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Abstract:

Growth performances in developing countries have been uneven. The recent successes of
East Asia and China have made their managgg@roaches to development popular.
Historically, the multiplicity of developmental trajectories suggests that there are no
universal recipes for rapid catelp growth. Aggregate measures of inequality among
countries have been closing. However, withiost countiesincome and wealth inequalities

have been increasing. The data suggest rising inequalityt@uesing profit rates, as the
income shares of the richest have been growing for decades. Recent empirical analyses
suggest that high inequalitiesiftder growth.With greater legitimization oproperty rights

and economic rents, thanks to the prevailing neoliberal economic ideology and legal rights,
as well as declining fiscal space, recent increases in wealth concentration will be difficult to
rever® despite pressures for progressive redistribution

Economic inequality has attracted growing attentioypolicy makers, researchers and the

public in recent yearsespeciallyfollowing the 20082009 global financial crisis and its
aftermath. Actual pogressin addressing growing inequalities hdswever, been limited.

Declining measures of overalglobal intercountry inequality since the 198thave been

paralleled by risingnational orintra-country inequality(Milanovic 2016) The decline in
inter-country inequality has been primarilyud toChind2a & dz& ( | A y SoRscudidgLJA R~ 3 N
persistent if not growinginter-country inequalitiesexperienced by mosbther developing
countries. With growth by most othersuneven at best,both inter- and intracountry
inequalitesapparentlythreaten future growth.

This paper reiterates the need faddressing and relating efforts toursue growth and
address inequality.Conventional approachesto strengthening property rights human
resource development, and international trade andinancial liberalizationhave not
successfuly accelerated growthwhile exacerbaing inequalities irmost countries.

The paper alsohighlights how national and international policiehave benefited the
wealthy. Internationally, developed nations haveoften imposd disadvantageous
multilateral, plurilateral and bilateratrade and investment agreement exercisedundue
influence over multilateral development banks to impose polidiegt benefit powerful
transnational corporations TNC¥) crowded out domestic production in developing
countries through selective trade liberaldr G A2y X YR fAYAGSR yIGA
capacities and cabilities to implementlabor, environmental and otherregulations.
Nationally,greatercritical scrutiny needs to be applied to strengthening property rights and
legitimizing economic rentsin the prevailingostensiblyneoliberal economic framework.
Besidesaddressing renteeking, greater consideration of progressive social pslieied
labor market regulations is necessary.

Thispaperis organzed as follows: the first sectiorecogniza the unevenprogress made by
developing countries in reducing global inequality amide consequent economic
heterogeneity across nations. The sado section highlights thegrowing economic
heterogeneity amongleveloping countries, lookingt both wealth andincome inequalities
and how capital anéaborincomes have contributed to #se phenomenaThe third section
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explores whether economic inequalityampers country efforts to achieve growthand
considersWorld Bank and International Monetary Fund (IMF) perspectives onmhiser.
The fourth and final section discussdbe effects of enacted policies and policy
considerations relating teeconomicinequality, critically questioningwhether mainstream
proposalson inequalityhave done more harm than good.

1. Global context: Are developing countries catching up?

G GKS 3t 20l t §SOSE 3 S DIVHASINGdSEglaiEOFopulous A y 3 dzl
economies such as China and Indias ed to some income convergence between
developed and developing nationg, F i Sy NBFSNNBR (2 la (GKS 3f
respectivelyJowering overall global inequéi since the late 1980s (Milanovic 2Q1®his U

turn to the greatNorth-Southdivergence since the Industrial Revolution two centuries ago,

was only temporarily slowed during the poSVorld War Il Keynesian and postolonial

WD 2 f R Ysée Figar& 1)

These broad global trends obscumensiderablevariations across regions and countties
especially in the SouthOver the lasfour decades, about half the countries in the world
have recorded increases in national inequality, with Gini coefficientsgrisirer two
percentage points (IMF 20)7This has beethe case for most advanced economuasthe
North where sizabl increasig income inequality \as largely driven bythe accelerated
growth ofthe incomes otheir top 1 percent related in turn togrowing wealth and power
concentration Piketty (2014) noted that while national income inequalities were largely
checked in theNorth before and afterthe SecondNorld War, the decades since the 1980s
have seen its mrgence. Since 1980, the income sharkthe top 1percenthas grown most
in Australia, Canada, the UK, and the Wigh wealth concentrationising even faster.

Figure 1
Global inequality has risen but is beginning to decline
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Note: The global Gini coefficient is measured by global interpersonal inequality rather than at the inter-country level.
Sources: World Bank; AT. Kearney analysis

As it stands, wealth distribution is even more unequal, with greater concentration at the
top. A January 201Dxfamreport highlights the rapid wealth concentration in recent years.
Total global wealth héd reached U255 trillion, with more than half belonging to the
richest bercent2 T (G KS ¢ 2 NI Th@wealthJef thielight Gichésyfrein the world
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in 2016was equato that of the 3.7 billion people comprisingtn@2 G G 2Y KI{f ¥ 2F (K
population. The reporsuggestshow the superrich andbig businessedawe accelerated
wealth inequality:a third of it KS 62 NI R 0 A f tsAnRefited) WileanGthetAS | £ G K ¢
percentcan be attributedo cronyismBig corporationsand the supetrich accumulate more
by taxevasion, minimizng costs andinfluencingpolicies and regulations (Hardoon 2017).

The conventional wisdomis that excessive @2 Y 2 YA O WA y S|j dzlcdn kuité 2 ¥ :
growth and cause damaging social and political instablixgessivenequality and exclusion
underminessocial cohesiongxacerbaing social andpolitical polarization and hampering

economic growth (Berg and Ost?A011; Rodrik 1999 While some inequality is said to be
unavoidable due to variations in ability, talent, initiative and fortune, existing inequalities,
disparities and trends enjoy little legitimacy.

Attempting to equalte socigéies is likely tobe difficult and resisted, especially by the
privileged. Undoubtedly, ane societies @ more tolerant of inequality than others

depending on the extent to whiclprevailing ideologiedegitimize differences Unequal

economic distribution may be more acceptabt the distribution of opportuniesis seen as

fair. Hence, somarguel KI & Sy a dzNA y 3 WSk nref fdagible arfd yikel@taJLI2 NJIi
be legitimate.

Disparities among countries

The late cliometrician Angus Maddisdras estimated incomes in different parts of the
world for the last two millennigFigure 1) He suggests that for the first one amadhalf
millennia, average incomes were roughly similar in the world. Differences began about half
a millennium or five centries ago, from the time of the Iberian voyages of exploration and
conquest. However, the gap between the contemporary global North and South, or
between the developed (Western Europe, its mainly Anglophone settler colonies in North
America and Australasiand Japan) and developing countries, is around two centuries old,
from the time of the Industrial Revolutiofrigure2). Has the income gap between thdorth
andthe developing countries, that was growing for nearly half a millennium from 18060
acceerating from two centuries agastarted to close™ so, why?



Figure2. PPP GDP per capita as % of US,|&8202016
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The world economy has grown very significantly over the last half centuryndtidnal
income data show how uneven this growth has been. Despite growth accelerations in some
developing countries from the late 20century, world income inequality continued to
increase during much of this period, as Milanadvas shown. Figures 3 and 4 show these
trends among countries by income groups as well as by region. A handful of developing
countries gew fast enough to join the ranks of the higicome countries, as growth in so
called (middleincome) transition econoies deceleratd from the end of the 28 century.

For a decade and a half after the brief émm bubble recession after the turn of the
century, middleincome countriegenerallygrew faster than rich countries, reducing overall
world income inequalitydue to lowerinter-country disparities. Growth in East Asia, India,
Latin America and even minesath countries in sutsaharan Africa (SSA) accaafor

these trendswith the trend reduced in recent yearasgrowth rates droped after 2014.



Figue 3. GDP by country income level group, 12626
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There have been several major attempts at catighdevelopment in the 20th century
Failures as well as successes can be instrucfivguably, he former USSR from the 1930s

to the 1960s was the first major néiWestern country to experience successful catigh
development and to narrow the income gap with the West, although the gap ceased to
narrow in the 1970s and 1980sefore widening again in the 1990s (Popov 201&or nuch

of the second half of the 20th century, Japan, South Korea, Taiwan, Hong Kong and
Singapore grew rapidly. These have been the entypnomiesthat have successfully caught

up with the West to beconsidereddeveloped. However, only JaparKorea,Mexicqa Chile

and Colombiahave joined the Organization for Economic Cooperation and Development
(OECD), known as the club of developed economies. In recent decades, from the 1970s,
others in Southeast Asia, China and elséwhS K|l @S 0SSy WOlFGOKAY 3 ¢
accelerations in India and in some other developing counfria®s the 1980s have reversed

the Great Divergencat an aggregate level.

It is possible that the world magontinue to experience a gradual global meergence in

income levels, so that the gap between the North and the Southceriitinue tonarrow

over the 2% century Figure3d). But this outcome is not assured #sere is no reason to

assume that recent trends will necessarily continue indefinitely. Alsany other
developing countries have not been catchinp= | YR Fff (22 YIyeé W3INR
have not been sustaine@Reddy and Miaiu 2007). Some economiesvith highor higherper

capita incomes have become rich due to mineral wealth and relatively small populations,
while many other developing countries have not been able to sustgiowth,
industrialization or in some casg have beenS E LJS NR& Sy Oure/d8indYstrimiZaion i

recentyl 332 O0AF SR gAGK ¢gKI G (GKS 22NI R-ncomg] I yR
country trapQ

Most of Latin America, the Caribbean, Sedtharan Africa, East Europe and the former
Soviet Union have not been catching upiagpressivelyas most of East Asiand some
countries have eveffallen behind, especially in the 1980s and 199¢Q@zampo, Jomo and
V0s2007)and, most recently, since 2014. But, for the first time tiwo centuries,average
per capita GDPs ka been closingspeciallyin some major economies including populous
ones such as China, Indonesia and India.

