yet it is worth noting that none of the current methods of inequality assessmel
in Russia produces fully reliable quantitative estimates of inequality IBleely independent
researchers argue that the published inequality indices are substantially underestimated: firstly
due to reweighting of the Household Budget Survey data using thtagalty assumption and

% Realvalues are calculated by adjusting the nominal values for inflation using the Consumémd@nice
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secondly, due to ignoring regional disparitieghe cost of living, as well as regional disparities
in the population incomes

Figure 2. Dynamicsof RealMeanincomeby Quintile Groups
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2. What are the Causes of Inequality?

The effectiveness of redistributive policies to a large extent depends on the completeness an
adequacy of knowledge about the nature and factors of inequality. These factors are formed ¢
different economic levels. At theacrelevel income inequality is a result of earnings inequality
and public policies aimed at its regulation. Labor incomesarnings and entrepreneurial
incomei are the most important and widespread income source for the population. They accoun
for atleast a half of GDP and for almost 80% of the population income (eaiinfiog$5-70%;
entrepreneurial incomé for another 10%). Earnings to a large extent determine the size of
social transfersi the second largest source of the population income. denteyears those
accounted for approximately 18% of the total income.

The earnings inequality is caused by disparities between and within the sectors of economy
Inter-sectoral earnings disparity care bexplained by variation ireconomic value and
competitveness of production of various industry groups. The highest average earnings
(exceeding the mean level at least by 1.2 times) are observeldeimining industry,
infrastructure and governmesector The O6medi umdé ghe manpfacturiang f o
industry and construction. The o6inferiordé gr
government and military sectors), trade, hotel and restaurant business, and other commune
social and personal services. Agriculture, where the average earpimgjgute no more #n

50% of the country averadeas a particularly low status. High earnings disparities are also
observed within individual sectors. The highest ratio between earnings of the top and botton
deciles (20 times and higher) in the last yasas in the service sector, including banking and
finance, trade, hotel and restaurant busiress other communal, social and personal services.

One of the most negative features of the Russian labour market is the high incidenceaitilow
employmentAs of 2011, 13% of employed had earnings below the official poverty lithe
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Subsistence Minimunin the public sector (education, health care, social services, culture and
sports), as well as in agriculture, lgpaid employment was characteristic fofestst a quarter of
workers. The scale of loywaid employment, in turn, is influenced by three factors: firstly, the
policy of containment of inflation at the expense of income security of the population, despite
the fact that the rest of inflatidooostiy f act or s are O6set freebo;
low-skilled jobs in the economy; thirdly, the growth in the share of workieg population with
increasing family constraints on filme employment, emerging as a result of the weak
developmenbf the social care services.

It is worth noting that the trend in earnings inequality does not fully coincide with the trend in
income inequality Figure 3. Between 1991 and 200the ratio of earnings of the top and
bottom deciles has increased from #©&9.6 times and then fell sharply to 30.5 times in 2002,
which marked the beginning of a decline in earnings inequality in Russia. 1”22Q0%arnings
inequality was even lower than income inequality. It is logical to assume that the persistence o
income inequality could be attributed &mtrepreneurial incomeand incomes from property
However, the mechanisms of formation of these sources of income (which in sum account for
approximately 15% of the population income), have not changed so essati&dlcreate the
effect of opposite dynamics of income and earnings inequality. Most likely, the growth in
income inequality together with the reduction in earnings inequality was provided by the
unreported partof earnings, which is estimated at 40% odfatcearnings or a quarter of the
population incomé®

Figure 3. Dynamicsof IncomeandWage Inequality

Source: the FSSS data, URittp://www.gks.ru/

% The specificity of the Russian labour market is that demand and supply are balanced not daisofale

labour force as in other pesbcialist ecaomies, but due to the supigxible mechanisms of labour remuneration,

which allow firms to keep labour force, at the same time significantly reducing wages. The increased flexibility of
earnings together with the stable employment rate have causesivtHepmiment of noistandard forms of

remuneration, which are hidden from statistical observation. Only a half of unreported earnings can be classified as
informal economy, while the other half is made up by earnings of employees at small and mediumitmialivh

out of Labour Force Surveys. The poorest and the richest part of the population tend to have the highest share of
unreported earnings. Typically, this part of earnings is most susceptible to reduction in the crisis conditions, but it
restores androws very fast as soon as recovery begins. See: (Gimpelson, & Kapeliushnikov, 2011).
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