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Thank the organisers for the invitation to participate in this conference.

My remarks today draw on analysis that the OECD is doing on inequality, the links between inequality and growth and on how groups in society are affected by macroeconomic shocks, such as the economic, financial and social crisis.





Overview

• How have inequality and poverty evolved?
• What are the driving forces explaining 

changes in inequality?
• How is macroeconomic risk shared?
• Policy implications and conclusions.
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Source: Growing Unequal?, OECD 2008; OECD 2010.

Huge differences in levels of income 
inequality across OECD countries…
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 At around the start of the crisis, the income of the richest 10% of people was on average nearly 9 times that of the poorest 10%.
 Large differences across countries 
The level of inequality depends greatly on the measure used, but the pattern is broadly  the same.
There is a close association between measures of income inequality and poverty across countries at a given point in time.
 However, the correlation coefficient between changes in poverty and inequality indexes is low (0.30) and not statistically significant at the 10% level, suggesting that within country poverty and inequality change over time in unrelated fashion.








… and in emerging market economies
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Source: OECD, Inequalities in emerging economies , 2010 .
Gini coefficients based on equivalised incomes for OECD countries; per-capita incomes for Brazil, China and South Africa; and per-capita consumption for 
India.
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Inequality is even higher in emerging market economies.
Greater integration into the world economy  and policy reforms have resulted in higher growth. 
This has resulted in impressive progress in the  reduction of extreme poverty.
But income inequality has risen from high levels, with the exception of Brazil.  



Income inequality has increased in most 
countries

Source: Growing Unequal?, OECD 2008

Tr
en

ds
 in

 in
eq

ua
lit

y

Change between the mid 1980s and the mid 2000s.
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The graph shows the change between the mid80s and the mid 2000s for OECD economies.
 Income inequality has increased in most OECD countries during the past 20 – 30 years
In most countries, increasing inequality was due to rich households faring much better than both low income and middle income families.
The economic crisis has put additional pressure on the distribution of incomes . 
The few economies where there has been an improvement are the same as those most hit by the crisis.
It is still too early to tell, but there are signs that some groups which are susceptible to poverty have been hardest hit: unskilled, youth and migrants.
This is part of what I call the sharing of macroeconomic risk.
To the extent that IMS macroeconomic policy and IMS reform limit  the suceptibility and resilience to shocks they may help contribute to a more equal society.



Identifying inequality drivers:
accounting framework and policy levers
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There are multiple explanations for these trends in income inequality and poverty:
“Globalisation”, brought by rapid economic integration;
Skill-biased technological progress;
Institutional and regulatory reforms;
Changes in employment patterns;
Changes in family formation and household structures;
Changes in tax and benefit systems.
The OECD will soon publish a major study that investigates the relative roles of these sources of growing inequalities.
A better understanding of the sources of  inequality is needed to define and design effective policy measures to address income inequality and poverty. 




Which direct forces shaped the 
trends in income distribution?

• Changes in the household structure: smaller 
households, more single parents, more elderly

• Labour market, I: wage effect – increasing dispersion 
of incomes from labour

• Labour market, II: employment effect – employment 
growth occurred alongside persisting household 
joblessness among less-educated persons

• Market incomes other than earnings (capital etc.) 
are increasingly concentrated, too

• Redistributive effectiveness of tax/transfer systems 
reduced in a number of countries
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Macroeconomic instability, risk 
sharing and inequality

• Income and employment security is a key 
dimension of individual and social well-
being.

• Macroeconomic shocks can cause large and 
unforeseen losses, typically unevenly spread 
across the population.

• Resilience to shocks, effective prevention of 
instability and fair risk-sharing mechanisms 
therefore play a role in improving social 
welfare.
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 Up to now I have focussed on direct drivers of income inequality.
Macroeconomic instability can also impact on income inequality, but does so more indirectly,.
Not just a transitory impact, it could be more long lasting.



Young people have been particularly 
badly hurt by the financial crisis…
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Give some examples of Spain
Risk long term unemployment
Evidence that those who start working lives in a period of economic downturn are impacted throughout their working  life.




…while poverty risks have shifted 
from older to younger people

Source: OECD2008, Growing Unequal?
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 Who bears the risk from macroeconomic instability and how does it depend on the types of shocks?
 This is a topic of ongoing inquiry at the OECD. 
I would like to share some initial results as they have implications 
Analysis based on roughly 30 years of data prior to recent crisis for 40 OECD and BRIICS countries.
Identify various types of shocks such as financial crises, or commodity price, exchange rate, and fiscal shocks.
For a given shock, estimate across countries the average relative impact over the five-year period following its occurrences for various income, wealth, age, gender, and education groups.
Explore whether the distributive impact of a shock on certain groups depends on the institutional features of the country considered. 




Distributional impact of 
macroeconomic shocks
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A. Average increase in poverty rates following financial 
crises

B. Decline in youth employment following financial 
crises (gap with overall change in employment)

Financial crises have increased poverty rates and 
disproportionally affected youth employment
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Distributional impact of macroeconomic 
shocks

Income Inequality Poverty
Relative labour market 
prospects of “marginal

groups”

Financial crises N N N
(young, seniors, women)

Fiscal consolidations N N N
(young, seniors)

Fiscal expansions P P P
(young, seniors)

Exchange-rate 
devaluations N N

(young, seniors)

Exchange-rate 
appreciations P

Commodity-price 
increases N N

(young)

Commodity-price 
declines N

N – negative impact,   P – positive impact
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Generous unemployment benefits mitigate 
crisis-driven increases in poverty

Increase in poverty rates following financial crises
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Financial development amplifies the 
redistributive effects of shocks

Change in GINI coefficient following devaluation shocks
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Policy implications and conclusions

• Inequality and poverty have increased in many 
countries over the past 2 decades.

• The financial crisis has exacerbated these trends, 
hitting youth, unskilled and migrant workers hardest. 

• The main drivers of rising inequality are not 
macroeconomic however.

• Macroeconomic stability and a well functioning IMS 
will go some way to addressing income inequality.

• Tackling inequality in a significant way requires direct 
policy measures, focussing on redistribution and 
inclusive employment policies.
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