From the mid1980s,growth inmost of South Asia appeared to becelerating but unevenly
sustained Since early this centugnd until 2014 Eastern Europehe Former Soviet Union
countries (FSU)Latin America and theCaribbean (LAC)Middle East and North Africa
(MENA)and SSA were experiencing faster per capita output growth than OECD countries for
the first time in decadedHigure4).

Inequalities amongountries, if measured by weighing thenean incomes, show a clear
tendency of increasing between 1820 and 1950, i.e., from the Industrial Revolution until the
Second World War, and of declining thereafter. Even if China is excludedcaubetry
inequdities after 1950did not rise considerably, abey had donebefore. Sucldisparities
were at least stable during 1951080, rose againduring 19862000, and have fallen since
(Figureb).



Figure 5. International inequalities weighted by population sig282-2006
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The rise of the South has involved redistribution of world production and incomes. The
shares of China, India and other developing countaespunting for less tharnalf of world
output in 1950, haeincreased teexceed60 percenta decade ag@Figureb).

Figure 6. Shares of major countries and regions in world output by PPR20660
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Source: Maddison, 2008
National inequalities and North-South disparities

Aggregate measueof differences in incomes of individuals bouseholds in the worldan
be analyzed to differentiatbetweeninequalityamongand within countries(Figures7 and
8). Thus, ¢pbal inequalitexand6 S RS O2YLI2aSR (2
Wi Y2y 3 O2dzy (i NA Grawihg iequilitied Wiy (cdudtries and decreasing
disparitiesbetween North and Soutlhave shapel global inequalitiesn recent decades
(Figure9 and 10).

By andlarge, dobal inequalities gaw in the 1980 and 1990ss declininglispaities among
countries were not enough to counter risingra-country inequalitiesuntil around the turn

of the century Overall world inequality, among the peopleand household®f the world ¢

is higher than inequality evewithin the most unequal countries. In other words, the level
of overall global income inequality is greater than naticleakel income inequalities,
implying that location is more significant than class.

Milanouc (2005 has shown that about two thirds of overall world inequalége due to
inter-country deparities, i.e., political gegraphy, rather than intracountry inequality With
the overall growth ®wdown snce the 2008009 global financial crisjsthe North-South
gap continued to close as many developing countries, sagsubSaharan Africa, continued
to grow faster thanks to high mineral and other primary commodity pribed increased
due to continuing demand growth from other industrializieguntries in the SouthFigure
11 shows thatover the last four decades of the ®@entury, the already huge differences in
output between the twenty richest and poorest countries actually increased

RAAGAYIdzA &K
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Figure7. Global income distribution by country amthss, c. 2010
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Figure 8. Changing Gini coefficient by country, 12668
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Figure9. Theglobalcoefficients oincome inequality, 1820992
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Figurell. Per capita GDP of 20 poorest and richest countries, -P96Q2
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Maddison (2013) estimatedthe ratio of average per capita income in Western Eurtpe
other countriesat approximately 1:1 avund 1500. By 1900, the ratio of average per capita
incomes in the West (Western Europe aihe British dominionsformer settler colonies in
North America and Australasif) the global South (developing countriegpod at6:1, and
remained thereabouts at the end of the 28 century. If China is excluded, the ratio of
average per capita incomes in rich countries to poor countries has actually increased, but
not as quickly as before the meD™ century (Wade 2004; Popov and Jomo 2(Agure 2.

Closing inter-country disparities

Successful catep development cases grew in number in the second half of the 20th
centuryasJapan andhe four other East Asian newly industrialized economies successfully
caught up with the West. While much of thesteof the developing world lost the 1980s, if
not more, growth accelerated in Southeast Asia (Jaeh@l 1997) and China (Lin 2012)
before slowing down with the 1997998 EastAsian crisis in the former, and with renminbi
appreciation a decade ago in the lattafith growth accelerations in India, Bangladesh,
Ethiopia and some other developing countries, the Great Divergappears to haveome

to a partial, uneven endor the time being(United Nations2010. The North-South gap in
averageper capita incomsstopped widening, anfiasstarted to close.

Thedecades since 1950 have seen increased developing coubdhiases of world income
and population. Developing countries now also account for larger shares of international
trade, international investment, industrial production and manufactured exports than ever
before. Nayyar(2013) argues that developing countsie€an only sustain this if economic
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growth, human development and social progress rise together. But progress so far has been
uneven among countries and over timewith relatively few, albeit largedeveloping
countries sustaining high growth over sevetigicades tobring about overall NortfSouth
convergence

With much of the rest of the world left behind, or unable to sustain growth beyond brief
spurts, it is unlikelythat disparities within the South will not continue to graiRopov and
Jomo 2017Hgure 2). Various regions in the global Southespecially Susaharan Africa,
but also much of Latin Amerigaas well as Eastern Europe and the former Soviet Union,
have not been catching ugince the 1970s except early in the*2dentury. Some have even
fallen further behindeven afterthe 1980s and 1990©¢ampo, Jomé& Vo0s2007).

Nevertheless, decliningverall NorthSouthincome disparities point to slow and uneven
economic convergencelespiteseveralreversalsfollowing Asian andAfrican decolonization
after the Second World Wamational per capita incomes diverged considerably during
18201950, beforeconvergng a little during the postSecond World \& Golden Age until
the 1960s Even if China is excluded, the disparity betwékmth and South ase modestly
from 1950to the 1970s, before risinggainduring the next two decades, and then falling
thereafter Milanovic 2009. North-South disparitieshave started to decline reversing the
previous divergence in per capita incomgdés United Nation2014).

While some fast growing developing countries are catching up with the rich countries, most

are not, with some even falling further behind. Amsd@®04) differentiates among the
WwSaidQ 0602dzy i NASa 2 dand disRn§uislieX Betwées what sheyealls Wi LIl
WA YV RS LOS(FaRtS Wil South Asia) andihtegrationisQ (Latin - America) late
industrialization China, India, South Korea and Taiwan had relatively low income
inequalities in the 1960s and 1970s, invested heamwilyesearch and development (R&D

and supportedchationally, including stateowned, manufacturing enterprised.atin American

countries had much more unequal income distribution in the lat& 2@ntury and have

allowed transnational firms to increasinglgminate their economies

20™ century catch-up attempts

Most countries in théNorthChavebecome andstayed rich, whereas th8outithas stayed
relatively poor, with average per capita incomes below half the level of the West until the
mid-20" century. The USSR and Japan were the first major countries to suclyessithup

from the 1930s to the 1960s, narrowing tla@erageincome gap with Western Europe and
the USdespite World War Tw@opov and Jomo 2017: Figite

Japanese growth aftehe 1868 Meiji Restoration barely kept pace with the pGstil War
boom in the US until the 1929 Great Cra8kierage Japanese income was aboupatcent
the US level during 1871930, rising to 4@ercentfollowing US income contraction during
the GreatDepressionDue to the Second World Watapan only closed average output and
income gapsaround the 1970sdespite earlier progres@radberry, Fuka& Zammit 2015).

Brazil experienced a half century oprd growth from the 1930s untthe 1970s, closing its
3L gA0K GKS '{ RS&aLAGS (GKS tFrGGSNRa 26y AYl
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considerable immigration. After two decades of virtual stagmatrom the 1980s growth

during the Lula presidency was all the more impressive, due to employment, gaicigal
protection gainsand lower inequality from the beginning of the 2dentury (Fgure 12).

Figure 12. PPP GDP per capita in Brazil ad$s,df8842016
PPP GDP per capita in Brazil as % of US;2(881
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Source: Maddisoproject, 2018

Soviet growth in the 1950s was comparable to Japanese growth from the 1950s to the
1970s as well as Korean and Taiwanese growth during-1980 (Table 1); rapid increases

in labor and overall productivitgreatly offset declining capital productivity (Easterly &
Fisher 199h Rapid Soviet growth was not sustained for even two decades in peacetime,
whether before or after World War I(Popov and Jomo 2017: Figur@, 2vhereas it
continued for four decades iBast AsiaBy contrast, Chinese central planning avoided many
problems that Soviet central planning exhibited during 1:9291.

Tablel. Growthin Japan, South Korea, Taiwan, 198190

Country (period) Capitat TFP growth (unit
output ratio elasticityof substitution)

Japan (1950/57/685/88/90) 2.3¢3.2 1.7¢2.5

South Korea (1950/60/685/88/90) | 2.8¢3.7 1.7¢2.8

Taiwan (1950/53/6585/88/90) 2.6¢3.1 1.9¢2.4

Source: Easterly & Fisher, 1995

In the course of the second half of the"26entury,some countries in Latin America, Africa
and the Middle East experienced growth spurts, and seemed to be catching up for a while
but most such growth spurts did not last (Reddy and Miniou 200@&m the 1950s to the
1970s, many Latin American and Africaeveloping countries experienced relatively rapid
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growth, but most lost momentum after the early 19808 S6 i ONAR aSa> NBadz G
RSOIFRSQ Ay [FOGAY ! YSNROI 6 Mapg quarter céntir from2 y 3 S NJ
the late1970s.

As with the US Marshall Plan in Western Europe from the late 1940s, rapigvpogrowth

in Northeast Asia was helped by US aaimmunist priorities in Asia. Generous aid as well
as policy and fiscal space were crucial for accelerating economic growitrstaunctural
transformation in these economieBy contrastfive economiesn East Asiavith per capita
incomes between 10 to 40 percent of the US level before the Second World Wad fben
NAOK O2dzy i NASaQ NIy & contyry. dapas, Hen$ Kog/ Singdpdrd, T 2 F
Taiwan and South Koreaere the only economiesto successfully ¢eh up to become
developed economies durirthe second half of the 2Dcentury (Figure 13). Chinaresumed
growth and structural transformationn the 1950s,accelerating from the 1980s, while
Malaysia, Thailand and Indonesa&celerated, albeit less consistentip the 1970s, and
Vietnam followed with pragmaticW/ K A-3/(B8&{SS QorientedNdkf@ris from the mid
1980s(Fgure 14).

