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tebalancing to strengthen private demand in advanced economies,
and extemal rebalancing 10 increase net exports in deficit
countries and decrease next exports in surplus countries. This
October 2010 edition of the World Econamic Qutiook examines
the dynamics of such global rebalancing.
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Small Middle-income States
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KEY ISSUES Abenomics has lifted Japan out of the doldrums and needs to be reinforced to accomplish the desired
once in a lifetime economic regime shift. Building on initial positive results, policies now need to embark on -
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Causes and Consequences of Income Ineguality : A Global Perspective -

‘olumelssue: 2015/13
Seres: Staeff Discussion Motes
Author(s): Era Dabla-Mormris, Kalpana Kochhar, Mujin Suphaphiphat, Frantisek Ricka, and Evndiki Tsounta

Publisher: INTERMATIOMNAL MOMETARY FUMD

Published Date: June 2015

DO http:/idke. doi.ongi 10. 50BB/ETE15135665188.008

ISBM: 87B1513555188

ISSN:; 2221-030%

Page: 30

This paper analyzes the extent of income inequality frorn a global perspective, its drivers, and what to do about it. The drivers of
inequality vary widely amongst countries, with some commmeon drivers being the skill premium associsted with technical change
and globalization, weskening protection for labor, and lack of financial inclusion in developing countries. We find that increasing
the income share of the poor and the middie class actually increases growth while & rising income share of the top 20 percent
results in lower growth-that is, when the rich get richer, benefits do not trickle down. This suggests that policies need to be
country specific but should focus on raising the income share of the poor, and ensuring there is no hollowing out of the middle
class. To tackle ineguality, financial inclusion is imperative in emernging and developing countries while in advanced economies,
policies should focus on raising human capital and skills and making tax systems more progressive.
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Publisher: Imternational Monetary Fund
ISEN: 2221-030X

Staff Discussion Motes showease the lstest policy-relsted analysis and research being developed by individua! IMF staff
members and are published to elicit commeni and to encourage debste. These papers are generally brief and written in
montechnical langusgs, and so are simed at 2 broad audience interested in economic policy issues. This Wab-only series
replaced Staff Position Motes in January 2011
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Awithor(s): Era Dabla-Morris, Kalpana Kochhar, Mujin Suphaphiphat, Frantisek Ricka, and Evridiki Tsounta
Published Dete: June 2015

Secfions ¥  Figures * References Cited By Related Documents

|. Context

1. Rising inequality is a widespread concern. Inegusality within most advanced and emerging markets and
developing countries (EMOCs) has incressed, a phenomenon that has received considerable attention—Fresident
Cibama called widening income ineguality the “defining challenge of our ime.” A recent Pew Research Center
(PRC 2014) surwey found that the gap between the rich and the poor is considered a major challenge by more
than 80 percent of respondents worldwide, and Pope Franecis has spoken out against the “economy of exclusion.”
Indeed, the PRC survey found that while education and working hard were seen as important for getting ahead,
knowing the right persons and belonging to a wealthy family were also critical, suggesting potential rajor hurdles
to social mobility. Mot surprisimgly then, the extent of inequality, its drivers, and what to do about it have become
some of the most holly debated issues by policymakers and researchers alike.

2. Why it matters. Equality, like feirness, is an imporiant value in most societies. Imespective of ideology, culture,
and religion, people care sbout inequality. Inequality can b= & signal of lack of incorne mobility and opporunity—a
reflection of persistent disadvantage for particular segments of the society. Widening ineguality also has
significant implications for growth and macroeconomic stability, it can concentrate political and decision making
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Causes and Consequences of Income Inequality Artici
Author(s): Era Dabla-Morris, Kalpana kochhar, Mujin Suphaphiphat, Frantizek Ricka, and Evwridiki Tsounta
Published Date: June 2015
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B. Empirical Analysis
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and economic instability, and raise crisis risk. The economic and social fallout from the global financial crisis and
the resultant headwinds to global growth and employment have heightened the attention to rising income
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