Figurel3. PPPGDP p&l LA G Ay 9F &d ! aMFegOIWY A NI Of SQ SO2
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Figue 14. PPP GDP per capita in secgetheration East Asian economies, 1HWI6.
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Growth accelerations were not unique to East Asia, involving countries as varied as
Botswana and Lesotho in SSA, India and Sri Lanka in South Asia (SA), Israel, Oman and
Tunisia in theMENA region(Hgure 15). In Europe, rapid growth was observed in Greece
Ireland, Montenegro, Portugal and Spain (TaB)e While no other countries achieved
developed country status, the gap in economic development levels between North and
Southwasreversed with the widespread developed country slowdown following the 2008
global financial crisis anthe commodity price boom until 2014. Some have interpreted
Mexico and Chile joining the OECD as evidence of Latin American countries making
comparable progress.

Figurel5. PPP GDP per capita in TungsidIndia, 18862016
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Table2. Average annual per capita GDP growtlesabf fastest growing countridl950-2016

Country / Period %

South Korea 5.4
Taiwan 5.3
Oman 5.2
Singapore 5.2
China 4.3
Japan 4.1
Thailand 4.1
Ireland 3.8
Hong Kong 3.8
Botswana 3.7
Myanmar 3.7
Portugal 3.6
Austria 3.5
Greece 3.5
Indonesia 3.4
Malaysia 3.3
Israel 3.2
Sri Lanka 3.1
Lesotho 3.1
Spain 3.1
Tunisia 2.9
Montenegro (after 1952) 2.8
India 2.2

Source: Maddison project, 261

Uneven development

Determining viny some countries gw faster than others is arguably thmain analytical

OKIffSyaS F2NJ RS@St 2LIr¥Sy i

SO2y2YA0aad Li

and sources of the wealth of nations (Smith 1) Felated questims includewhy the West
got rich before the Rest? and why some developing countries are catching up with the West,
while others are not? But there is no consensus among economists on the policies needed

to achieve sustained rapid growth (Popov 2p10

Aa

Variouls economists claim that economic success stories prove what they have been

claiming.Privatization of statewned enterprises, freer trade, financial liberalization, and

democratic political institutions are said to be prequisites for successful develment by
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the Washington Consensag€conomic liberalization is said bgoliberalsto be the basis for
rapid growth.In contrast,others have creditedprogressto policy interventions including
industrial policy. For others, foreign direct investment (FDI) is considered essential for
developing country growth, although FiMas not significantfor late industrialeation in
Japan, South Korea, Taiwan grathaps evempre-m ocpn a Q / KAy | @

It is also moot whethr foreign aid boosts growth or crowds out domestic savings and
investment (United Nations 20QZhanning, Jone& Tarp 201(. Besides, many policy
options used by the now rich countries in the 19th and 20th centuries are no longer
available to most poocountries today (Reinert 200.7

The breathtaking success of Japan in becoming a developed country in just twwagyost

decades was explained Ispme in terms oflJapanesestyle corporatisminvolving special

relations between: the government and companidsetween banks and nefinancial

companies in its bankased financial system; between companies and workers, e.g.,
guaranteed lifetime employment and th&eniorityfQwage system. After the protracted
adF3aAylridArazy FTNRY GKS wmdpdm a yiRe S E208AG/AT--T9988LI yTFAIAS
Eastt aAlty FAYFYOAlIf ONRaAaA&AY GKS&S FIFOG2NER ¢ SNI
blamedfor the criss and sbsequent sagnation (Jomo 2001

In the former Eastern Europe, economic liberalizatioerminedexcessively bureaucratic

and centralized planning, and involved pragmatic privatizatog, to stakeholders already

directly engaged in enterprise operations. However, in -Sabaran Africa and Latin

America, often modest state capacities ainterventions were done away with, even when

they could have been reformed to better support investments and growkbl was

expected to fill the lacuna, but rarely did so, with the shortfall typically blamedhen
inadequacy ofjovernancereforms Governments were then pressured to further diminish

their already limited capacities and capabilities, ostensiblfutther economic liberahation

YSI adzNBa Ay 2NRSNJ (2 WEAOSNI 0SQ F2NO®a SELISC
2012)

Partid economic liberalization seemed to help in China and central Europejnoigrmined
inherited state capacities and capabilities from thpast in Russia and most other
Commonwealth of Independent States (CIS) governments. In China, and parts of Central
Euope, such state capacities and capabilities were reformed and deployed for new ends,
rather than destroyedto help accelerate investments and growiopov 2014).

2¢KS 2l akKAy3adzy [/ 2yaSyadza 61 a LONROySONULOCGE f 12 f NBORE S@1ERA
advice of the World Bank and International Monetary Fund (IB&pecially during the 1980s. Some research
publications of the Bank during the mi®90s suggest a broader range of perspectives. For example, while the
22NIR . Fy1Qa O6mMpdpolsd ¢KS 9Fad !aAiAly aANI Of S palgy dzyS | O
AYGSNBSyGA2ya Ay G KIS96NBrE DevglaprentNREpodh (World BRRkAl 90825argied &

that consistentpolicies, combining liberalization of markets, trade, and new business entry with reasonable

price stability, can achieve a great deal even in countries lacking clear property rights and strong market
institutions. The following World Development Reportdid Bank 1997), entitled The State in the Changing

World, emphasized the importance of state institutions for growth.
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There are no universal recipes for rapid catghgrowth as onesizefits-all solutions danot
exist. After all, eforms needed for success are not the same in different contexts
(Polterovich & Popov 20@52006. Rapid growth will only happen if several conditions are
met, but these may be difficult to anticipatalthoughthey may be easier to recognize with
the benefit of hindsight.

Sustaining rapid growth is a complicated process typically requiring various crucialtinputs
infrastructure, human resources, strong institutions, economic stimuli, among other things.

If any ingedient is missing, growth may not take a@if be sustainedRodrik, Hausmann &
Velasco2005)LINE LJ2 4 S WINR ¢ i K R Aa-dAY/K2 AYWHoAAO/ARA yiidhg CR2YSANION
back economic growth. Such constraints may be du¢foy” O 2 Yiiatke$ briad® of sate

capacity or appropriate human resources or infrastructarether relevant factors

Due to poor governance, corruption anmdadequate or inappropriateeforms, growth in

emerging economies mape slowing down compared to the 200Q014 period when

growth was atypically high @slund 201R But most predictions assume that particular

policies will or will not be enactedbome favour mordiberalized or privatizegconomies

while athers prefermore centralizel and (governmenj interventionistones ala East Asia.

The Washington Consensiwsdrongly promoted greater individual freedom, trade and

financial liberalizationextendingprivate property rights andéntrepreneurshipXSincethe

1990s, more emphasisasbeenLJdzii 2y W32 2R RSWRSOWA Qodder Yy R O N.
economic liberalizatiomften referred to as globalization.

The rise of East Asia, and especially of China, in the last few decades has made (state)
interventionist ordirigistecatchrup development models and strategies more attractive. But

not all developing countries have or can develop the same institutional capacities and
capabilities as China, some of which may be necessary for successful sustained growth
However,many dohave them, and those which do not may be able to develop them,
perhaps if multilaterally enabled and supported to strengthen needed capacities and
capabilities.

Despite considerably increased income inequalities in China after 1985, it has been argued
PRPLR2O wnmno OGKFG GKS €S@St 2F AySldzftAde Yl &
2F GKS O2dzy i NE Qa™" cedtuty)daicdmé hmexyality irk ganylcéubtries: was

checked by socialist and populist movements and demands, including resiistribution,

social protection and welfare programs. Growth accelerations in much of the South, albeit
temporary have reduced previously growing international disparities.

2. National Income Inequalities in Developing Countries
Long term trends suggestcome and wealthnequalityincreasedfrom ancient timesand
more sharply so ithe early 19' century, before reaching an atime peak in the early 20

century (Table8, Figurel6). Theythen staried to decline after the First World War and the
1917 Russian revolution.
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Table3. Gini coefficients around particular years in some Weskecations %

Years 14 1000 1290 1550 1700 1750 1800 2000
Rome 39

Byzantine 41

Holland 56 63 57 30.9
England 36.7 55,6 522 593 374
Old Castille/Spain 52.5 34.7
Naples/Italy 28.1 359
France 55 33

Source: Milanovic, Lindert, Williamson. 2010; some data for 2000 from World Development Indicators dat

Figurel6. Income shares of top 10, 5, 1, 0.5 and 0.1 per cent,-281% (unweighted

average for 22 countrigs

Chart: Income Shares, Average for 22 Countries
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European countries: Denmark, France, Germany, the Netherlands, Switzerland, UK, Ireland, Norway, Sweden, Finland, Portugal, Spain, Italy; North America: United States and Canada;
Australia and New Zealand; Latin American country — Argentina; Asian countries— Japan, India, China, Singapore, Indonesia; Sub-Saharan Africa— South Africa, Mauritius, Tanzania.

Overall — about ¥ of the population of the world.

Source: Alvaredo, Facundo, Anthony B Atkinson, Thomas Piketty and Emmanuel Saez, The World Top Incomes Database] http://g-mond.parisschoolofeconomics.eu/topincomes, 25 April 2012,
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Growing inequalities within countries

The destruction of communal and collectivist institutions has been accompanied by
increasing wealth and incomeequality in most societies dzZNA y 3 | 2640 M6 YQa 4
OSyludz2NEQ FTNRY GKS wmopHna G2 GKS wmopynas AyON
temporarily interrupted, due to the greater egalitarianism of socialist countries with lower

levels of inequality (with Ginis between pgrcentand 30percenton averagg and checks

to rising inequalities by socialist and other egalitarian movements (FigQré&he European
colonization of Sutsaharan Africa, Latin America, and, to a lesser extent, of South and
Southeast Asia led to the transformation and exploitatiorthefir economies through their

ddz0 2NRAYFGA2Y G2 2SAGSNY R2YAYlLGA2Yy® alyeée O
NI RA G A 2 yity ihsBtutidh® ondedablonialism, albeit with changing implications in

their new historical contexts.

Inequalityincreased and remains high $SA, atin Americaandthe FSU, where institutional
continuity was interrupted and institutional capacity weakeln Regressions,elating Gini
coefficients of income distribution to perapita GDP, population densityrbanization, and
colonial status suggest that colonialisngreatly increased inequality: colonies had Gini
coefficients nearly 13 grcentagepoints higher than norcolonies (Williamson, 2009In
Latin America inequality increased fronan estimated22.5 percentin 1491 to over 60
percent in 1929Kigurel?).

Figurel7. Income Gini coefficientis Latin Americal491-1929(%)
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Source: Williamson, 2009

% These are not actual Ginis, but estimated Ginis constructed using the regression equation mentioned.
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Wealth and income inequalities

Wealth inequalities are strongly correlated with income inequalit@hough there are

some important exceptiong-{gurel18). Almostall countries with income distribution Ginis
higher than 50percent and wealth distribution Ginis higher than f&rcent are in SSA

(Botswana, Central Africanepublic, Lesotho, Malawi, MalNamibia, Niger, South Africa,
Swaziland) and dtin America (Bolivia, Brazil, Chile, DominicaRepublic, Ecuador,

Guatemala Haiti, Paraguay, El Salvador), witie sole exceptionof Papua New Guinea
(Figurel9).

Figurel8. Gini coefficients fomcomeand wealth distributiorin many countries1990-2005
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Figure 19. Countries with highest income and wealth inequalities,-2998 (%)
(income Ginisigher than 50 percent and wealth Ginis higher than 70 percent)
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Source: WDI databaseDavies, Sandstrom, Shorrocks, WAfio?.

The ountries withthe lowest wealth inequalities are in Western Europe (Austria, Finland,
Italy, Ireland Norway), EasteBurope (Albania, Belarus, Czech Republic, Slovakia, Slovenia),
East Asia (China, Japan, Korea), Middle East (Yepestyaliaalso belongs to the group
(Figure 20). Gountries with the highestwealth inequalities are mostly in SSA (Botswana,
CAR, Soutifrica, Swaziland, Mali, Namibia, Zambia, Zimbabwe), LA (Bolivia, Brazil, Chile,
Colombia, Ecuador, Guatemala, Nicaragua, Panama, El Salvador, St. Vincent and the
Grenadines, St. Kitts and Nevis); the important exceptions are India, Indonesia, Denmark
and Switzerland Eigure21).
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Figure 20. 2005 per capita PPP GDP of countries with Gini coefficients of wealth distribution
below 65%, as % of US level, 12905
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Figure 212005 PPP GDP per capita of countries with Gini coefficients of wealth distribution
above 75%as % of US level, 192005
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Comparing the wealth of the richeshen in different placesat different timesin time
(Popov and Jomo 2@1Figure2?) still points to a similar conclusiarBillGates was relatively
richer than Carnegie and Crassumit(not Rockefeller), whereas Russian tycoon Mikhalil
Khodorkovsky was relatively richer in 20@8rpared to themedianRussian income) than
all the others Thus, despite different income distribution trends, thevorld may still be
moving to the greatesivealthinequality ever observed in human history.

Figure 22. Incomes of the richest as multipfeaverage national income
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SourceMilanovic,2011

Forbesy I 3 I 1 dawietfbillionairesreflectsthe very top of the wealth pyramidr{gure
23) suggesing thatthe number of billionaire depends on the size @ country@ GDPper
capita GDP is also important, but much Ise The @viations from predicted values shown
in Figure23 and Table 4 are quite telling. Countriesvith more than twicethe predicted
number of billionaires include some developed countries (Canaddpong Kong,Israel,
Germany, Spain, UKand even more developing countries such ladia, Turkey, Saudi
Arabia, Egypt, Malaysia, Philippines, Brazil, Russia, Ulaath€azakhstanThenumber of
billionaires was considerably lower than predicteth Japan,China, most countries of
Western Europe, Oman, Argentina, Romaamd theCzech Republic.

*The relationship is ncfinear:

Number of billionaires in 2007-8.9 + 0.36Y ¢ 0.004?3/2 +2.6Y°, where
y ¢ PPP GDP per capita in thousand $ in 2005,

Y¢ PPP GDP in 2005 in trillions.

N= 181, R= 0.95, all coefficients significant at 1% level.

25



Figure23. Actual and predicted (using PPP GDP and per capita PPREBBPumMber of
billionairesin 2007
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Source; WDI database; Forb&sillionaires websiteHttp://www.forbes.com/billionaires).

This picture is not completely consistent with previously described income and wealth
distribution patterns The major difference is th&#xcessrehumber of billionaires in MENA
countriesespecially in the Gultharacterized by relativelygeial distribution of income and
wealth.> East Asia and MENA countries have different models of wealth distributioim

East Asig overallincome inequalitiesvere relatively low evenat the very top, whereas in
MENA they were alsolow overall, butvery highat the very top. East Asia in generahd
China in particulghaveless unequaincome and wealthdistribution, evenat the very top.

Table 4. Number of billionaires in various countrjeactual andas predicted by the
regression (see footnote 3)

Number of Predicted number Exces@humber

Country billionaires 2007 of billionaires of billionaires

(1) (2) ) =(1x (2
United States 415 406.6816 8.31842
Canada 23 9.251191 13.74881
Australia 12 7.159441 4.840559
New Zealand 3 5.160714 -2.16071
Japan 24 44.74035 -20.7404

® After controlling for total GDP and ®per capita, variables such as resource abundance, the fuel share of

G2GFf SELERNIAZ |y WLat Y RIO2¥® HhQO0BRSardnbt¥ignifidditioe Wt SGSt

explaining the number of billionaires.
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Korea, Rep.
Israel

Western Europe
Austria

Belgium

Cyprus
Denmark
France
Germany
Greece

Iceland

Ireland

Italy

Monaco
Netherlands
Norway
Portugal

Spain

Sweden
Switzerland
United Kingdom
South Asia

India
Sub-Saharan Africa
South Africa
Mid. East & N Africa
Turkey

Saudi Arabia
UAE

Kuwait
Lebanon
Egypt, Arab Rep.
Oman

East Asia

China

Hong Kong, China
Malaysia
Taiwan
Singapore
Thailand
Philippines
Indonesia

Latin America
Brazil

Mexico

Chile

27

7.412775
4.933641

143.5547
6.101611
6.076476
5.130645
5.96753
14.75755
22.14579
5.896141
5.933949
6.018197
12.37973

6.735513
5.587771
4.560953
9.061349
6.023916
6.10613
15.07143
15.27553
15.27553
2.239379
2.239379
27.0434
2.449126
5.282312
5.923986
5.80726
2.129064
0.932453
4.519195
93.30109
74.62421
6.0921
2.921038

5.961581
1.930812
0.271333
1.500013
24.04917
8.358649
6.20589
2.933496

2.587225
4.066359

29.44531
-3.10161
-4.07648
-3.13065
-3.96753
0.242449
32.85421
-4.89614
-3.93395
-2.0182
0.620265

-2.73551
-1.58777
-3.56095
10.93865
1.976084
1.89387
13.92857
20.72447
20.72447
0.760621
0.760621
28.9566
22.55087
7.717688
-0.92399
-1.80726
1.870936
3.067547
-3.5192
-31.3011
-54.6242
14.9079
6.078962

-1.96158
1.069188
2.728667
0.499987
13.95083
11.64135
3.79411
0.066504



Colombia 2 1.233129 0.766871
Venezuela, RB 2 2.39524 -0.39524
Argentina 1 2.922763 -1.92276
Ex-Soviet Union 65 13.32743 51.67257

Russian Federation 53 10.24829 42.75171
Ukraine 7 1.143777 5.856223
Kazakhstan 5 1.935362 3.064639
Eastern Europe 8 12.51761 -4.51761

Poland 5 3.835576 1.164424
Romania 1 2.183728 -1.18373
Yugoslavia,

(Serbia/Montenegro) 1 1.885332 -0.88533
Czech Republic 1 4.61297 -3.61297
ALL 946 816.648 120.352

SourcefForbedillionaire€website attp://www.forbes.com/billionaires).

The nhcome shares of the richest have been growing for decades. In$hitexample, the
share of total income of the top ten percent of thmpulation was 445 percent in the
1920s and 1930s, fell to 885 percent from the 1940s to the 1970s, and rose again from
the early 1980s, to 45 percent in 2005.

Recentlyrising inequality has paralleled increasing profit rates. During the-wastGolden

Age, higler profits were shared with other social grougsartly through taxation and public
expenditure In the 1950s and 1960s, for instance, wages, salaries and seciality
benefits grew with rising profit margins. But since the 1980s, profit margins have involved
rising inequalities.

Where will income inequalities lead? Kuznets (1955) hypothesized that there is an inverted
U-shaped relationship between economimogith and inequality, with inequality increasing
with industrialization, as urbarural income disparities rise, but dedkhig later with the rise

of the welfare state. But empirical research does not unequivocally support the Kuznets
hypothesis.

Piketty (2014) hasargued that recently rising nationddvelincomeinequality is permanent

because the profit rate is higher than the economic growth rate. Rising inequality is the
longterm trend due to an increasg wealth (capital) to output ratio (K/Y), sihgOl LA G I £ Q&
share of national incomelhis otherwise permanenttrend, wastemporarily interrupted in

the 20th centuryinter aliadue to the destruction of capital during the two world waBut,

it is not clear why the sustained increase of capitét-&wiz labor) has not lowexd the

profit rate by the same logi@Vilanovic 2014

An alternativeexplanationis that the reversal of growing inequality followed the 1917
Bolshevik revolution in Russia, the strengthening of socialist and populist movenikat
ANRPGGK 2F (GKS ¢St FFINB adl G4S | Gfdat TeuskoEabnOK I y 3 ¢
(Polanyi 2001)Education and health care access not determined by personal and family
meansas well aother egalitarian alternatives constrained economic inequalities, especially
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while socialism was dynamic. As socialism lost its dynamism from the 1970s and became
less attractive as an alternativieational leveincome inequalities started to grow again.

Capital, rents and labor incomes

If producers are mainly wage earners, income distribution will be influenced by the nature
of wage determination. Where unemployment is high and incomes lmw,example,
workers aregenerally more willing to acceptiower wages. But where labor is better
organized andwage determinations ma@ regulated, wages are more likely to rise with
productivity increases. For several decades, living standards in China did not rise as much as
productivity, but in recent yearsyages andiving standards have risen faster as employers
face labor shortages and need greater employee skills and productivity. Moreover, with
ANBFGSNI a20AFf LINRPGSOUGAZ2Y YR LINRPGAAAZYAY3
g1 3SQ Ay O NG theSbneywagbkBr even theteal wageSworkers receive. In

most countries, theégocial wag€has not risen more than profits since the 198B3spublic

social expenditure have declined relatively if not absolutely with growing fiscal constraints

In historical perspective, the 208809 global financialkrisis does not yet seem to be a

turning point comparable to the Great Depression of the 1930s (Eichengmgh Qw 2 dzNJ S
2009)and certainlynot unique in terms of recent stoakarket collapses (Popov and Jomo

2013). However, he collapse of world output by 3.4 percent in 2009 was the largest decline

in the last seven decadesmuch greater than the 1.4 percefall in 1982, the 0.4 percent

dedine in 1974, and the 0.8 percent reduction in 1975 (Popov and Jom8)208 profit

margins and ratereached their lowest postvar levels in 1974, 1980 and 2002 (Popov and

Jomo 20B) and US unemployment reached its pestar peals of 9.7 percent in 1982 ral

9.6 percent in 2009 (Popov and Jomo 20Meanwhile, US real wages are well below their
SIFNIe mMmpTnaQ fSPSts gKAES LINRPFAGA NBYFAY KAZ

In the 1970s, Western capitalism seemed under threat from within and withéligh

inflation and economic slowdowns major Western countries follogd the two oil price
daK2014a® ¢KA& dzy SELISOGSR waidl3aftlridazyQ assSys
and monetary polig measuresThe neoliberal reaction in the Anglophone West, ledhzy

UK and Ugovernmentsof Thatcher and Reagan in the 19888on followedweakening left

and labor movements. Government spending, including social spending, stopped growing,
asmany social security programs weret cand unemployment rose sharply, as trade unions

were defeatedin their industrial actionsand union membershipdll. The top income tax

rates dropped sharply (Popov and Jomo 20Figure 24) while income and wealth
inequalities have risen imany Westerrcountries since
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Figure24. Top income tax rates the US, UK, Germaniyrance, 1902010 (%)
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Source: Piketty, March 2014. Technical appendidpital in the 21st century
http://piketty.pse.ens.fr/capital21c

National hcome shares accruing to capital increased at the expensabof, with rentier
sharesg e.g. accruing to finance or intellectual property rigltgrowing much more than
the real economyLabormovements have declined since the 1980s. Wheiaabe 1956
and 1960sgenerally high profit marginsllowed social welfare programsto expard,
mitigating incomeinequalities increased profit margins since 1990veebeen reflected in
rising income inequalities-{gure25).

Thus, the counterevolution of the Thatcher and Reagan governments in tt@80swas

globalin impactgiving rise to the nediberal Washington ConsensuSincethen, the debate

haslargelybeen among varieties of capitalism.g, between a nediberal ideal and some
regulated variationrather than between capitalism and some systemic alternative.
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Figure25. Sharsof profitsin net corporate income (left scale) and of top 10% individuals in total income (right &26)2014 &9
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3. Do Economic Inequalities Retard Growth?

The recent period has seen greater wealth and income inequality in most, though not all
societies. n NEOSy i RSOFRSaz &d20AFf LINP@GAAAZYAY3D KI
statesQ odzi Ffaz Ay LRaidoO2ft diyakcedisocial provisidning. Such 2
d20AFf LINPQ@GAAAZ2YAY3A Kla |faz2z RSOfAYSRR Ay
transition.Q

Meanwhile, he relationship between growth and income inequality in recent decades
appears to be negative: countries experierggreater increasgin inequality dummg 1990
2008 had lower per capita GDP growth rateg.(26).

Figure 26. Per capita GDP growth and change in Gini coefficient of inequality in 94
developing countries, 1992008

8

Average Annual GDP Per Capita Growth,
1990-2008
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SourceOrtiz, Cummins (2011)

Developing countries with high income inequalities are more likely than others to end up in

a vicious circle of poor quality institutions, low growth, low social mobility and high social
tensions. Often, major transformationsyhile disruptive, are necessga to breakout from

such vicious circlest ¢ KS  FNBI[jdzSyd Ot FAY GKFG AySlidz tAGe
does not get much support from history. On the contrary, great economic inequality has
always been correlated with extreme concentration of podl power, and that power has

always been used to widen the income gaps through-sa@king and renkeeping, forces

GKFG RSY2yaidNlofe NBGFINR SQW/MansdnQRIGANR s K¢ 06 a
As Stiglit22012: 83, 117noted, dwidely unequalsocieties do not function efficiently, and
GKSANI SO2y2YASa | NB ySAlKSNI awihenotteSvEalthiest NJ & dza
use their political power to benefit excessively the corporations they control, much needed
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revenues are diverted into thepO1 SGa 2F || FSg AyaaSIR 2F oSy
higher inequality is associated with lower growgltontrolling for all other relevant factors

¢ have been verified by looking at the range of countries and looking over longer periods of

time.€ Latin American countries, writes Stiglitz, show the future to other states on the road

to growing inequalitiesd ¢ KS SELISNASYOS 2F [FGAY ! YSNAOI y
world with the highest level of inequality, foreshadows what lies ahead. Manthef

countries were mired in civil conflict for decades, suffered high levels of criminality and

social instability. Social cohesion simply did not ex(8§tiglitz, 201284)

WSRAAUNROGdzGAZ2Y Kl & f2y3 0SSy LISNOSAQPSR a KI
claimsthat the tax rate selected by a government is that preferred by the median voter; this

view has become influential in discussion of elections, inequalitiedistréution and

growth. As high income inequality encourages consideration of redistribution options, these
0S02YS IGGNY OGAGST az2YSGAYSa a Fy FEGSNY!I G,
the poor majority, losses due to growth slowdowns ocagtation can be more than offset

by redistribution (Alesina and Rodrik 1994; Person and Tabellini 1994).

Alesina and Rodrik (1994) argued that redistributiomasures are more likelyn
democracies tharunder authoritarian regimes where governments camnore the poor.
Democracies with higher income inequalitigbey arguedwill face greater pressurs for
incomeredistribution in favor of the pograndare more likely taedistribute progressively
at the expense oeconomic growth However, there idittle evidence that there isndeed
more redistribution going on in democracies with high inequaliteeg., sed?erotti 1996.

Instead Polterovich and Popoy{2005b) offered evidence that democratization leads to
slower, not fastergrowth of governmat revenueas a share oEDP. Also, there is rstrong
evidence thatiessredistribution, other things being equal, leads to higher grovttie ratio
of government revenue/spendingo GDPR or even the amount of transfersare not
necessarily good indicatepof redistribution astax systens and government spendingay
be more or less progressivand may benefit certainfluential lobbiesmore thanothers
(Milanovic 2000

Another complicationin consideringrelationsamonginequality, democracy and gseth is
that while democracymay mitigate incomeinequalites, sharp inequalities may undermine
democracy. Many authorfiave pointed out that greater income inequalities can ruin
democracies because concerted control overeconomic resources may leave tl@or
open for the politically powerfulvealthy to block political reforms that extend rights and
entitlementsto others. Also,inequality makes democracy more costispeciallyfor the
rich, due to the pressure for redistribution that inevitably creates (see Gradstein and
Milanovic 2004 for a survgéySq democratic regimes in countries withreater income
inequalitiesare likely to bdessstable andmayend upbecoming moredespdic.

It is widely presumed thatdemocratic regimesmay mitigate income inequalities via
redistribution which, if successful, magnsuregreater stahlity and be more conducive to

® Milanovic(2000) identified data problems and showed why many tests of the redistributive impact of income
inequalities in democracies have not produced meaningful results.
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high growth. However, the record of democracies in this respest not clear.Empirical
studies d inequality and democracyshow that East Asian countries, such as Taiwan and
South Korea, achievelibss umqual income distribution under despotic regimes while
inequality actually increasefibllowing democratizationin the postcommunist countries of
Eastern EuropeGradstein and Milanovi2004) wrote dwhile the earlier research failed to
detect any significant correlation between democracy and inequality, more recent studies
based on improved data sets and bigger data samples typically cautiously suggest existence
of a negative relationsp between the two. The hypothesis that seems to be especially
promising in the light of this recent research defines democracy in terms of the length of
democratic experienceéfliccumulative democrag§las opposed to just current indicat®of
democracy ntng that democratic stability could be a defining factor for inequality reducing
policiese

Pecific conditionsnay beneeded for democrdesto reduceincome inequalitiesAnalyzing

panel data fom 1960 to 1998 for 126 countries,Gradstein, Milanoviand Ying (2001)
arguedthat ideological preferences cdme important determinants of income inequality:
while the expansion of democracy is likely to result igngicant inequality reduction
mainly in certain Western countrigghis effect is negligibleor altogether absentin most

other countries Instead,it wasfouy R G KIF &G &G F2NJ adzaf AYZ . dZRRKA 2
societies, democracy has either hardly discernible, or even a positive, effect on inequality.
Yet these societies seem to possess some features which make them intrinsically more
equal than theJudeoChristan societies. It could be although our empirical test does not
account for thatg that, the sameesiredlevel of inequality which in the Judédohristian
societies is achieved through expanded franchise and governsporisored redistribtion

is implemented in the Mushn, Buddhist/Hindu, and Confucian societies informally, through
family and ethnic tieg (Gradstein, Milanovic& Ying, 2001 While such cultural
generalizations are undoubtedly gross caricatures, they do reflect important historical and
cultural nuances.

But, perhaps the argument is not so much about ideologmalcultural preferences, but
rather about informal institutionsand processeswith similar redistributive effects as
governmentled redistribution efforts in a democratic context In countries where
democrdic transition underminestraditional redistributive mechanisms, without creating
alternative, democratic mechanisms, the net impact of democratization may even increase
income inequalities that eventually undermine grow#eePolterovich& Popov 20056).

Inequalities mayalso influence growthvia political instability Alesina and Perott{1996)
argue that high income inequality leads to greater political instability, which worsens
investmentconditionswith adverseconsequences for growtl&atistical evidence suppost
both their hypotheses of links between inequality and political instability, andoetween
investmentand growth. Overall,there is no evidence thatigherinequalities cause greater
(state) redistribution or that greater redistribution negativg impact growth, but there is
strongevidence that inequaljthinders growth.

Correctdiagnosiof the relationship betweernnequality andgrowth is cruciafor developing

appropriate policyremedies. Inequalitymay damage growthby causingsocial orpolitical
instability. Converselyreducing income inequalitieshould also reduce instability and
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increaseincentives, investments angrowth. But if inequality undermines growttiue to
disruptiveinterventionsintended to achieve progressive redistributiar if someinequality
incentivizes investment andgrowth, the implications are quite differentAlsq particular
voting arrangementsmay be more conduciveéhan others to limiting inequality and
promoting growth.

Interest in cial mobility has grown due to the presumption that it is associateidh

ensuring greater equality of opportunity and less likely to be opposed as public policy, at

least in principlel A NEOKYl yQa Wi dzy (Aigehmad Bid Retkischild OVB) dzY Sy
suggested that progress achieved by others may initially be tolerated if people expect it to

be followed by their own mobility. But if they continue to stagnate as others overtake them,

people are likely to consider alteriges, possibly leading to social unrest and political
agitation’

Hence, he OECDinter alia cautioned that high inequality andvited social mobility could
retard economic growth (Cingano 20l4&omeargue that high inequality restricts progress
up the socieeconomic ladder fothose below, and perhapsome more than others, thus
worsening inequalities and disparitiddence enabling social mobilitgnd ensuring equality
of opportunity areconsidered to be betteand more legitimate, and hence, defgble
sociceconomicpolicygoak.

As social mobilitys usually relate to inequality, including disparities and stratificatipan
inverse relationship betweemequality and mobility is widely presumeand supported by
some evidence of linkages betwetre two. Theso-calledGreat Gatsby curve, for instance,
suggess crosscountry links between inequalities of outcomes and opportunit&seater
inequality ispresumed to beassociated with less mobility across genemagawvith evidence
for several countries, including the US, UK, Denmark, Italy and France.

Converselysocial mobility seem higher in countries with lower inequality such as Finland,
Norway, Denmark and Sweden (Corak 20DNBevertheless, evidencthat greater social
mobility actually lowers inequalityor converselythat low inequality is necessary for rising
mobility, is not conclusiveAnd ifgreater social mobility reduesinequality,then it becomes

an important intermediate goal in the larger effdo reduce economic inequalities

Despite increasing income inequality since the 1980s in most countries, as well as growing
wealth concentration at both national and international levels, improved growth
performance in developing countries in the firdecade of the new century until the
commodity price collapse in 2016 has accelerated the decline in overall global income
inequality. To be sure, the trend had begun as growth picked up in East Asia and India from
the 1980s. Increasing demand from thesewly industrializing economigblus contributed

to the primary commodity boom for over a decade. Improved employment in the southern

"Nevertheless, there have also been others who suggest that inequality is not necdsaariful and may not

lead to social ills. This assertion is underpinned by the claim that differences in income and wealth distribution
are necessary to provide incentives for people to make their best efforts and utilize their talents in productive
economc activities. In turn, this is supposed to promote greater social mobility and economic growth (Davis
and Moore 1945.
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cone of South America as well as better social provisioning also reduced national level
inequalities although these trendwsave since been reversed.

Inequality: World Bank and IMF perspectives

Without caricaturing the views of the Bretton Woods institutions, the following discussion
of their changing perspectives suggests more informed ways to engage with these two
powerfuland influential bodies.

According to the World Bank, Gini coefficients fell in five of seven world regions during
20082013 despite or perhaps because of much slower growth. Poverty and Shared
Prosperity 2016: Taking on Inequality/orld Bank 2016) waktS 2 2NI R . Iyl Qa TA
report tracking progress towards the two key Sustainable Development Goals (SDGs) on
poverty and inequality. The repogtwhich was possibly its last one as none was published

AY HamTZI LISNKIF LJA NBT( &xifdcysés oni iKeuality| gérier@lly 2 6y
neglected until recently by most international organizations other than the UN itself.

It provides some useful analyses of inequality, including discussion of its causes. The report
evaluates progress towards redugiextreme poverty to 3 percent of the global population

and sustaining per capita income growth of the bottom 40 percent of the population faster
than the national average. With global economic growth slowing, the Bank acknowledges
that reduction of incomeinequality will be necessary to ending poverty and enhancing
shared prosperity. Howevgiits analysis does not explain its claim of a modest partial
reversal of growing inequality during 20@813.

¢tKS NBLR2NIQa Lkt AoOe Nibia \NebhygrrRhayze@nsripromp&iS NI
measures to address wealth inequality, which is much greater than and greatly influences
income inequality. Although it recognized that increasing minimum wages and formalizing
employment can contribute to reducing incomeequalities, it did not consider the
determinants of wages, working conditions and employment. It also had nothing to say

about land reform¢ which had contributed to shared prosperity in East Asia, especially in

China, Vietnam, Japan, Korea and Taiwan.

The report cited the case of Greece, where after impressive growth for a decade, the Greek
economy went into recession in 20@®809, together with other European countries. With
severe austerity measures imposed by the EU and the IMF as bailout cond@i@mese fell

into a fulkblown depression with various adverse income and distributional impacts. The
greatest increase of inequality during 202813 occurred in Greece, where the mean
household income of the bottom 40 perceshrunk by an average of Jercent annually.
Some modest measuressuch as lump sum transfers, introduced in 2014 for-iogome
FFEYAEASE YR GKS @dzZ YySNI 0f S3Icprebedtgdhddiidnal K WSY
surges in inequality. The Greek experience is interesting lsecanighlighted the effects of

IMF style policy conditionalities on an OECD economy although the requirements were not
those of the IMF alone, but also involved the Eurozone finance ministers, among others.

NIFTAE Aa GKS Yz2ad AxpS3 yworSadi yIiuS N2 NYISNAE QI Ay
inequality, with its Gini coefficient falling from 0.63 in 1989 to 0.51 in 2014. The report
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attributed four-fifths of the decline in inequality in 2063013 to labor market dynamics and
social program expansion. h@a market dynamicg deemed far more important by other
analystsc include regular minimum wage increases, formalization of unprotected workers
and strengthened collective bargaining rights. Social pensions and other social program
benefits account for meh more of the decline in inequality than the much touted Bolsa
Familia. However, most of the measures responsible for the earlier progress achieved in
Brazilhave since been reversed

SA&l LIRAYGAYyIt e GKS 2 2NI R . limpicoa indqualktydsdza & A 2 y
misleading, even claiming that European Union (EU) countries have embarked on
comprehensive fiscal consolidations based on clear equity considerations in response to the
2008;2009 financial crisis. This implied that fiscal consiwh had yielded longun equity

gains at the cost of shorun pain which can be cushioned by safetyt measuresg a

finding contrary toL Y G SNY F GA2y I a2y Sil NBE QRmtdR adll a C0 Q:
Loungani 2013)

Meanwhile, the. | y Daihg Business Report 20ihiplies that labor market regulations
have adversely impacted inequality, even though it admits that theyicedhe risk of job

loss and support equity and social cohesion. Yet, the Bank urges labor market deregulation
in the form of fixedterm contracts with minimal benefits and severance pay requirements.
The reportalso suggested that lower business regulatr@sults in lower inequality, citing
inverse associations between Gini coefficients and scores for starting a business and
resolving insolvency. Yet, curiously, and conveniently, it did not discuss the relations
between other Doing Business scores, ex@ying tax or getting credit, etc., and the Gini
index.

Shared prosperity?

Instead of the more conventional inequality measures, such as thecGafiicient or the

more innovative Atkinson index, the World Bank has been promoting boosting the incomes

of the bottom 40 percent. Much of the report abandoned this indicator in favor of the Gini
AYRSED® bSOSNIKSt S84y (KSLISBARAIG LIRS SE dz4> @ YRS
difference between the increased income of the bottom 40 percent and the growth in mean
income.

About twoil KANRE 2F (GKS yo O2dzyiNAS&a Iylftel SR KI
20082013, a period characterized by atgrice collapses and sharply increased youth

dzy SYLX 28 YSyid Ay Ylyeé& h9/5 SO2y2YASad ¢KS .|
across regions, and even some large OECD courgrgegh as Japan, South Korea and
Canada; are missing. Recognizing thatthed K NS R LINP & LISNA G & LINB YA dzvy
report conceded that the goal of ending poverty by 2030 cannot be reached at current

levels of economic growth, and that reduction of inequality will be key to reaching the
poverty goal.

IMF analyses fanequality have found thaini OECD economies, the gap between rich and

poor is at its highest level in decades. Inequality trends have been more mixed in emerging
market and other developing countries, with declining inequality in some countries.
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Meanwhile inequities in access to education, health care, and finance have increased as
fiscal consolidation or restraint has become an important policy priority in many advanced
and developing economies. Rising inequality in many advanced and developing economies
has thus seen growing public support for income redistributi@mnsiderable work suggests

that income inequality adversely affects growth and its sustainability (IMF)2017

DablaNorris et al (2015) of the IMF have shown that if the income share of thie quintile
increases, then GDP growth declines over the medium term. By contrast, an increased
income share of the bottom quintile is associated with higher growth. Reviewing a diverse
group of developed and developing countries, they also argue thatntdolgical progress

and the resulting rising skill premium and weakenilapor market institutions have
exacerbated inequality, with globalization making a smaller, reinforcing contribution. Rising
skill premia are associated with widening income disparitie advanced countries, while
financial deepening is associated with rising inequality in developing countries.

Policies focusing on the poor and middle class can mitigate inequality for all levels of
economic development. Improved access to education, health care and social protection, as

well aslaborY I NJ S AyadAaddziazya GKIF{G R2aniepiaisabSEOS A
their income shares. The paper concludes that there is no universal policy panacea for
tackling inequality. Appropriate policies depend on specific causes as well as contexts.
Growth and equity complementarities imply that policies to ealwing standards can also

influence income distribution and better inclusion.

Ostry, Berg, and Tsangarid¢2014) of the IMF have noted that rising inequality has
contributed to the fragility of growth, the relationship between inequality, and financier
leveragel YR GKS NRfS 2F WLREAGAOIET SO2y2YeQ T+ O
rich) in allowing financial excess to grow ahead of the crisis. Inequality undermines progress

in health and education, causes investmeatiucing political ane&conomic instability, and
undermines the social consensus required to adjust to shocks, and thus that reduces the

pace and sustainability of growth.

Greater equality seems to ensure higher and more sustainable grddttthe same time
inequality may impde growth partly because it prompts redistribution efforts that
undermine growth. Thus, for the IMF, even if inequality is bad for growth, taxes and
transfers would be the wrong remedy. But it doubts the simplistic conclusion that
addressing inequality orse for growth. Egalitarian interventions could help growdly.,

taxes on activities with negative externalities (e.g., excessive financiatakisig) or
transfers, to enable better school attendance. The macroeconomic consequences of
redistributive policies will reflect the totality of fiscal policies which may be-pyo antk
growth. Macroeconomic policies have distributional implications which need to be
considered in this connection.

¢ KS L a Gépantry Qibk®sét,adistinguishing inequality befoand after taxes and
transfers, indicates that: more unequal societies tend to redistribute mdoeer net
inequality is robustly correlated with faster and more durable grgvethdredistribution has
generally benign impacts on growth except in somgesre cases. The combined effects of
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progressive redistribution are prgrowth on average, thus rejecting the common
presumption of a tradeff between growth and redistribution.

Nevertheless, an IMR2014) Fiscal Affairs Department policy paper recomneshthat tax

and expenditure policies be carefully designed to balance distributional and efficiency
objectives, including during fiscal restraint. While acknowledging that appropriate
instruments will depend on government capacities, its commitment tostedbution and
other relevant considerations, it recommends efficient redistributive policies besides
incentives to work and save.

Government expenditure patterns suggest two phases since the global financial crisis.
During 2008009, many governments initially introduced countsfclical fiscal programs,
raising public spending. From 2010, however, fiscal cuts became widespreadtedesp
continued need for countecyclical public spending. The first contractionary shocks around
20102011 were followed by another round after the commodity price collapses from late
2014.

This second adjustment shock is expected to impact 132 of 18itreesi from 2016, with

the developing world most severely affected; 81 developing countries and 45riugme

countries are expected to cut public spending. 30 per cent of countries cut expenditure
beyond precrisis 20082007 levels. Austerity is thus exqted to impact more than two

thirds of all countries during 2038020, affecting fouf A FilKa 2F (GKS 62NI RQ
2020.

An ILGSouth CentrdPD(2015) review of more than 600 IMF country repodhowedthat

then recent IMF(2010a; 2010b)advice had sought to: (i) eliminate subsidies (in 132
countries), including progressively designed subventions for public transport, smallholder
farmers and food; (ii) impose wage bill cuts and caps, including for education, health and
other public sector worke® & f F NAS& O0AYy wmMon O2dzyiNRSaOLT
WalF FSte ySiaQ YR 20KSNJ a20AFf LINRGSOUA2Y Y
reforms (in 105 countries); (v) promotéabor market reforms, typically increasing

W¥ f S Edasudlifation, &ulnerability and precariousness (in 89 countrfed)accelerate
healthcare reforms (in 56 countries), undermining progress towards universal health care
provision; (vii) introduce or broaden more regressive consumption taxes espe@ally v

added taxation (VAT) (in 138 countries); and privatizing state assets and services (in 55
countries

In line with IMF advice, many governments also implemented rev@miiancing measures

by introducing or broadening consumption taxes, especiallyesatided taxation (VAT). Not
surprisingly, policy measures under consideration include privatization of state assets and
services as well as publicivate partnerships (PPPs). Such austerity measures have been
implemented or are being seriously considered Europe as well as most developing
countries.

United Nations Global Policy Model projections suggest that the spending cuts advised by

the IMF would negatively affect GDP and employment in all regions. Compared to a baseline
scenario without reducingublic expenditure, global GDP would be 5.5 per cent lower by
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2020, resulting in a net loss of 12 million jobs. Uppeddle and lowincome countries
would be hit hardest, with fiscal adjustment reducing GDP over the -2026 period by
about 7.5 and 6.0 ¢r cent respectively. East Asia and Sadharan Africa would be the most
adversely affected regions.

4. Policy Considerations

Addressing income inequality is especially challenging for several reasons. First, the
challenges involved in addressing internatior@l inter-country disparities are quite
different from those required to mitigate national leved intra-countryinequalties. Second,
stronger property rights and greater legitimization of economic rents associated with the
prevailing neoliberal economidramework makegrowing wealth concentration not only
likely, but almost inevitable. In turn, this is likely to resulgmwing inequality in primary or
market income distribution.

With fiscal space also thus constrained, there is even less scope for progressive
redistribution, both through taxation as well as expenditure, e.g., via social protection
measures. Tax and mafer instruments have long been opposed as madkstorting and
efficiencyreducing, besides all the conventional arguments against activist or interventionist
fiscal policies.

Declining inequality in the southern cone of Latin America during thediirsade of the 2%

century was largely due to rapid employment growth and its wage effects, rather than social
protection measures. It is unlikely that the extension of social protection can offset the

typical Bretton Woodsecommended or required structal reforms involving labor market
liberalization. Although Peter Lindert argues that the progressive fiscal impact of the welfare

state has not been eroded, such institutions are largely limitedhe North, and not

elsewhere. In the former Soviet Unio, 8 G SNy 9 dzNRBLISS / KAFDOAI fRaAGC
economic reforms have all exacerbated income and often wealth inequalities as well.

Policy responses to the underlying forces exacerbating or sustaining economic inequalities
are more constrained thaever before. Furthermore, conventional recommendations largely
F20dza 2y aSS1TAy3a (2 SyKI y O SesduiceddNbphid® R0 A O
skill acquisitionmeasures believed to bmore appropriate to contemporary labor market
conditions However, considerable evidence suggests that the functional or factorial
distribution of national income has been far more important than skill differentials in
determining the primary or market distribution of incon{®evroye and Freemar2002
Giovannonj 2008. Most such measures also ignore property rights, and often strengthen
them as necessary to overcomgoor governanceand strengthen the rule of law, thus
empowering those better able to shape law and public policy in their own interests and
otherwise create or extend the bases for rent capture.

All too often, competition policy is inappropriate for developing country conditidns,
mechanicallyinsisting on competition when economies of scale are crucial to developing
international competitivenesgRoberts 2016) Until recently, even minimum wages and
other apparentlabor marketdistortions have been strongly opposed by the conventional
wisdom deemed appropriate for such economies, ignoring their role in mitigating inequality,
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not only in Europe odapan, but also in Latin America.

There has also been growing recognition of loomingbgl constraints to progressive
redistributive policies, often comproniigy policy efficacy. Growing ability of capital eases

corporate tax evasionwhile the resurgg’ OS 2 F WadzLlLX @ A Y 86 dzRSA0R2T/ 2
empirically discredited Laffer curve, has augmentesdistance to taxatio® W9 EOSa&a A @S¢
NI iSa NS’ |faz2z tA1Sfe G2 ROSNBRSt& | FFSOG
bottomQ { A YA f | elde &finterBatidhal inéility for professionals and skilled labor is
SELISOGSR (2 O2yiNRAROGdzGS G2 | y2GKSNI WNI OS G2
made about the greater mobility of unskilled labor.

Meanwhile, international trade andinvestment agreements increasingly constrain
government$ability to enact, enforce and implement labor regulations and standards.
Meanwhile, growing recognition of crod®rder spillover effects has recast many such cross
border concerns in terms of addsing global public goods problems. Yet, at the same time,
an institutional vacuum is growing with the assault and erosion of multilateralism and its
institutions, raising troubling questions about the efficacy of international governance in
addressing sutchallenges.

In the face of such constraints, it has become all the more urgent to address these
challenges by reconsideringptions to overcome such global constraints. Internatiorsd t
O22LISNI GA2Yy G2 SyKIyOS RS@St zitigsiycRarlp@ginyf.i NB 3 2
In this regard, it is important for multilateral institutions to provide the needed leadership.

The UN clearly has the confidence of developing counsmiesa broad membershj@and the

IMFand OECPDwith their expertise, can plag crucial complementary role.

With little evidence that financial globalization has helped increase investments in the real
economy, the IMF must reconsider its previous advocacy of international financial, including
capital account liberalization, espially in light of its record of causing and broadening
massive and debilitating disruptiofisThere has been all too little progress on enabling
capital account management despite the devastation of the global financial crisis and earlier
regional crises. In any case, there is no evidence that trosker changes in portfolio
investment ownershighas contributed to investments in the real economy and economic
growth more generally. Facilitating creerder investments in the real economy is clearly a
different matter and should ultimately be determined by national governments, not
international odies.

Exchange rate undervaluation despite foreign exchange reserves accumulation,-export
oriented industrial policy, prudential management of international capital flows and other
such measures can, thus become legitimate instruments of eapctievelopnent. Reforms

to intellectual property rights to facilitate affordable technology transfers, new regulations
for the international trade in energy and resources, new monetary arrangements, new

®In recent years, there has been growing discussion in the IMF regarding the merits of capital account
liberalization. A 2012 IMF Polityl LISNJ GAGf SR a¢KS [AGSNIf AT EAnA2Y YR al
LyadAaddzirazylrt xASgée y2G0SR GKIG @2t GAftAlGe adSYYAy3I FN
L2t A0 OKIffSyasSaoé

41



agreements for cutting undesirable emissions and other such somes may be
implemented if enabled by multilateral reforms (Mont&s$Popov 2011).

Growing inequality in the world economy has been increasingly attributed to many factors,
including trade liberalization. Over the course of thé"2fentury and since, théerms of
trade have generally declined against primary commodities compared to manufactures
(Figure27) as shown for the first half of the 2@century by Hans Singer and Raul Prebisch,
and against tropical agricultural products against temperetenterparts as postulated by

W. Arthur Lewis. More recently, the terms of trade of manufactures produced by developing
countries have suffered a similar fate compared to those produced in the North

Figure 27. Aggregate nanil primary commodity pricendex, 19062000
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While the evidence and arguments for attributing inequality to trade are mixed, the
transition from the General Agreement on Tariffs and Trade (GATT) to the World Trade
Organization (WTO) in the mi®90sarguablyfrustrated development as well as welfare
aspirations in the South. Nevertheless, it is also generally agreed that plurilateral and
bilateral free trade agreements (FTAs) as well as bilateral investment treaties (BITs) are
generally even more biased to tidorth and disadvantageous to developing countries. The
more recent undermining of economic multilateralism by the West, especially by the US, is
especially problematic in the area of trade/ith a biased multilateral trade agreement
already in placsincethe end of the Uruguay Round and the establishment of the WAhQ

the North unwilling to makeconcessionsas promisedn 2001to start the ongoingDoha
Round of WTO negotiationsleveloping countries have to live with conditions systemically
disadvantagous to them

LyadSIFcIR 2F &dzLJL2NIOAY3I AYRAzBUONAIE LIR2EAOE YSI
G2 WOIFGOK dzlJQ ¢A0K (GKS RS@St2LISR SO02y2YASax
influence in multilateral development banks and other internatibfinancial institutions to

impose or recommend other policies which have sometimes exacerbated, rather than
mitigated such problems. Thus, for example, rather than enable developing countries to
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develop their own international competitive productive cajtées and capabilities, they

KIS 06SSy dz2NBSR G2 LI NOAOALIGS LINBRAzOGA @St &
powerful transnational corporations (TNCsYo sustain late industrialization, developing
countries need to gain access to markets, technology and other expertise beyond what TNCs

are willing to share in their own interest. Thus, many host governments have revised their
national laws and policies tprovide infrastructure and other facilities desired by such
investors while minimizing taxation of these TNCs, effectively subsidizing them.

There has been little attention given to how trade liberalization has accelerated
deindustrialization,harmed food security andlimited other industrial or development
policies. The greatest contemporary advocate of the virtues of trade liberalization has
probably been Jagdish Bhagwati, who has always opposed approaches which undermine
multilateralism as well as alving trade agreements to embrace a variety of ostensibly
tradeNBf I 1 SR A&dadzSa>x adzOK Fa Ltwad Ly FR@20LF 10
attention to the need to compensate developing countries for the loss of tariff revenue as
well as existingproductive and trading capacities and capabilities due to trade liberalization.
He also acknowledged the need for support in light of the difficulties and costs of building
internationally competitive new capacities and capabilities. Thus, while all edesastand

to gain from cheaper imports, few developing countries, especially poor ones, will be able to
achieve market access as they are disadvantaged in this respect.

Other policy options and recommendations have had modest consequences even when
positive. While regulatory reforms have helped to shift the functional or factorial income
distribution from labor to capital, much dhe income accruing to capital is in fact rents
reinforced and legitimized by the consolidation and extension of propertysjghg., in the
form of intellectual property rights. While better education and training is welcome, greater
productivity does not necessarily accrue much to labor if labor market conditions are
unfavorable. Another common recommendation is greatamélelabor utilization with little
attention to increased burdens on women in terms of unpaid care work in the absence of
supportive social institutions. Very rarely, do these institutions recommend strong
employment or minimum wage policies as these are seemarket distorting. Nor is there
much attention to appropriate ardirust policies in circumstances where small economies
are not able to achieve economies of scale.

The case for financial globalization has declined over recent decades as thiétk is
evidence that greater access to international finance has contributed to the development of
the real economy while the frequency of currency and other financial crises have not only
been disruptive but have also set back economic developni@stry, Loungani& Furceri
2016) It has also become clear that financial opening has led to a net outflow of scarce
financial resources over the long term, although there have been gbart floods of
finance (Figure28). The accelerated accumulation and cortcation of financial rents,
facilitated by implicit government guarantees, has heightened such skepticism, although
there is little evidence of the tide turning, even after the 2€@@9 global financial crisis

C2NJ SEF YLX §3% @ldh8 Vaue GhhifkDevelophflR@port 201Df F A YSR GKFG daAy RSO
countries deeply involved in GVCs, virtually the entire population benefits from the expanded trade and faster
INRPoGKDPE |1 26SOSNE GKS NBLRNI Ffaz2z O01y2e6ftSR3ISR GKS dzy
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and the protracted economic slowdown since.

Figure28. Net transfer of financial resources from South to North by regRfi052017, %
of GDP
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As the economic strength of the South has grows shown in Figur@9, changes in
international economic relationsould be more conducive to catalp development (Arrighi

HANTO AY GKS {2dziKZ NBRdAzZOAY 3 RA&LHMBVEIASE 0 S
such outcomes are far from guaranteed, and could be revershlethermore without

significant resource usefficiencies, there may be significant resource constraints to
AYLINRGAY A fAGAY T 02y RA bASHY & yHISNNY (I MaBoihgiée P O R @K
allowed developing countries to industrialize and become more productive although
productivity gains may improve consumer welfare rather than working conditions and
wages.
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Mechanization and automation as well as relocation of new employment abroad have had

LINE F2dzy R SO2y2YAO &a20Alf X Odzf Gdz2NI £ FyR LRt Al

L2 Lz Aad0Q NB2SOhAz2y 2F w3t 20l f A1 | tutoBsyi | yR

likely to pose new challenges, limiting, if not undermining multilateral institutions and

solutions. A new international economic order, the popular demand of the South in the

1970s, requires new developing country institutions such as the BRIGSS ¢ 5 S @St 2 LIY
Fyl YR GKS &ALy LYFNFAGNHzOGdzZNE Ly@Saidys:

economic relations including adoption of rulekthe-game giving greater voice and weight

to the South together with accelerating developing countrgvgth, can bring about cross

border economic liberalization or globalization on different terms and conditions to enable

WO I-delO® INR g KD

Meanwhile, the scope for serious consideration of progressive social policies, e.g., in health,
education, housingnd social protection, has also been quite limited. Tiais come hand in

hand with the influence of supphkgide views of taxation, and the skeptical attitude to
progressive tax and transfer reforms. Fiscal reforms in most of the world have tended to be
regressive, both on the revenue and expenditure side. This has been especially evident with
the fate of directtaxation of both income and property, as well as the shift to indirect
taxation, especially of consumption, even of the poor. With austerity the hallmark of fiscal
consolidation in the world, there is generally less available for spenaiingedistributian

and sustaining employment growth. Nevertheledhjs has not diminished the 2 L &4 Q
promotion of modestredistributiveinitiativessuch asonditional cash transfers.
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5. Conclusion

Broadly speaking, intezountry inequality has declined while intcuntry inequality has
increased. However, closanalysisrevealsthat declining intercountry inequalityhas been
primarilydue to/ K A yapidbéowth of the last four decaded~or theremaining developing
countries, catchup growth has been uneven at best. The heterogeneity of developmental
pathways show$iow there is no universal solution for growth.

Arguments about economic inequality tend to pit growth against equality. However,
empirical evidencendicates that economic inequality traps countries within vicious cycles of
weak institutions, low growth,irhited social mobility, andrising social tensionsRising
inequality has likely played a role in the strongmen populist movememeging across the
world today.

Milanovic, Lindbert and Williamso(R010) argued thata INB I & SO2y2YA O Ay S
always been correlated with extreme concentration of political power, and that power has
always been used to widen the income gagsconomic and political inequality reinforce

each other, thus resisting the appropriation of national and international policies for the

benefit of the¢ increasingly transnationa] wealthy. Such reforra are essentialfor moving

forward.

Thus, guality andacceleratedgrowth are not necessarily contradioty. Beyond the moral

imperative to ensure equity, addressing witkiountry inequality could, in fact, promote
both stable political institutions and economic growth.
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